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Research on the Impact of Taxation Structure Change on Household Consumption
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Abstract ; Both tax revenue and taxation structure play an important role in increasing domestic demand, par-
ticularly household consumption demand. From the perspective of heterogeneous consumers, their utility functions
differ due to the inability to achieve intertemporal optimality. Thus, it is worthwhile to consider how to adjust the
taxation structure to stimulate household consumption and ultimately achieve the purpose of expanding domestic de-
mand and promoting domestic circulation, on the premise of maintaining the level of government taxation.

This paper takes the individual income tax reform in 2011 as the policy node, and uses the household income
and consumption data of the China Family Panel Studies (CFPS) in 2010 and 2012 to calculate the corresponding
direct and indirect tax values. Then, it takes the adjustments of the taxation structure by the individual income tax
reform as the entry point, and uses the difference-in-differences ( DID) method to analyze the changes in household
consumption before and after implementing the policy.

The results show that the individual income tax reform reduces the share of direct taxes in the total tax burden
borne by households by decreasing the individual income tax burden, increasing household disposable income, and
promoting household consumption. This finding is still valid after a series of robustness tests. Furthermore, individ-
ual income tax reform significantly increases household consumption expenditures on food and dining out, clothing,
and household goods and services, but insignificantly affects other consumption types. Moreover, compared to the
elder, low-educated, and rural samples, the taxation reform significantly promotes consumption expenditures of the
younger, highly educated, and urban households.

Therefore, in regulating the taxation structure, it should give full play to the role of direct taxation in regulating
income distribution. Meanwhile, it should also put more emphasis on the heterogeneous impact of changes in the
taxation structure on different households to align the goal of achieving household consumption growth with taxation
structure development.

This paper may contribute to the existing literature in the following aspects. Firstly, it uses the micro house-
hold survey data to measure the actual indirect taxes borne by households and combines it with individual income
tax to construct a taxation structure ratio. Secondly, it adopts the DID method to analyze the impact of taxation
structure changes on household consumption. Thirdly, it investigates the impact of taxation structure changes by
distinguishing heterogeneous consumers.

Keywords : individual income tax reform; taxation structure; household consumption; heterogeneous consum-

er; income distribution
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