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Will Tax Reduction Expand the Demand for Factors of Enterprises: A Theoretical and
Empirical Analysis Based on the Reform of “Replacing Business Tax with Value Added Tax”
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(Central University of Finance and Economics, Beiijing, China)

Abstract: Since the Reform of Replacing Business Tax with Value Added Tax policy (henceforth
“the Reform”), the Chinese government has launched a series of measures to reduce tax and fees,
which aim at alleviating the tax burden of enterprises and expanding the demand for production
factors. However, there has not been a consensus regarding how the tax reduction policy affects
the enterprises’ demand for production factors. This study answers the questions above from both
theoretical and empirical perspectives. The theoretical part constructs the production
decision-making model before and after the Reform. The model suggests that the Reform affects
the enterprise's demand for production factors by influencing the effective tax rate. The empirical
part finds that the Reform reduces the effective tax rate of enterprises, which has a significant
negative impact on the demand for production factors. By analyzing different types of enterprises,
this study also finds that for the enterprises with low operating profit rate (asset-liability ratio), the
Reform significantly reduces the effective tax rate of enterprises and significantly increases the
demand for labor factors (bank loans); however, for enterprises with high operating profit
ratio(asset-liability ratio), the Reform neither reduces the effective tax rate, nor does it change the
demand for labor factors (bank loans). These symmetrical empirical results finally confirm that the
Reform reduces the effective tax rate of some enterprises and promotes the demand for labor and
bank loans.
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AR A4 TR E BT YA PR %
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BRAT KR R In R 2+ R AR 70O JG 19.837 1.948
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B 2 ENVANE [ E SN - -1.483 87.001
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BV b 2R
(0.001) (0.002) (0.003) (0.004)
o 0.015** -0.030*** -0.012 -0.038**
RrE AR
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-0.005 0.015 -0.248*** 0.006 1.632%** -0.808
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i (0.306) (0.902) (0.710) (0.705) (1.314) (6.048)
HoAth 2 1) A% Sl Sl 4] 4] Sl el
i [8] [35] 52 250 Sl Sl 4] 4] Sl el
ONE RO Sl Sl 4] 4] Sl el
FEA X [15] 2009-2019 | 2009-2012 | 2016-2019 | 2009-2019 | 2009-2012 | 2016-2019
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XAl R AR AT A 3 5 SR A S 2 G el i, AEDGS T A 3R b, SR BRA F0 A M R ARAT A
it RAN A B 25 5
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RE B (0.768) (0.921)
HoA 454135 B s i) el | s i) $5 il 5 |
I} ] [E 52 2 s i) $5 il | 5 i) $5 il 5 |
B [ 5 RN el el | 5 i) $5 il 5 |

75 gL
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TR R IR AR, AR W€ RSP . MRYER 7 SRS R &0, Hop, 31
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ST, TR RHAREN R 2R A ) 2 RBHE (XA 2846 1-20% 53457 54 X 8] it 2 10-40%
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