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On Economic Effect of Carbon Taxes in China under
Several Tax Relief Modes:Based on Dynamic CGE Model

Liu Yu', Xiao Hongwei’, Lii Yingkang®

(1.Institute of Policy and Management , Chinese Academy of Sciences, Beijing 100190, China ;
2.Economic Forecasting Department » State Information Center s Beijing 100045, China ;

3.College of Economics and Management , China Agricultural University . Beijing 100083, China)

Abstract: Based on the background that sustainable development encounters serious
challenges resulting from rapid growth of carbon emissions in accelerated development of
industrialization and urbanization in China, this paper employs dynamic CAS-GE model
under no tax relief, the reduction in consumption taxes and the reduction in production ta-
xes to simulate the economic effect of the imposition of carbon taxes since 2015. It arrives
at the following conclusions: at macro-economic level, the imposition of carbon taxes leads
to the reduction in GDP growth rate roughly by 1% and this effect will be significantly al-
leviated by tax relief; at the effect level of carbon emission reduction, carbon taxes result
in the decrease in total carbon emissions by 8.15% and even by 8.49% owing to the reduc-
tion in consumption taxes; at the levels of price levels and domestic demand, carbon taxes
do not advance the rise in CPI, but are beneficial to the inhibition of inflation and the im-
provement of domestic demand structure; at industrial output level, the imposition of car-
bon taxes has negative effects in the majority of industries,and the shock margin is directly
related to industry emission strength,namely the reduction in consumption taxes is benefi-
cial to consumption products industries but has negative shocks to industries with large
share of exports,and the reduction in production taxes offsets the negative effects in industries
by a big margin. Finally, it makes a detailed analysis of effect mechanisms above-mentioned and
provides corresponding policy suggestions.

Key words: carbon tax; tax relief; economic impact; CGE model
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