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Abstract

This book is divided into eight chapters, which studies systematically
the promotibility and adaptability of the tax policy in China’ s economic
development .

The first chapter is the introduction of the book, which analyses the
basic concepts and defines the main clue of the study.

The basic concept of this book is tax policy. Tax policy is that the
government structures the tax rates, through the measures of levying or not
levying taxes, levying more or less taxes, conducting tax relief and tax
drawbacks or levying additional taxes, to accomplish the intermediary ob-
jectives with the organization of the fiscal revenue, the promotion of the
economic growth, the optimization of the resource allocation, the regula-
tion of the allocation of revenue, the ensurance of the economic stability
and the advancement of the policy of opening up as the main contents,
and then, to achieve the two ultimate objectives: efficiency and impartial-
ity. The connection and differences of tax policy and general principles of
taxation and tax structure are these: tax policy is more concrete than the
general principles of taxation, it is the tax principle that has been “dilut-
ed”; Tax structure is the legal form of expressing the contents of tax poli-
cy, it is the carrier of tax policy.

The main clue of the study is the accomplishment and coordination of
efficiency and impartiality. In the market economy, the original concept
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of efficiency is to allocate resources automatically and effectively through
the market mechanism, yet the reasonable understanding of this concept
in reality is that the amount achieved is greater than that people lost.
During the course that market mechanism plays the role of efficiency, un-
fair allocation of revenue will be hard to avoid, and this will interfere the
operation of the efficiency mechanism in return. Moreover, the ineffec-
tiveness of the market exists obviously, such as the supply of public prod-
ucts and quasi — public products and the elimination of extemal non -
economy. Having observed the history and reality of the coordination of
efficiency and impartiality, it is found that for China, in the stage of eco-
nomic take — off, efficiency should be highlighted and impartiality should
be taken into account. Tax policy should implement and reflect this main
clue in a considerably long period from now on.

The second chapter of the book is tax policy of organizing fiscal rev-
enue. The organization of fiscal revenue is the most basic conduction pro-
cedure and imtermediary objective of tax policy. It is discussed in the fol-
lowing two aspects: the determination and the fulfillment of the total
amount of the macro tax burdens.

Referring to the intemmational convention, and combining with the
specific situation of China, it is appropriate for the government to arrange
20% to 30% of GDP to ensure the exertion of the state function. Start
using the principle of determining revenue through the expenditures, and
according to the logical order of “ascertaining standardized government
function — arranging the fiscal expenses — organizing the fiscal revenue”
to define the macro tax burdens of China. Tax is the main method, but
not the only method for the organization of the fiscal revenue, the profits
tumed over to the stale by the state-owned enterprises and the income of
the issuance of the national debts are the two important complimentary
chanels. According to the degree of the interdependence of the debts and
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the current status of the economic results of the state — owned enterprises,
it is reasonable to make the above mentioned two methods contribute 20%
to public finance. So, tax should shoulder 80% of the total fiscal expen-
diture, that is, the macro tax burdens of China should be defined 10 occu-
py 20% to 24% of GDP.

China’ s macro tax burdens should be made sure through multiple tax
system with the commodity tax as the main content, since commodity tax
has the function of organizing revenue, which is beyond comparation to
the other kinds of tax. The comparatively suitable pattern is decided by
the level of economic development of China in the current status. The de-
sign of the commodity tax rate should select the combination of the flat tax
rate and differential rate, namely, at the basis of selecting basically uni-
formed added value tax rate to select consumption tax rate which has dif-
fernces, thus to make it shoulder the important mission of “highlighting
efficiency and taking into account impartiality” .

The third chapter is the tax policy of promoting the economic growth.
The core of economic development is economic growth, the tax policy
based upon the promotion of economic growth is the requirement of the
objective of highlighting efficiency. This chapter analyses the denotative
influence that the tax policy has on the economic growth, the cuting point
of the influence includes labor supply, saving, investment, technology
advancement and risk shouldering.

The influence of tax policy on labor supply mainly analyses the influ-
ence of individual income tax on individual labor supply with the labor
time increased or deducted, the influences of specific income tax, propor-
tional income tax and graduated income tax on the labor supply are more
comprehensive. To inspect only in the aspect of efficiency, specific in-
come tax is better than proportional income tax, and proportional income
is better than graduated income tax, but to inspect comprehensively in the
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aspect of highlighting efficiency and taking into account impartiality, it is
appropriate to adopt comparatively low level graduated tax. The conclu-
sion made after practical analysis is that the graduated income tax only has
slight encourageous bearing on labor supply. In China, labor is supplied
unlimitedly, it has stronger encourageous influence in the compound bear-
ing of encouragement and regulation.

