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On Factor Decomposition of Tax Revenues Outpacing GDP

Growth in China: Based on Divisia Index Decomposition Method

LIU Jin-dong, FENG Jing-lun

(School of Public Economics and Administration s Shanghai University
of Finance and Economics, Shanghai 200433, China)

Abstract : This paper derives three-factor Divisia index decomposition method and introduces a va-
riety of factors into a unified empirical research framework to reveal the real reasons for tax revenues
outpacing GDP growth in China after the control of price factor. It concludes that sector factor resulting
from the increase in industrial tax burdens is the most important motive for tax revenues outpacing
GDP growth and provides the 80% contribution to tax revenues outpacing GDP growth. Economic fac-
tor resulting from high-tax industrial development and policy factor caused by the adjustment to tax
system make the second great contribution to tax revenues outpacing GDP growth. Further test of me-
diation effect shows that sector factor mainly comes from the rapid accumulation of stock assets in Chi-
na and administration factor is not dominant. Because of the diminishing marginal returns of tax collec-
tion efficiency, pure dependence on tax collection efficiency cannot provide a support for year-after-year
increase in sector tax burdens, but especially high capital formation rate and assets exchange rate in
China result in considerable increase in tax revenues from stock assets, making tax revenues outpacing
GDP growth inevitable. This conclusion provides important enlightenment for the judgment of tax rev-
enues growth tendency and the definition of future tax reform orientation.

Key words: the puzzle of tax revenues outpacing GDP growth; Divisia index decomposition; tax

collection efficiency; stock asset (WEHRE F M
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