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The Effects of Tax Structure Adjustment on Wealth
Distribution and Welfare: A Study of Increasing

the Proportion of Direct Tax by Means of Property Tax
LV Wei, YANG Linlin, QI Yingfei
(Dongbei University of Finance and Economics, 116025)

Abstract: Increasing the proportion of direct tax is an important part of China’s tax structure optimization. By
constructing a heterogeneous continuous-time dynamic general equilibrium model, this paper explores the effects
of tax structure adjustment on wealth distribution and welfare. Specifically, we focus on the tax structure
adjustment by decreasing the proportion of indirect tax and increasing that of property tax while keeping the
macro-level tax burden unchanged. We also compare the differences in policy effects caused by different forms
of property tax and different ways of tax rate adjustment. The analysis shows that if the government equally
increases the tax rate for different groups of taxpayers to raise the proportion of property tax, it may lead to the
double loss of equity and efficiency, but only if the proportion of taxpayers is large enough. Given a relatively
low proportion of property tax, there is a greater improvement in wealth distribution with smaller welfare loss by
imposing a uniform property tax only on the rich. Furthermore, it is even possible to achieve double dividend of
equity and efficiency by adopting the progressive property tax. However, when the proportion of property tax
reaches a certain level, to continue raising it will face a hard choice between equity and efficiency. Based on
the above conclusions, this paper suggests that the future optimization of China’s tax structure can be achieved
by levying an appropriate form of property tax on the rich to increase the proportion of direct tax.
Keywords: Tax Structure, Property Tax, Wealth Distribution, Welfare
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