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Abstraction

In this thesis, we discuss the feasibility and maneuverability of
transformation of value-added tax (VAT) from production model to
consumption model in China. In 1994 the taxation systern reform of
China implement production VAT model, in the following seven
years, research workers carried though a great deal of extensive in-
vestigation about VAT transformation from production model to
consumption model. These researches mainly are qualitative study.
Depending on these groundwork, we try to made empirical re-
search, focusing on the main field such as model analysis, interna-
tional reference, implementation status, financial effect, manufac-
turer analysis, import and export, internal trade, investment and so
on. During the study, we refer to a great deal of models, authorita-
tive data, numeration tables, trend charts concerning Chinese econ-
omy status. The final conclusion is that transformation of VAT in
China is feasible. After that, we made countermeasure study on
some questions about its maneuverability.

In order to obtain an object and comprehensive knowledge, we
reject the hackneyed research methods—pay attention to taxation
only, our study involve finance, taxation, securities, accounting and
econometric analysis. The data and policies we refereed to are first-
hand information issued by state ministries and commissions. Some
specific data are provided by international authoritative institution.

The followings are summaries of research findings and conclu-
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slons:

1. VAT model research ,

VAT model research provides theoretical foundation for the
thesis. To develop VAT research, econometric models have to be
adopted, no matter in the condition of consumption VAT or in the
condition of production VAT. By the use of econometric models,
many economic viable can be compared to find the intrinsic relations
and disciplinarians between them during the different stage of eco-
nomics cycle. These economy viable includes VAT revenue, VAT
real-rate, new-added portion and accumulated portion of fixed as-
sets, new-added portion and accumulated portion of merchandise,
import and export trade deficit and so on. According to our model
research, consumption VAT takes beneficial effect to government
taxation revenue through the mechanism of “automatic equilibrium”
in China and it also encourages “anti-economy cycle” investment.
On the country, in the condition of production VAT, VAT revenue
leaps as investment increases at the speed that exceed Gap’s growth
rate. It means production VAT loses its effect totally as VAT reven-
ue “automatic equilibrium” and foster government disburses infla-
tion. This finding had been tested to be right by the practice of tax-
ation revenue during 1994 ~1999, it also can explain why between
January and May in 2000 taxation revenue increase so much while
economy have no material progress. It is known that when VAT is
adopted, taxation is deducted from fixed assets credit deprecation.
It means that government obtains gross finance lucre from the taxa-
tion of fixed assets. There is a false appearance that enterprise has
obtained drawback of fixed assets. It reflects that government
doesn’t want to give up this kind of revenue. It is a kind of com-

prise between government interest and enterprise interest. In fact it
2



increases the gross levy cost, so it is also a kind of resource waste.
2.0ther countries’ VAT model option.

Other countries’ VAT model option can bring us beneficial ex-
perience. First, our research begin at the NO. 1 ~NO. 20 law 1ssued
by the European Economic Community State Council during 1967~
1985. The purpose of these 20 laws is to reconcile the legislation of
VAT during the Member State who carries though VAT. After
that, we study 100 nations’ specific taxation information and some
authoritative integrate analysis report provided by International
Monetary Fund (IMF), World Bank (WB) and OECD. We also
made 100 nations’ VAT model tables according to the classification
of economic institution and continents. From the information, we
conclude the following rules: the choice of VAT model is determined
by one nation’ s complex elements including politics, economy . his-
tory and so on. The transformation of VAT model is a grading and
gradually processes. Transformation of VAT or enlargement of
VAT collection scope must take full care of the stability of economy
and finance. Transitional measure must be adopted to make the tax-
ation system reform go off without a hitch. It takes EC 6~ 10 years
to reform to wholly consumption VAT, in fact, EC adopted “quasi-
production” VAT during the transitional stage. After research the
13 countries that adopted revenue VAT or production VAT, we find
some of them have adopted consumption VAT in the concern of poli-
tics and economy, others are watching their time to carry through
the transformation of VAT. What surprises us is that even Argenti-
na who is most firmly in carrying though revenue VAT adopted con-
sumption VAT also. Most of countries in America and Africa imple-
ment consumption VAT. It can been seen that consumption VAT is
mainstream in the world. Finally, We think that the foundational
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principle of Chinese taxation system reform is to ensure the transfor-
mation of VAT carry trough in a smooth and stable circumstance,
every stage of VAT transformation should have no substantial im-
pact to Chinese economy and finance.

3. current research on production VAT in China.

