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Abstract

China’s economy has leapt forward since we followed policy of reform
and opening-up, along with a substantial increase in the income level of the
residents. However, at the same time, residents' income gap is gradually
expanding, which accelerating the reform of the income distribution.
Therefore, narrowing the income gap is becoming one of the most urgent
tasks of our government. Personal income tax, one of many measures for
government to adjust income distribution, has received more and more
attention of the whole society with its strong progressivity. But there has not
been an agreement on the role of the personal income tax in adjusting income
distribution. Some scholars believe that the personal income tax should be
taken seriously for its effectiveness in adjusting the income distribution. On
the contrary, a handful of the scholars believe that the personal income tax
almost has no effect in improving the income distribution, but worsened it.
Another group of scholars think that the personal income tax may play its
role in adjusting income distribution, but the role is very limited, which is
only a "supporting player". Our government adjusted the personal income tax
pattern in 2011, which aroused another heated discussion on the redistributive
effects of the personal income tax. There are many more opinions about the
impact of the tax reform on the redistributive effects of the personal income
tax.

This article uses the method in Musgrave and Thin (1949) to measure
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the redistributive effects of the personal income tax, and method in Kakwani
(1977) which measured the progressivity as well as the decomposition
method to evaluate the redistribution index of China's personal income
tax. Moreover, we proposed an accurate result of the redistributive effects
and progressiveness of China's personal income tax, and we analyze every
influence factors. The empirical study is divided into three parts. In section
one, we evaluated the progressivity and income redistribution effects of the
personal income tax and analyzed its influence factors. Section two studied
the impact of the personal income tax reform on the personal income tax
redistribution effect. In section three, we examine the species of the unfairness
of China's personal income tax and its effect on income redistribution.

The main research methods in this article are historical analysis,
international comparison, tax system simulation method, the method of
theoretical analysis and empirical analysis. Historical analysis method is
mainly used in the introduction of China's personal income tax system,
analyzing the historical trend of the macro tax burden of the personal income
tax, linked with China's previous tax reform, and examining the impact of
the previous reform of China's macro tax burden of income tax. We used the
method of international comparison in the two aspects. Firstly, we utilized
this method in international comparison of the personal income tax system,
from the perspective of the status of the personal income tax, levied mode,
deductions and tax rate structure comparison. Secondly, we used this
method in the international comparison of redistribution effects of personal
income tax, such as the redistribution index and the progressivity index as
well as its decomposition term value. Tax system simulation method is the
basic research method conducted in this empirical research. As the income
information in China's urban household survey data and the personal income
tax information is not available, we calculated residents income tax payable
according to the income data and used this information as the substitute
of the user's personal income tax information. This is also a very important
innovation in this article. Estimation of personal income tax payable on the

2011 tax reform in this article use the tax system simulation method again, the



same set of income data simulated two different tax model and comparative
study second analog wage and salary deductions in the case of other items
remaining unchanged. We used method of tax simulation several times in
this article, and the use of this method gradually improved. Theoretical
analysis methods and empirical analysis in this article are complementary.
Theoretical analysis is the basis and important reference of empirical analysis,
while specific empirical results may need further analysis to test. This article
used the theoretical analysis on individual income redistributive effects from
aboard for reference and then implemented and developed it in accordance
with the practice in China. The empirical analysis also proved the feasibility
and correctness of the theoretical analysis and made further detailed
explanation of the theoretical method.
Conclusions obtained from the analysis of the data:

(1) China's personal income tax has a high progressivity, more than
twice as high as the average of the 12 OECD countries, but its redistributive
effect is very weak, almost negligible, mainly because of the low average
effective tax rate, which is only 1/6 of the one in the other 12 OECD countries.
Horizontal inequity exists in China’s personal income tax, which is very
small, proves that taxation changed people's income sorting, though the
degree of change is very small.

(2) The tax reform in 2011 enhanced the progressivity of China's
personal income tax. As the reform reduced the average effective tax rate for
personal income tax, it reduced the redistributive effects of personal income
tax reduced by half.

(3) The main source of the progressivity of personal income tax
in China comes from the expense deduction, especially wage and salary
deductions. Data shows that in 2002, 2007 and 2009, 80% of the progressivity
of the personal income tax resulted from the contribution of the expense
deduction. And this proportion had been gradually increasing during the
last three years, of which expense deduction from the wages and salaries
accounted for 90%. Data simulation of 2011 reform in 2009, the new tax

system, the contribution deduction rises to about 97%. As the resident income
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in 2011 was higher than the one in 2009, the contribution of the expense
deduction in the new tax system will be lower than this value, but will still be
a major contributor to the progressivity.

(4) If we keep the other itemized income tax system unchanged and
continually increase the deduction of the wages and salaries, we will find that
the average tax rate will decline with the rise of the deduction. Meanwhile, P
index, which stands for the progressivity, will increase at first and then turn
to decline, presenting an inverted U-shaped image. Income redistribution
effect of the personal income tax will gradually be weakened under both
effects.

(5) Unfairness exists in China's personal income tax system, which
significantly weakened the redistributive effects of taxation. The unfairness
mainly turned out to be the second kind of unfairness, the reason of which is
the pattern of taxation with the individual as the paying unit. Our tax reform
in 2011 reduced the redistributive effects of taxation, which partly resulted
from the increase of the unfairness.

There are several innovative points in this paper:

(1) For the first time we use the tax system simulation method.
Simulating tax system in empirical research should be a precedent in China’s
tax research area. This paper simulated the personal income tax system,
derived data calculated according to the income of the residents of the tax
payable of the residents, instead of personal income tax paid by individuals
and solved the problem of reporting of the personal income tax in the urban
household survey. This method is developed in this paper in the 2011 tax
reform, to simulate the same set of income data in accordance with the
old and the new tax system, comparing with the two tax regime residents
redistributive effects of the personal income tax. We once again used the
tax system simulation method when studied the impact of the deduction of
wages and salaries on the redistributive effects of the tax system, assuming
the other sub-items tax unchanged under the effects of wage and salary costs,
net of a gradual increase redistribution effect in the tax system.

(2) We introduce the evaluation index and decomposition formula



of the foreign tax progressivity and tax redistribution effect, and combine
them with the income and tax situation in China. The main process is to
decompose the progressivity into the contribution of expenses deduction and
the contribution of rate structure. Then we decompose redistributive effects
into horizontal equity and vertical equity, redistributive effects into fair part
and the part of the unfair role. With these methods, we took on the empirical
study of the case of the three years in China.

(3) This paper enriches and develops the study of tax progressivity
and tax redistribution effect, making it more applicable to the situation in
China. A lot of foreign scholars studied tax redistribution effect and the
various constituent elements of the comprehensive income tax system, but
there is no further applicable research on the itemized mode of tax system.
On that condition, we developed the foreign theories and proposed the
decomposition method of tax redistribution index and progressivity index,
which is a new contribution to the international research.

(4) We innovated the empirical research in this article. There are
three aspects in the empirical study. Firstly, we empirically studied the
redistributive effects and progressivity indicators as well as its influencing
factors of China's personal income tax. There are few such research in
domestic research field, most of which are incomplete and exist many
problems. As there are almost no empirical study on the impact of the
personal income tax reform in 2011 on income distribution, our research is
innovative in both content and methods. Finally, study on the equality of the
personal income tax originated from foreign research field, which is almost a
virgin land in China. Therefore, this article is innovative in both content and
methods, and opens a new chapter in the study of redistributive effects of

China's personal income tax.

Keywords: personal income tax; income distribution; tax reform
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