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Abstract

The current turnover tax system was created in 1994, which has
been executed for more than 15 years. More substantial adjustment in
turnover tax system will be the focus of China’s authority after the en-
terprise income tax reform. In October 2008, “ VAT legislation” was
included in the legislative plan by the Eleventh National People’s Con-
gress, and considered the first type of legislation projects to be brought
into discussion within 5 years. Turnover taxation system is composed of
three Chinese Provisional Regulations and their implementation rules
which have been amended since January 1, 2009. The emendations
primarily include the expanding scope of input VAT deduction and the
reducing rate of small-scale taxpayers, as well as changing business
tax declaring sites and some other aspects. Nevertheless, those emen-
dations just play a transitional role, and cannot accomplish the overall
VAT reform task which should be aimed at. What’s more, VAT tax-
cutting reform has led business tax payers to .look forward new re-
form. The next step of the turnover tax reform should mainly focus on
the following two points; Firstly, melting the business tax into the
VAT system and making VAT levied on selective tax base transform to
VAT levied on universal tax base. In another word, some parts of the
industries which originally levied by business tax, will be gradually in-
corporated into the base of VAT. Secondly, the legislation of goods and

services tax should become more regularized and internationalized, in
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order to promote the development of both domestic economy and inter-
national trade. In this historical context, the dissertation tests and cal-
culates several items of business tax if which be taxed under the future
VAT system. Moreover this dissertation takes international experiences
as reference, explores some relevant events on legislation, so as to
study the problem of VAT base-broadening reform.

1. The overall framework is unfolded as follows.

The first chapter illustrates the background and target of the study,
followed by pointing out the meaning and ideas, the may-be originali-
ties and shortcomings, and then does a literature review, in order to
prepare for the discussion below.

The second chapter discusses the overall disadvantages of the co-
existence of VAT and business tax of the status quo, and illuminates
the amending trends of policies, thus to propose the necessity and un-
gency of VAT replacing business tax.

The third chapter displays the feasibility of the reform and how to
eliminate the main obstacles.

The forth chapter narrates specific policy propoesals on how VAT
would take place of some major items of business tax, in the light of
industrial differentiation. _

The fifth chapter adopts “ Computable General Equilibrium
(CGE) Model” as a main tool in order to predict the economic effects
and relevant impacts after the reform of VAT replacing business tax.

The sixth chapter explores complementarily several important mat-
ters during VAT legislative process, and makes some policy proposals.

2. On the researching methodology, the possible innovations of
the dissertation are as follows:

First of all, the systematic study and data resources of *Input-
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Output Model” make the dissertation possible to utilize originally the
model as a tool to draw a picture of the size of double-taxing in tumn-
over tax area.

Secondly, the concept of “The Goods-Service Continuum” is in-
troduced in China for the first time, in order to illuminate the well-
known fact that goods and service are hard to differenciate. What's
more, the indicator of “ VAT C-Efficiency” is introduced for the first
time, in order to display how the international experts compute the
VAT collecting efficiency, and further emphasize the inner ruler that
the taxing target of VAT is value consumed or value added.

Thirdly, in order to illustrate the intrinsic reasons of tax burden’s
fluctuation, the paper introduces “value added ratio” in the panorama
of VAT. For the deeper explanation, this indicator is decomposed into
two indicators as “substancial value completing ratio” and “ cost-profit
ratio” , applying the knowledge of financial accountancy.

Forthly, this dissertation discusses the subject of taxation reform
by applying Computable General Equilibrium ( CGE) Model. Thus,
the study methodology is built on mulii-dimensional structure as
“Macro-Meso-Micro-Macro” .

3. The main conclusions of this dissertation are as follows:

In the first place, the existence of business besides VAT impairs
the chain of VAT credit system. The amout of either tax or product is
significant, which should draw the attention of the taxation legislator.

The second, although from the industries’ aspect financial indus-
try is the toughest one to implement VAT, this study still carries out
some research in this subject. The result is that double-taxing seems
more serious in financial industry, and the sounder inner-control sys-

tem provides better condition for its tax reformation. Although the high-
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er “value-added ratio” of financial industry may lead to a heavier tax

burden under VAT system, it is because that the “cost-profit ratio” is
high more than that the “ substancial-value-completing ratio” is
low. There is no reason supporting that an industry with higher “ cost-
profit ratio” should be taxed selectively by lower business tax system.

The third, even if certain industries are taxed heavier after shift-
ing to VAT system, the result of using CGE modle and the relevant da-
ta in 2007 shows that; the output value of the industries still grow giv-
en the tax burden of these industries is aggravated. This phenomenon
occurs in not only the target industry itself, but also the related VAT-
creditable industries. The reason is that the recovery of VAT credit sys-
tem increases the mutual consuming demands of the target industry and
its related industies, which has a positive impact on the output growing
of these industries. To conclude, the reformation from business tax to
VAT would benefit the updating of industrial structure and the transi-
tion of economic developing mode.

The forth, according to the estimation in chapters above, the
standard VAT rate should be amended at around 13% (in the short
run) order to smooth the tax cost of every industry. The number of ex-
emption items should be cut to the least. The VAT low rate should be
approximately 10%.

The fifth, disagree to a number of “multi-step” views on reform,
this point of view is to prefer “one-step” approach to expand the
scope of VAT base. If there are some small and sporadic taxpayers
whose tax compliance may not be immediately standardized, they
could obey the “small-scale taxpayer” s rule. The collecting rate
should remain 3%.

The sixth, nowadays, the “production-based VAT” , what many
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scholars have been worried about in the past as a bottleneck of VAT
base broadening reform, has been changed. Meanwhile the legislative
process of VAT and VAT base broadening reform should be pushed
forward parallely and reinforced mutually. Along with the VAT legisla-
tive process, it is also important to keep the relevant key issues in
mind when expanding the scope of VAT base, such as standardizing
tax incentive forms, shifting from setting the rule of threshold amount
to setting the rule of exemption amount, introducing VAT anti-avoid-
ance rules, implementing revenue sharing system reform and tax agen-

cies integration, and so forth.

Keywords: Value Added Tax; Tax Base Broadening; Reform
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