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Fiscal and Economic Effects of VAT Rate Optimization:
Simulations Based on a Computable General Equilibrium Model
LIU Yuansheng ZHANG Suwan LI Jianjun

(School of Public Finance and Taxation s Southwestern University of Finance and Economics. Chengdu 611130,China)

Abstract; Optimizing the structure of the tax system is an inherent requirement of the new round of
fiscal and tax system reform, and the simplification and optimization of the VAT rate, the largest
tax, is an important choice for tax system optimization. This paper constructs a Chinese multi-re-
gional computable general equilibrium model (MRCGE) that reflects the "input tax credit" mecha-
nism of VAT collection, to simulate and analyze the fiscal and economic effects, as well as the in-
come distribution effects, of different VAT rate simplification schemes. The study found: The sim-
ple rate reduction reform of the two-tier tax rate model will reduce tax revenue, while simultane-
ously reducing economic distortions and enhancing productivity, thereby promoting the growth of
overall consumption, investment and Gross Domestic Product (GDP), and reduce income disparity.
The two single tax rates of 9% and 8% will increase total tax revenue and GDP growth, and reduce
income disparity. The fiscal, economic and income distribution effects of tax rate simplification re-
form have obvious structural differences among regions. The results of this paper show that the sin-
gle tax rate scheme of "three brackets and two brackets" and keeping the tax burden of various in-
dustries "only reduce but not increase" face the trade-off between reduction and growth, In the
short term, "13% standard rate + 6% reduced rate" model can be adopted to achieve the reform of
consolidating three rates into two; Considering the limitations and adjustments of corporate income
tax reductions and preferential policies under the context of a global minimum tax, reducing the
VAT will become a key focus for optimizing the tax structure and VAT reform. Based on this, the
VAT rate could further be simplified to a single rate of 8% ; During the reform, efforts should be
made to improve the mechanisms for transfer payments and horizontal VAT distribution, establish
a fiscal relationship that is balanced and regionally coordinated both vertically and horizontally, re-
duce disparities in fiscal, economic, and social development between regions, facilitate the domestic
economic cycle, and support China-style modernization.

Key words: VAT Reform; Tax Rate Simplification; Fiscal Effect; Tax Reform; Computable
General Equilibrium Model
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