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Consumption Tax Reform in China: Economic Effect and Financial Effect

DUAN Meng LOU Feng
(Institute of Quantitative & Technological Economics, Chinese Academy of Social Sciences, Beijing 100732, China)

Abstract:  Consumption tax, as the main tax type in China, plays an important role in increasing fiscal revenue
and regulating economic development. Adjusting and optimizing the scope and tax rate of consumption tax collection,
promoting the backward shift of the collection process, and steadily lowering the local level are important issues in
China’ s tax system reform during the 14th Five Year Plan period. Based on the 2020 National input—output Table and
other data, this article constructs a multi sector finance and taxation CGE model that subdivides central and local
governments. From the perspectives of adjusting the collection scope, moving the collection process backward, and
central land sharing, it simulates and analyzes the economic and financial effects of different consumption tax reform
plans. The research results indicate that the three consumption tax reform plans have had negative impacts on actual
GDP, investment, output, imports, and exports, but the changes are relatively small. In addition, all three reform plans
have improved the overall financial revenue level of local governments. In order to better leverage the economic and
financial effects of the consumption tax reform, it is necessary to timely increase the consumption tax rate of tobacco and
alcohol products and shift the collection process, and coordinate and promote the reform of the attribution of consumption
tax revenue. At the same time, establish a regional financial balance and coordination mechanism for consumption tax
revenue.

Key Words:  consumption tax; economic effect; financial equilibrium; CGE Model
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