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Measurement and Analysis of Tax Incidence of Value—added
Tax in China: Based on a Multi-regional CGE Model
DUAN Meng
(Institute of Quantitative & Technological Economics,

Chinese Academy of Social Sciences)

Summary: As a significant contributor to fiscal revenue in China, the tax burden of
value—added tax (VAT) frequently experiences intricate shifts across industries, regions,
and factors via the industrial chain and price mechanism, rendering it challenging to
ascertain its true incidence through direct observation. Scientifically identifying the tax
incidence of value—added tax, as the main tax category, is directly related to the
distribution pattern of factor income and the coordinated development of regional economy.

Within the theoretical framework of tax incidence, this study constructs a multi-
regional, multi—sector Computable General Equilibrium (CGE) model tailored for China,
incorporating 31 provinces, autonomous regions, and municipalities directly under the
central government excluding Hong Kong, Macao and Taiwan, along with 12 sectors.
Utilizing the 2017 multi-regional input—output table sourced from the Carbon Emission
Accounts and Datasets (CEADs) , and integrating it with other national economic
accounting data, we construct a multi—regional social accounting matrix to serve as the
foundational dataset for the model. Following model calibration, this paper adopts GDP
prices as the reference benchmark and implements the “differential tax incidence” approach
to devise counterfactual simulation experiments. Through a comparative analysis of
equilibrium price variations between counterfactual and baseline scenarios, we quantify the
distribution of the value—added tax (VAT) burden across labor, capital, and consumers.

In comparison with the existing literature, the core innovations and marginal
contributions of this study are primarily manifested in the following three dimensions.
Firstly, concerning research methodology, this paper has constructed a multi-regional ,
multi-sector tax incidence Computable General Equilibrium (CGE) model tailored to the
heterogeneous characteristics of China’s economic regions. Secondly, with regard to
analytical scope, this study has accomplished a comprehensive, panoramic calculation and
systematic analysis, spanning from macro to micro levels and from regional to industries—
specific perspectives. Thirdly, in terms of policy implications, the findings of this research
exhibit a high degree of practical relevance, offering timely empirical evidence to underpin

major national economic strategies and fiscal and tax reforms.
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Research Findings: From the perspective of the overall changes in the Value—Added
Tax (VAT) burden, at the national level, the labor tax burden stands at 5.75%, while the
capital tax burden is 10.25%. On the whole, representative consumers do not shoulder the
VAT burden. At the regional level, owing to the heterogeneity in economic development
levels and industrial structures across different regions, notable disparities exist in the labor
tax burden, capital tax burden, and VAT burden borne by representative consumers.
Generally speaking, the capital tax burden surpasses the labor tax burden, and
representative consumers in the majority of regions bear varying degrees of VAT burden. At
the industry level, the labor tax burden, capital tax burden, and VAT burden borne by
representative consumers in the construction sector are markedly higher than those in other
industries. Moreover, representative consumers in the construction industry across all
regions bear varying degrees of VAT burden. From the perspective of changes in the VAT
burden within the manufacturing industry, at the national level, the labor tax burden is
1.78%, and the capital tax burden is 3.98%. At the regional level, most regions exhibit a
positive labor tax burden, with only Gansu and Heilongjiang registering a negative labor tax
burden. The capital tax burden remains positive across all regions. Representative consumers
in most regions bear varying degrees of VAT burden in the manufacturing industry, whereas
only a select few regions’ representative consumers receive varying degrees of VAT subsidies
in this sector. At the industry level, the labor tax burden and capital tax burden in the
manufacturing industry are significantly higher than those in other industries, and the VAT
burden borne by representative consumers across diverse industries and regions demonstrates
substantial heterogeneity. Robustness tests confirm the stability of the core conclusions.

Based on research findings, this paper proposes that we should deepen the reform of
the value—added tax (VAT) system with a focus on tax incidence, improve structural tax
reduction policies, and strengthen the collaborative regulatory function of VAT and direct
taxes. We should optimize the regional sharing mechanism of VAT, introduce
consumption—based factors to promote the reasonable distribution of tax benefits, establish
a tax incidence evaluation system, incorporate the impact of factors and regional tax
burdens into tax reform decisions, enhance the precision of fiscal and tax governance, and
promote common prosperity and the construction of a unified national market.

Keywords: Value—added Tax; Tax Shifting; Tax Incidence; Multi-regional CGE
Model
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