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Welfare Effects of Unified Enterprise
Income Tax Rate

WANG Li

(Institute of Quantitative and Technical Economics,Chinese Academy of Social

Sciences ,Beijing 100732,China)

Abstract: The State Council of PRC rectified unified enterprise income
tax rate at 25% ,and this new tax rate will be effective from January 1,2008.
After about 20 years of privilege tax policy,foreign enterprises begin to take
the same tax as the other tapes of enterprises. Unified tax rate normally in-
creases the welfare in the market economies. But due to China’s economic
transformation, there are great differences in management system between
foreign enterprises and state-owned enterprises. The effects of unification of
tax rate may be different from the OECD countries. This paper tries to mimic
this difference through setting different production function for foreign en-
terprises and SOEs. We use worker control model and managerial control
model to mimic SOEs. We simulate the impact of unified tax on redistribu-
tion of the labor and capital, as well as the welfare. Using the data from
2004,2005 and 2006 ,our results show that unified tax rate results in 0.18 %,
0.17% and 0.13% welfare loss from worker control model and 0.25%, 0.
21% and 0.15% welfare loss from managerial control model.
Key words: unified tax; CGE model; welfare effect
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