Research on the current production VAT in China is the start-
ing point of VAT transformation research. We begin our research
with analysis and evaluation on the circumstance in the devising of
VAT. These circumstances include the following element: forma-
tion of socialist economic theories at that time, taxation levying
requirement of consumption VAT, the basic conditions of business
financial information supervision, the macroeconomic limitation to
unreasonable inflated investment. We believe that the VAT reform
in 1994 is a preconscious optimal taxation system in response to our
national situation, which accords with the objective laws and the in-
ternational trend of VAT type selection in the beginning of carrying
out VAT. The VAT reform in 1994 offers a strong taxation support
for other governmental reform and expanding financial policies. But
with time passing by and the development of economy, the produc-
tion VAT has become a counteracting power to the relative expand-
ing economic policies and had fulfilled its histrionic responsibility.
To realize the transformation of VAT, we must know the current
situation of the operation of VAT. VAT revenue comes mainly from
four fields: excavating, manufacturing, electric power and gas wa-
ter supply, wholesale and retailing. Although the agriculture and
other industries also belong to the levying scope of VAT, their total
amount is very small and needs no special research. The four indus-
tries account for 49.263% of GDP and 56.259% of fixed assets in-
vestment in average from 1989 to 1998, and their deduction amount
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accounts for 24.43% of fixed assets investment in the process of
VAT transformation in these four industries. By comparison re-
search on taxation system, international accounting standards, Chi-
nese accounting standard, enterprise concrete financial standards,
we find that there are great differences in the recognition scope of
fixed assets, the minimal statistic value, the minimal use vear and
the pricing scope. According to the Econometric models in the first
chapter, we compute that the real VAT rate in China is a changing
number, declining from 27.54% to 24.95% during 1994 1o 1998
(considering taxation supervising and special taxation policies). In
the following we deduce formula of importing VAT, discuss the the-
oretical grounds of exporting drawback and drawback rate. This re-
search provides a practical starting point for the research of VAT
transformation influence and relative measures.

4.The empirical research of the influence of VAT transforma-
tion on governmental revenues.

The determinative factor of whether the VAT transformation
can be carried out in China is its influence on governmental reven-
ues. We’ve got the deduction tax base of fixed assets value from
1980 ~1997 according to the national fixed assets investment statis-
tic database made by fixed assets investment statistic department of
state statistic bureau. To make decision-making of the VAT trans-
formation more sensible, we have built 13 non-lineal and general
non-lineal models by means of Econometric Analysis. Through these
models we forecast that the GDP in 2000 is 8603 billion. The fixed
assets deduction tax base is 343.8 billion in 2000 and the fixed assets
deduction tax base of 1998 and 1999 are 307.7 billion and 334.5
billion respectively. (we compute the error, which is 3.91% , ac-
cording to the data of the national Statistic Beware, which show the
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effect of models). On the basis of it, we calculate the value of im-
ported equipment free of tariff and the vehicle amount that can not
be deducted. After research, we hold that 8.64 % of the decrease of
VAT revenue would be returned to the government in the form of
enterprise income tax revenue. At the same time, we also research
none-production investment, small scale taxpayer, accounting iden-
tification and measurement difference, stamp tax revenue, imported
natural and petroleum equipment from sea and land, other tax reve-
nue increase brought JIf by the decrease of VAT revenue, VAT fu-
ture revenue increase and so on elements. Finally, we forecast that
finance will have 28.439 billion of policy deduction in the process of
transforming from production VAT to consumption VAT, the total
amount (including tax) of existent fixed assets in 2000 is 241.027
billion. In this session we offer reasons for not deducting existent
fixed assets. Considering reconcile need of policies, we bring out the
third scheme of deducting the current fixed assets in the eighth ses-
sion. If we choose the third scheme (5-year period), the policy de-
duction in 2000 will remain unchanged, the policy deduction in 2001
will be 25.439 billion. (Considering the effect of increase of the be-
ginning stock policy), and as a result we believe that the influence of
VAT transformation on finance is bearable for Chinese government.

5.The influence of VAT transformation on listed companies.

VAT transformation has substantial effect on enterprises’ micro
operating profit. We’ ve got the financial information of 572 listed
company and then make tax adjustment to 99 of it that embody suf-
ficient data. With the consideration of VAT transformation adjust-
ments, we study the effect of VAT transformation on companies’ fi-
nance quantitatively. We find the influence of VAT transformation

on the high-technology industry is far smaller than it does on the
6



traditional industry. Consequently, the high-technology industry
should not first carry out the VAT transformation; instead it can be
carried out together with the four main industries under VAT man-
agement. By including the increased amount of VAT deduction,
we’ ve got the change table of ROE and the earnings per share before
and after VAT transformation. We find that the average ROE be-
fore and after transformation is 10.64% and 12.65%, up by
2.01%. The average earnings per share before it is 0.306 and in-
creases by 0.056309 after it; the average ROE of 5 corporations ex-
ceeds 10% after the transformation of VAT, which makes them ob-
tain the power of issuing new shares in the market. We can see obvi-
ously an intangible hand, which pulls up the expected income of
business, this proves that VAT transformation can bring about great
development of social productivity. If we make the same calculation
on the state-owned enterprises and collective enterprises in different
areas, the research data will be more representatives.

6 . The effect of VAT transformation on the civil trade, imports
and exports under the background of China joining the WTO.

We make a list of tariff allowance in the agreements between
China and the EU and between China and the US according to the
abstract of negotiation text about China’ s joining the WTO. We
substitute the tariff allowance into the Chinese import VAT compu-
tation formula and calculate the VAT rate comparable list of com-
modity that have important economic benefits to the EU and the US
in 1999. We find that during the negotiation the US and the EU
discuss the tax allowance of commodity that have important econom-
ic benefits to them in a number-by-number way. With the signifi-
cant decrease of the duty after the joining negotiation, the effective
VAT levels equals to 11.05% ~16.45% under the duty situation of
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