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FOREWORD
|

Tax is the most important source of fiscal revenue for the government of China.
It is also an important economic lever to conduct macro-economic regulation,
which not only produces important impacts on China’s economic and social de-
velopment but also is closely related with the interests of every enterprise anc
citizen. Through the tax system reform in 1994 and the fine-tuning efforts in re-
cent years, China has established a tax system adaptable to the socialist mar-
ket economy, which has been playing a positive role. With China’s economic
development and widened opening to the outside world, Chinese tax system
will definitely draw concerns and attentions both at home and abroad.

In order to help readers quickly, conveniently and concisely understand
the basic conditions of the current tax system in China, we wrote this Tax Sys-
tem of the People’s Republic of China in Chinese and English ‘version. The
book, on the basis of China’s current tax legislation promulgated by the Nation-
al People’s Congress and its Standing Committee, the State Council, the Min-
istry of Finance, the State Administration of Taxation, the General Administra-
tion of Customs and the Tariff and Classification Committee of the State Council
and relevant authoritative materials and in simple words, serves as an intro-
duction to the main content of China’s current tax system. In the future, we will
regularly update the book in pace with the change of China’s tax system so that
its contents shall be more novel, richer and more practical. We hope this book
will be of help to the readers in understanding Chinese taxation in general.

We apologise for the errors, if any, in the book.

Since the first publication in 2002, Intellectual Property Press has provid-
ed enormous support and the book has been popularly welcomed by readers.
Thus it is revised and published again (This is the third edition) . Hereby, we
would like to extend our hearty gratitude to them.

LIU Zuo, LIU Tieying
May 1, 2004
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— Tax System in China

OVERVIEW OF CHINA’S
TAX SYSTEM

1. HISTORY OF DEVELOPMENT

In more than 50 years since the foundation of the People’s Republic of
China in 1949, the development of China’s tax system reform has rough-
ly experienced three historical stages: the first stage is the period from
1949 to 1957 which is the period of the recovery of the national economy
and transformation of socialism and is the period of establishment and
consolidation of the tax system of new China. The second stage is the
period from 1958 to the end of 1978 at the eve of the holding of the 3™
Plenary Session of the 11" CPC Central Committee, which is the period
of tortuous development of China’s tax system. The third stage is the
period since the end of 1978 when the 3™ Plenary Session of the 11t

CPC Central Committee was held, which is the new period of China’s re-

form and opening to the outside world and the period of full strengthe-
ning of China’s tax system construction and nonstop moving forward of
the tax reform,

During the above three historical stages, China’s tax system experi-
enced five important reforms. the first reform happened at the beginning
of the foundation of new China in 1950 when the new tax system of the
People’s Republic was set up on the basis of summarizing the experience
of the tax system construction of the old liberation area and sorting out

the tax system of the old China. The second reform was taken in 1958,
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Tax System in China

the major contents of which were simplifying the tax system to adapt to

the requirement of the situation after the completion of the socialist

. transformation and the reform of the economic administration system.

The third reform in 1973 still aimed at simplifying the tax system,
which was the result of the “Cultural Revolution”. The fourth one was
carried out in 1984, the major contents of which were adopting the re-
placement of profits with taxation for state-owned enterprises and refor-
ming the industrial and commercial tax system to adapt to the require-
ment of the development of the planned socialist commodity economy.
The fifth reform in 1994 was to fully reform the industrial and commer-
cial tax system to adapt to the fequirement of establishing the socialist
market economy.

a, The tax system before reform and opening to the outside world (1949 to 1978)
During the 29 years from 1949 to 1978, China’s tax system construction
had led a bumpy road.

