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ABSTRACT

Income distribution is a perpetual theme in the science of economy,
and it becomes a focal point in the society where great economic reforms
are taking place or where the economic system is experiencing a transi-
tional period. As Arthur Lewis, pioneering scholar of Development Eco-
nomics and Nobel Prize winner, pointed out, “changes in income distri-
bution is a most political factor in the process of development, that will
easily incur jealousy and commotion among members of a society. It is
impossible, therefore, to make practicable policies without a good under-
standing of why these changes take place and what their effects are.”

Throughout the 80s and the 90s of the 20" century, income gaps in
China have widened considerably. In a report by the Strategic Department
of the State Council, it is pointed out that “The imbalance in income in-
crease is likely to incur social incredibility, and it is beginning to impede
the social and the economic development of China.” The problem calls for
serious attention.

Mr. Deng Xiaoping once said: “Large income gaps are not suitable
for a socialistic country, yet it is the kind of problem that comes naturally
when the rich get richer, and the poor become poorer. One way to solve
the problem is to levy more taxes on those who have very high incomes,

and to use the taxed money to support the development of poorer regions.
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Yet on second thought, at present it is still too early to practice the
method for it may bring with it such side effects as encouraging equalitari-
anism and dampening the development of rich regions. . . it is imaginable
that by the end of this [20"] century, China will be adequately prepared
for the adoption of the method. By then, capital and advanced techniques
will be transferred from developed regions to underdeveloped regions by
way of taxes and technical assistance. . .in a word, I foresee that in the
near future, the narrowing of large income gaps in China will be brought
to our working agenda.” Now, at the beginning of the new century, it is
high time that we deal with the widening income gaps, just as Mr. Deng
had predicted.

Taxation is an important measure of economic controls. Under the
Socialistic market economy, taxation functions as a “fundamental force
that enables the government to wield macro controls over the distribution
of resources” ; it is, in other words, a “stabilizer” of social and economic
development. The regulative function of taxation on income gaps, there-
fore, makes a very important part of the government’s capability of macro
economic controls in China.

Below I have listed several questions, both on theoretical and practi-
cal levels, which we must clarify before we understand the function of tax-
ation in regulating income gaps.

¢ What is the nature of the main problem(s) in the existing income
distribution mechanism of China? In what stage of social reproduction is
the majority of income gaps formed? How would the present income gaps
develop in future?
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* What are the present situations of the Government’s macro and
micro economic regulation and controls on income distribution? How
would we locate the individual income regulative measures and taxation
regulative measures within the system of Comprehensive Social Income
Distribution Controls?

* How does the present taxation system function in regulate income
gaps? How to make the system work better for the same purpose?

* In the socialistic market economy, what are the objects, princi-
ples and tasks of income distribution regulation? How to improve the ex-
isting taxation practices in order to facilitate the establishment of a taxa-
tion system and an income distribution mechanism that best suits the need
of the socialistic market economy?

The article is to venture ideas that are totally or partially different
from previous researches on the following sub-topics:

Analyses and Judgment on the major problem in China’s income dis-
tribution system. In China, the present situation is the co-existence of in-
equality and equalitarianism (albeit on a limited scale) in income distri-
bution. The major problem we are facing now is not that the existing in-
come gaps are too large, but that they are unreasonable.

Analyses and judgment on some major points of income distribution
in China. Major problems occur in the primary stage of income distribu-
tion rather than the secondary stage. In the present transitional period,
solutions to unreasonable income gaps shall be found largely in the prima-
ry stage of income distribution.

Comments on the future development of income gaps in China. In-
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come gaps in China will continue to widen, while the degree of unreason-
ableness in income distribution will diminish. As a result, the future de-
velopment of income gaps in China may follow a flat U shape curve.

The categorization of the regulative function of taxation on income
distribution. The government’s macro regulation on personal income is
systemized machinery that consists of economic, administrative and legal
measures. Income distribution has always been a syndrome of the modem
society. In China, the nature of economy decides that the government
should make use of economic, administrative and legal measures to regu-
late "income distribution.

Researches on the tax structure of the present taxation system. Rev-
enue generating and regulation on income are two fundamental functions of
taxation, the former serves as the premise of the latter, while the func-
tioning of the latter is decided by the position that various tax items occu-
py in the tax structure. To improve the regulative function of taxation on
income distribution, it is necessary to adjust the present tax structure in
which turnover tax is the major tax item. It is also necessary to improve
the regulative function of taxation on economy, so that personal income
tax can serve as a °stabilizer’ in income distribution. The proper tax
structure for China should have two major tax items, namely, value-added
tax and personal income tax. ,

The objectives, principles and tasks of personal income distribution
in China. The Party’s objectives, principles and tasks of personal income
distribution in the primary phase of socialism shall be the basis on which

the government designs and implements taxation policies. The followings
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are some fundamental ideas that we shall bare in mind when considering
income distribution in China.

* Narrow income gaps do not necessarily mean faimess, and wide
income gaps do not necessarily mean efficiency.

* Under a certain phase of social development, we do not have a
best tax system, but only a most suitable tax system.

* The maturity of the market economy decides the regulative capa-
bility of taxation on income distribution.

* International taxation competition brought forward by the global-
ization of the world economy has a restrictive impact on the policy making
concerning taxation reforms in every nation.

The policy orientations of the taxation reform in China. To establish
a taxation system that is suitable for China’s socialistic market economy,
we need to consider policy orientations in two stages of economic develop-
ment, namely, the transitional period and the post transitional period. In
the transitional period, non-aggressive policies should be adopted in the
taxation reform, while in the post transitional period, aggressive policies
are preferred. Non-aggressive policies intend to complement and adjust
the present taxation system, and the focus of the taxation reform of this
period is to perfect the existing personal income tax system. Aggressive
policies intend to establish a tax structure with VAT and personal income

tax as major tax items.