The influence of tax on savings mainly analyses the mobilizational in-
fluence of the folk savings which includes family savings and enterprise
savings. The influence of tax on family savings is: commodity tax is bene-
ficial to savings, whereas income tax is not beneficial to savings; estate
tax and gift tax are beneficial to the accomplishment of the impartiality ob-
jective, yet it is not beneficial to savings; Property tax restrains people
from saving; Social security tax net only reduces the revenue of saving,
but also weakens the intention of savings. The current tax structure with
the commodity tax as the main part is an important factor in promoting the
growth of savings in China. As to the influence of tax on enterprise sav-
ings, compared with using income tax as the main part, using commodity
tax as the main part reduces the problem of overtax for the enterprises,
this is advantageous for the enterprises to enlarge their restrained profits,
that is, increase the enterprises’ savings.

The influence of tax on investment, mainly analyses the influence on
the financing structure of the enterprises, because it is the channel of
transferring savings into capital. Theorem Modilei Ali - Muller told us:
under the condition where there was no tax, the net capital flow between
enterprise and individual was decided by the actual flow, totally not de-
cided by the financing structure of the enterprise. Afier the introduction of
tax structure by Loseph E. Stigltz, enterpnse profits and individual in-
come were levied tax, the interests paid were deducted, levying tax on
capital gains influences the capital net flow between enterprises and indi-
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viduals, and then influences the selection of credit extending tactics. Chi-
na should influence the credit extending tactics through improving the tax
structure, such as levying capital gains tax which is lower than individual
income tax, and overcoming the double taxation on the interests paid and
income earned.

The influence of tax on the technology improvement includes the in-
fluence on research and development activities and the influence on hu-
man capital investment. Tax structure should encourage the research and
development activities through the preferential measures of permitting list-
ing expenditures before tax and tax deduction by investment. The encour-
agement of the current tax structure has a lot of room for improvement.
The investment of tax on human capital still in the position of lacking rec-
onciliation, since the individual income tax touches upon only narrow
range and shallow depth, the special stipulations of allowing the deduction
of human capital investment before tax may be permitted in the future.

The influence of tax on risk shouldering should be in line with the
principle of encouraging and protecting risk activities, levying capital
gains tax which is lower than general income tax on the individual risk
capital, permitting the losses occured in the risk investment to compensate
in the risk income, or in the security income. As to the time of compen-
sation, it can be either deferred or advanced.

The fourth chapter is the tax policy of optimizing the industrial struc-
ture. This chapter mainly probes into the tax structure that promotes the
connotative economic development from the point of view of the stock ad-
justment and majorized coalition, together with chapter five, they formed
the main contents of optimizing the resource allocation.

The problems of rationalization and advancement of the industrial
structure are the major problems in the economic development. Generally
speaking, the optimization process of the industrial structure cannot be
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completely natural only depends on the market mechanism, it needs the
govemment to adjust in accordance with the industrial policy. The current
status of China’s industrial structure is that agriculture is in the weakest
link of the national economy, the intemnal structure of industry develops
super-stablly, with the expression of discoordination in the energy indus-
try and processing industry, detained development of the tertiary industry,
and the identicalness of the regional industrial structure. To ensure the
implimentation of the industrial policy, various instruments, including tax
are needed, and the powerful function of interest move of tax determines
that it plays an important role in the ensurance of the carry out of the in-
dustrial policy. The realization of the effect of tax is through the setting up
of the taxes, the adjustment of tax rates and the arrangement of preferen-
tial measures.

Aimed at the current relationship of allocation among the state, agn-
culture and peasants, the price scissors between industrial and agriculturi-
al products should be further reduced, and the non — tax items should be
abolished gradually, to strive for depending the tax measures on coordi-
nating the relationship among the state, the enterprises and the peasants,
as well as on going on implimenting low tax policy.

Facing the arduous task of regulating the internal structure of indus-
try, consumption tax should be used to encourage the short line, and re-
strain the long line; The preferential measures of enterprise income tax
(such as accelerated depreciation, tax deduction and investment credit)
should be fully understood, so as to accelerate the adjustment of the in-
dustrial structure and the pace of upgrading; In order to ensure investment
being in comformity with the requirement of the adjustment of the industri-
al structure and optimization, the collection and management of adjust-
ment tax oriented to the fixed assets investment should be intensified.

