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Consumption Tax Trends — Chinese Edition — Preface

countries around the world are facing challenges to restore sound public finances and
A reduce public debt to a sustainable level, pro-growth tax reform and fiscal
consolidation play a key role in political decision making. The key question is how to raise
taxes without jeopardising the competitiveness of the economy and its longer-term growth
potential. In this regard, fiscal consolidation and pro-growth tax strategy go hand in hand.
Growth-oriented tax systems seek to minimise the potential market distortions of taxes and to
create as few obstacles as possible to investment and cross-border trade, innovation, skills
formation, entrepreneurship, labour supply and demand and other drivers of economic
growth.

Well performing Value Added Tax ( VAT) systems play a crucial role in the design and
the implementation of pro-growth tax strategies. VAT is a major source of tax revenues for
over 150 countries around the world and its importance continues to increase. It is widely
seen as a relatively growth-friendly tax and as a result many countries are seeking to raise
additional revenues from VAT rather than other taxes as part of their fiscal consolidation
strategies. The design and implementation of a VAT implies a continuing process of
improvement, and the OECD is very supportive of China’s ambitious indirect tax reform,
which follows international best practices for consumption taxation and will enhance the
efficiency of the Chinese VAT system. Its successful implementation is expected to sustain
growth and employment over the medium term.

Against this background, I am particularly pleased to welcome this Chinese language
edition of the OECD publication Consumption Tax Trends 2012. We really appreciate the
work MOF of China did by translating the report into Chinese as well as publishing and
distributing it in China. It provides insights into international trends in the design of
consumption tax systems, the key VAT policy challenges and possible approaches for
addressing them. The report offers a wealth of statistical data and analysis on the design and
performance of the main types of consumption taxes such as VAT, taxes on motor vehicles,
tobacco, alcoholic beverages and mineral oil products. There is no comparable readily
available data source and I am grateful for this opportunity to share this knowledge with
Chinese policymakers and other stakeholders such as the Chinese academia and the business
community.

Consumption Tax Trends 2012 highlights that the design of well performing VAT
systems is still work in progress. The reportindicates that about 45% of the potential VAT
revenue in member countries is not collected due to the application of reduced rates,

exemptions and non-compliance. This suggests that there is significant potential for raising



additional revenues by improving the performance of VAT systems. Economic research
suggests that broadening the VAT base by using fewer exemptions and reduced rates could
improve VAT performance while increasing output and economic welfare. Such reform,
however, is a difficult and complex exercise which cannot be carried out in isolation. It
needs to be considered as part of the overall design of countries’ tax and benefits systems to
address social and distributional concerns.

The study also illustrates that well designed and coherent VAT systems are essential for
international trade. The absence of an internationally agreed framework for the application of
domestic VAT-systems to cross-border trade creates gaps, loopholes and mismatches that lead
to revenue risks for governments due to under-taxation and risks of trade distortion through
double taxation. This is especially problematic with respect to the increasingly important
international trade in services, which are by their nature more complex to deal with than
goods. In response, the OECD is developing International VAT/GST Guidelines as the
future international standard for applying VAT to cross-border trade. I am particularly
grateful for China’s valuable contribution to this work through its participation in our
Committee of Fiscal Affairs’ Working Party N°9 on consumption taxes and in the OECD
Global Forum on VAT, enriching our policy discussions on this critical issue.

Either through the publication of Consumption Tax Trendsor 2012 through other
statistical data, the development of policy recommendations or the design of international
standards such as the International VAT/GST Guidelines, China can continue to count on the
OECD as an ally in designing, promoting and implementing fair and efficient tax systems.
Our Organisation has a well-known track record in promoting the design and implementation
of tax policies that foster economic growth and rising prosperity for all and it stands ready to
assist the Chinese authorities in carrying out successful reforms through first class analysis and
evidence-based recommendations. [ am particularly grateful for China’s high quality
contributions to this work and look forward to continuing and further strengthening our

cooperation.

OECD Secretory-General
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