Being founded, the new China started to set up the new tax system
immediately. On January 30, 1950, the Administrative Council of the
Central Government promulgated the National Tax Policy Implementa-
tion Rules, specifying 14 kinds of taxes to be levied across the country,
i e. y Goods Tax, Industrial and Commercial Sector Tax (including Bus-
iness Tax and Income Tax), Salt Tax, Customs Duty, Salary Income
Tax, Saving Interest Income Tax, Stamp Tax, Inheritance Tax, Trans-
action Tax, Slaughter Tax, House Property Tax, Land Property Tax,
Special Consumption Tax and License Use Tax. The other taxes (mainly
Agricultural Tax, Animal Husbandry Tax, Deed Tax) other than the a-
bove should be levied after the provirices, municipalities or large admin-
istrative regions formulated levying methods on basis of tradition and
submitted to the large administrative regions or the centfal government

for approval,
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Tax System in China

In the course of implementation, some adjustments had been made
to the tax system. For example, the House Property Tax and Land
Property Tax were integrated into Urban Realty Tax, the Special Con-
sumption Tax was merged into Cultural Entertainment Tax (newlyad-
ded) and Business Tax, Deed Tax and Vessel Tonnage Tax were added,
the Commodity Circulation Tax was implemented for experiment, and
the Agricuitural Tax was legislated formally by the Standing Committee
of the National People’s Congress. The Salary Income Tax and Inherit-
ance Tax have not been levied since then,

In all, during the period from 1950 to 1957, based on the political,
economic conditions and sorting out of the old tax system at that time,
China had set‘up a compound tax system featured with multi-taxes and
multi-levy. Due to the great importance attdched by the Party and ‘Gov-
ernment and the efforts of all walks of life, the establishment and imple-
mentation of the new tax system had played a very important role in en-
suring the fiscal revenue, stabilizing the economy, safeguarding the vic-
tory of the revolutionary war, realizing the recovery of the state financial
and economic condition, promoting the recovery and development of the
national economy, supporting the transformation of the agriculture,

handmade industry and capitalist industrial and commercial sector, and

“establishing, consolidating and developing the socialist economic system.

The tax reform in 1958 aimed at simplifying the industrial and com-
mercial tax system by adopting industrial and commercial consolidated
taxes for experiment, even for some time adopting the “integration of
profit remittance and tax payment” for urban state-owned enterprises
and “fiscal contract” for the people’s commune in the countryside. By
then, there were 9 taxes under the industrial and commercial tax system
of China, including Industrial and Commercial Consolidated Tax, Indus-

trial and Commercial Income Tax, Salt Tax, Slaughter Tax, Interest In-
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Tax System in China-

come Tax (stopped levying in 1959), Urban Realty Tax, Vehicle and
Vessel Plate Usage Tax, Cultural Entertainment Tax (stopped levying
in 1966) and Livestock Transaction Tax (no nationally unified legisla-
tion). Other taxes were Agriculture Tax, Animal Husbandry Tax, Deed
Tax (suspended since mid 1950’s), Customs Duty, Vessel Tonnage
Tax.

In 1962, to support the improvement of the administration over the
market, the Market Transaction Tax was adopted. It was suspended al-
most since 1966,

The main contents of the tax reform in 1973 were still simplifying

the industrial and commercial tax system. By then, there were in China -

7 types of taxes, i. e., Industrial and Commercial Tax (Salt Tax was
integrated into this tax in name but levied in fact in line with the previous
method) , Industrial and Commercial Income Tax, Urban Realty Tax,
Vehicle and Vessel Plate Usage Tax, Slaughter Tax, Industrial and
Commercial Consolidated Tax and Market Transaction Tax. The state
owned enterprises were only subject to one Industrial and Commercial
Tax, the collective enterprises subject to Industrial 'and Commercial In-
come Tax and Industrial and Commercial Tax. The Urban Realty Tax,
Vehicle and Vessel Plate Usage Tax and Slaughter Tax were levied only
on individuals and minority units. The Industrial and Commercial Con-
solidated Tax was levied only on foreign investors. Other taxes were Ag-
ricultural Tax, animal Husbandry Tax, Deed Tax, Customs Duty and
Vessel Tonnage Tax.

In summary, during the 20 years from 1958 to 1978, due to the
left-wing guidelines and the influence of the former Soviet Union’s eco-
nomic theory and fiscal system, China’s tax system construction had
been disrupted. The reforms experienced had gone a one-sided road of

simplification, At the same time, the tax organisations had been largely