The comprehensive expression of the main task of the internal struc-



ture of industry is that the state ~ owned enterprises, especially large and
middle sized state-owned enterprises lack of vitality, and their benefits are
not very good. The tax reform in 1994 has already set about coorperating
vigorously with the central task of the national economic task for enliven-
ing the large and middle sized state - owned enterprises through umifying
the tax structure and lowering the tax burdens.

In order to promote the development of the tertiary industry vigorous-
ly and heathily, added value tax should be spreadéd and the preferential
measures of income tax should be used for encouragement.

Aimed at the severe problem of the similarity of the regional indus-
try, tax policy should be in conformity with the unification of the national
tax policy, and the differences in the policies of professional preferences,
to change the unfair practice of the current regional slant rapidly, and to
encourage each province to develop its dominant industry which suits its
local conditions, thus to form the national structure of effectively using re-
sources and mutually sharing each other’ s superiority .

The fifth chapter is the continuously developed tax policy. Tax poli-
cy has accomplished something in the rational use of natural resources,
the protection of the ecological environment, and the ensurance of the
sustained development of the national economy.

Natural resources refer to all of the natural forces that are benefitial
to human beings, including all of the natural resources of land, water,
forest, seas, mineral products, grass land and energy. During the course
of developing and using the natural resources, there’re two ways for pro-
tecting the exhaustion of resources, one is technological method, the other
is economic method. Tax policy belongs to the later one.

The practicable measure for solving the problem of excessive devel-
opment and the use of natural resources is that under the prerequisite of
intensifying the state ownership, to impliment the system of authorizing
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the right of use or licences. The state can choose the tax policy, price
regulation, monopolizational purchasing, and participation in business op-
eration to ensure the integrity of the right of ownership. Price should be
decided by market; The monopolizational purchasing is against the re-
quirement of efficiency and the rules for fair competition; The participa-
tion in business operation will avoidably encounter the executive inter-
ference. After comparation, tax policy is a good measure.

Resource tax, property tax, enterprise income tax and resource
added value tax have different influences in degree and direction on re-
source exhaustion: specific resource tax is more benefitial to the lowering
of resource exhaustion rate than ad valorem resource tax; Levying property
{ax on mineral reserves will weaken the enthusiam for protecting the min-
eral resources; Generally speaking, enterprise income tax will not affect
the resource exhaustion rate; Levying resource added value tax, which is
lower than enterprise income tax and property tax, can not only assure the
mineral reserve extraction right to gain an ideal natural added benefits,
but also detain the resource extraction process. It is evident that specific
resource tax and resource added value tax should be chosen for levying tax
on resources.

Facing the problem of excessive benefits in the resource excavation
industry, it is natural for the state to make all of the absolute land rent
and differential land rent be nationalized through levying resource tax;
Using specific discrimination tax can adjust the differential benefits prop-
erly, so that the existence of difference between bitterness and happiness
is avoided .

The current resource tax structure includes resource tax, use tax of
town land, tax on land occupation and land value increment tax. The
problem existed are: the range of resource tax levied still needs to be en-

larged; The effects of tax on land occupation and use tax of town land are
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far from enough, due to their low tax rates; The successful practice of
land value increment tax should be used for reference, to study the prob-
lem of levying tax on the benefits occured in the tranference of resource
extration right, or to levy land value increment tax specially, or to bring it
into the levying range of land value increment tax.

The external non — economic nature of the environmental pollution
may reverse the effective allocation of resources, and thus, depart from
the objective of efficiency. Among the environmental protection measures
which are available, there are moral advice, direct control, indirect con-
trol, government investment and striving for intemational aid. While
moral advices are weak after all; The universally used go to law method
means that environmental pollution is criminal offense, even if pollution is
eliminated, it will be in the cost of affecting the economic development;
Striving for intemational aid is all in all limited. So, the main choices of
environmental protection are direct control and indirect control. Although
direct control is used extensively, the malpractice of low efficiency is be-
ing recognized by economists little by little, and indirect control is prefer-
enced.

Levying discharge tax, providing subsidies, issuing pollution li-
cences and collecting cash deposites are all indirect control. Compared
with providing subsidies, levying discharge tax will reduce but not in-
crease the net profits of the enterprise; prevent but not encourage re-
sources flowing into enterprises that have been polluted severely; It is not
nessesary to determine the datum point of pollution, it only needs to de-
fine the expenses of tax for the amount of unit discharge; Moreover, an
attached financial income can be obtained. Compared with levying dis-
charge tax, issuing licences has the probability for inflation, as well as
the speculation of illegal purchasing and selling. Compared with levying
discharge tax, collecting cash deposites is very inconvenient, and 1s limit-
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