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VAT Extending Reform: On the Game Behavior between Central Government and Local
Government — From the Perspective of Tax Decentralization and Tax Competition

LI Tao, LUO Xing, CHEN Li
(School of Accounting, Chongqiﬁg University of Technology, Chongqing 400054, China)

Abstract: Under the background of VAT extending and the policy framework of Replacing Business Tax with VAT Pilot
Program, this paper builds a game model between central government and local government, analyzes the effect of repla-
cing business tax with VAT on the revenue, the share of tax right and the payment transfer between central government
and local government. We find: revenue ~ reduction will intensify the tax competition among local governments during the
pilot time; there is a positive correlation between the motivation provided by the central government and the tax initiatives
of the local government; there is a negative correlation between payment transfer and the share ratio of VAT. To improve
the degree of equalization of public service and the effectiveness of allocating public resources, the governments are sup-
posed to rebuild the VAT distribution pattern, divide the powers clearly, and increase the support for local governments
through perfect laws of payment transfer.

Key words: VAT Extending; replacing business tax with VAT; tax competition; tax decentralization
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