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Dynamic Effect of Replacing Business Tax with
VAT on Fiscal Revenues and the Economy :
Analysis Based on CGE Model

TIAN Zhi-wei, HU Ytjian

(Institute of Public Policy and Governance , Shanghai University

of Finance and Economics, Shanghai 200433, China)

Abstract; The impacts of replacing business tax with VAT on fiscal revenues and the economy in
China and the differences of these effects at different stages of policy implementation are important is-
sues in government macro decision-making. This paper uses CGE model to analyze the effects of the
“1+7” VAT reform on the economy at different stages from the dynamic perspective, filling the re-
search gap in this field. As for tax revenues, the static analysis shows that the “1+7” VAT reform
leads to the reduction in tax revenues by 2.14% ; the dynamic analysis indicates that the “1-+7” VAT
reform results in the reduction in tax revenues by 0.754 % in the first year, and the rise in tax revenues
by 0.842% in the second year and by 1.089% in the third and subsequent years. As for economic
effect, the “1+7” VAT reform only has horizontal effect on economic growth rather than increase
effect, namely the “1+7” VAT reform can improve the speed of economic growth in the short term.
but can only improve economic aggregate and has no effect on the speed of economic growth in the long
term.

Key words: replacing business tax with VAT; VAT reform; tax revenue; economic effect; CGE
model (THEHHE F M)
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