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Abstract

With the rapid development of economy, the social structure and
economic situation have changed in China. The tax policy designed in
1990s is unsuitable somewhere. To boost economic development and con-
struct harmonious taxation, carrying out a new cycle of tax system reform
has been well accepted. As an important variable in economic system,
tax policy reform surely impacts economy and society of China, such as
economic development and structure, revenue distribution, social wel-
fare, international trade and price standard. It’s necessary for designing
new tax schemes to analyze social economic effect, study incidence and
degree and burden in economy or society. Theoretical and quantitative
analysis are both useful. The former one describes incidence of the reform
and the latter one answers degree. Comprehensive qualitative analyses has
got many valuable results on tax system reform, while techniques of
qualitative analysis are limited in partial equilibrium, statistics or econo-
metrics. Because of internal defect, these are limitations in tax analysis
in partial equilibrium, statistics techniques or econometrics methods evi-
dently exist.

It’s well known that the experimental cost and social risk of tax poli-
cy are high, so in recent 30 years, computable general equilibrium

model ( CGE model ), which is called best economic policy lab®,

(D Serban Scrieciu & Adam Blake, 2003, pp. 1 -2.
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standard tool of qualitative analysis in tax policy effect?, is widely ap-
plied in tax reform design, tax policy benefit analysis and tax scheme
evaluation in developed and developing countries.

But in China, the research on CGE model is poor and the research-
ers are mainly gathered in some research institutions and university. In or-
der to strengthen research in China and application in tax, especially to
provide qualitative reference for tax reform, the dissertation gives an
overview of the literature concerning the CGE models in China, con-
structs a suitable tax prototype CGE model to describe economic charac-
teristics and tax policy in China, and analyzed economic effect of VAT

( Value Added Tax) type transformation based on data in 2002.
[ . Theoretical framework of tax CGE model

Tax CGE (TCGE, Tax Computable General Equilibrium) model is
a non-linear function set system based on microeconomic theory, com-
prehensively describes procedure, structure, market, economic agents’
optimum decision and economic equilibrium. This system not only formu-
lates Walrasian general equilibrium with economic data sets but also sys-
tematically analyzes a series of game procedures and responses to tax pol-
icy change taken by economic agents and markets. It's a “standard empir-
ical analysis tool” to evaluate middle-long term tax policy effects. Simply
speaking, TCGE model is an empirical method of evaluating middle-long
term tax policy economic effects by comparing the new equilibrium data
with the old one, starting from an economic equilibrium, applying func-
tion set to describe income and expenditure circular flow in economic sys-
tem and computing new data sets under the new tax policy impact.

The theoretical foundations for a TCGE model are Walrasian general

(@ Christoph Boehringer, Stefan Boethers & Michael Fail, 2004, pp.1 -2.
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equilibrium theorem and neoclassical consumption theory, production
theory, utility maximization and structuralism theory. It adopts the follow-
ing assumptions, 1i. e. market assumption, demand assumption, produc-
tion assumption and Amington assumption; applies some mature nonlin-
ear and linear functions to describe economic agents’ activities and con-
struct linked equations system according to macroeconomic rules to en-
close economic system. It gives the description of material and value cycle
in macroeconomic, of trades in markets in medium economic and of pro-
duction, of demand and consumption activities in microeconomic.
According to collection objects and segment, tax scheme is general-
ly divided into factor taxes, production taxes, taxes on consumption,
tariff and income tax. Taxes on primary factors, labor, capital and land,
have the impacts on the use price of the taxed factor; production taxes
are tax, charge and subsidy levied in producing sector which affects
cost; taxes on final consumption are collected on the basis of production
price and affect consumption price of taxed productions; income taxes de-

crease household income.
II. China tax CGE formulation

Based on China economy and tax system characteristics, it lays
down assumptions and macro closure rules. Save-motivation dynamic Chi-
na tax CGE model is constructed in the tradition of Yale University.

Assumptions include demand assumption, money neutral assump-
tion, production assumption, international trade assumption and factors
assumption. Macro closure rules cover commodity accounting closure,
factor accounting closure, government accounting closure and interna-
tional accounting closure.

The model describes tax revenue, budget revenue and social insur-

ance revenue. They are divided into production tax, factor tax, VAT,



