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Redistribution Effect of the Pre-tax Deduction Reform of
Employee Education Funds: Theoretical Logic
and Empirical Evidence

Liu Yanan', Shao Yihangl’ ?, Xue Yongyuan1

(1. School of International Business, Shanghai University of International Business and Economics, Shanghai
201620, China; 2. Center for research on innovation and development, Shanghai University of International
Business and Economics, Shanghai 201620, China)

Summary: Within-firm income inequality is one source of social disparity. Many studies have indicated
that corporate tax benefits could worsen within-firm income inequality while promoting firm growth. There-
fore, it is crucial to investigate which types of corporate tax benefits can alleviate within-firm income inequal-
ity. This paper focuses on the impact of this tax reform on income distribution within a firm. This paper de-
scribes rent sharing as a dynamic game model between employers and heterogeneous employees, and explains
the mechanism by which tax reform affects within-firm income inequality. Using the data from listed firms in
China, it evaluates the impact of the tax reform using the DID method. The empirical results show that the re-
form reduces within-firm income inequality by encouraging firms to invest more in their employees’ training.
Furthermore, non-SOEs, larger firms, or firms in larger industries benefit significantly from this reform.

This paper shows that corporate tax policies can be designed to achieve both efficiency and equity, with
the key lying in whether the interests of employees have been taken into account. Encouraging firms to
strengthen the re-education and training of their employees is an important direction. On the one hand, it im-
proves the relative bargaining power of employees and mitigates within-firm income inequality. On the other
hand, technological innovation also requires employee collaboration. Therefore, a biased tax benefit is helpful
in making the process of innovation-driven growth more inclusive. This paper contributes to the literature in
three ways: (1) The pre-tax deduction reform of employee education funds, which highlights the importance of
re-education, may mitigate within-firm income inequality while improving firm productivity. (2) The empiric-
al research in this paper is based on theoretical analysis. Mathematical models are used to demonstrate the lo-
gic of the heterogeneous impact of tax reform on employees. (3) Using the 2015 tax reform as a quasi-natural
experiment, this paper first identifies the impact of firms’ education investment on reducing income inequality.

Key words: pre-tax deduction of education funds; tax policy reform; income inequality

(THEHE m B
e 63 o


https://doi.org/10.1257/aer.20171937
https://doi.org/10.1016/j.jpubeco.2018.09.006
https://doi.org/10.1257/jep.34.2.90
https://doi.org/10.1093/qje/qjy025
https://doi.org/10.1257/aer.20140855

	一 引　言
	二 政策背景与理论分析
	三 实证研究设计
	四 实证结果分析
	五 机制检验
	六 总结与讨论
	参考文献

