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Pricing and Welfare Effects of Expanding
VAT Scope in China

Cheng Zi-jian

(School of Economics and Management , Tsinghua University ,Beijing 100084 ,China)

Abstract: The proposal of 12" five-year plan has definitely regarded ex-
panding VAT scope and correspondingly reducing such taxes as business tax
as the important content of next tax reform. This paper analyzes the effects
of expanding VAT scope on the reduction in repeated taxation and tax bur-
dens of products by price model. And it also calculates the welfare effect of
expanding VAT scope by the household survey, input-output method and
real tax data. This paper finds that expanding VAT scope to productive serv-
ices which is regressive can increase households’ welfare, while the welfare
improvement of expanding VAT scope to all industries which is progressive
is smaller than the one of expanding VAT scope to productive services.

Key words: value-added tax; expansion of scope; business tax; wel-
fare effect (R1EHRE F M)
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