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Does Value-added Tax Promote or Hinder the

Participation in the Industry Value Chain?
WANG Jialin ( Yunnan University of Finance and Economics, 650221)
ZHUANG Jiagiang ( Zhongnan University of Economics and Law, 430073)
Abstract: Influenced by market competition, tax system design and other factors, value-added tax ( VAT) in
practice is not completely production neutral. It affects the participation in the industry value chain by
influencing producers’ business decisions. Therefore, optimizing the VAT system from the perspective of supply
chain has become an important topic in the 14" Five-Year Plan. Based on the input-output table by provincial
region and industry, this paper constructs the tax burden measurement index with the VAT characteristics,
investigates the role and influence mechanism of VAT on the participation in the industry value chain, and puts
forward the tax rate adjustment scheme for the optimization of VAT system. The results show that VAT can drive
up the upstream participation in the industry value chain while inhibit the downstream participation. The results
show that VAT increases upstream participation in the industry value chains but inhibits downstream
participation by affecting the inter-industry supply-demand relationships. In addition, affected by market forces
and other factors, the replacement of the business tax with VAT has hindered, to a certain degree, downstream
participation in the industry value chain. This paper argues that the VAT system should be optimized by taking
into account the characteristics of production networks among industries and designing VAT rates based on the
degree of industry value chain participation, so as to effectively reduce the VAT burden of industries while
promoting the development of the value chain.
Keywords; Value-added Tax, Tax Burden Shifting, Value Chain, Intermediate Products, Market Forces
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