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ABSTRACT

The principle of neutrality lies at the core of the European VAT model. In other
models, this principle is deemed less important. The most illustrative in this respect is
the Chinese VAT system, in which the government has departed from the neutrality
principle in order to be able to regulate export structure more efficiently. Since Russia
with its resource-oriented export structure is now facing a similar challenge, it may
benefit from adopting some of the relevant Chinese experience and thus improve the
export potential of its non-resource industries, which is the question this paper seeks
to explore. Our hypothesis is that differentiated export VAT refund rates, which signi-
fies a deviation from the VAT neutrality principle, can be used for export regulation.
The research relies on the comparative analysis method and the method of analogy.
We conducted a detailed analysis of VAT neutrality by focusing on the constitutive
elements of the VAT (object of taxation, subject of taxation, tax rates and tax period)
and the corresponding types of neutrality. We also compared realization of different
neutrality types in China and Russia and the resulting distortionary effects. Our analy-
sis has shown that significant distortions of the VAT neutrality principle are observed
in both systems. Some of the elements from the Chinese model can be adopted in
Russia, for example, the system of incomplete VAT refunds to exporters. In order to
evaluate exporters’ credibility, two criteria may be applied. First, their credibility may
be assessed with the help of the Automated System for Monitoring VAT Refunds.
Second, companies participating in industrial charters and associations can be deemed
more credible than those that don’t. These two criteria could underpin the application
of reducing coefficients. The algorithm for setting the values of these coefficients is de-
scribed. For the second criterion, we calculated the effect that would be achieved if the
export coefficients are introduced. Our study has shown that in the Russian context,
differentiated export VAT refund rates could open new opportunities for regulation of
the export structure and enhance tax compliance of exporting companies.

KEY WORDS
neutrality principle, tax elements, types of neutrality, distortions of neutrality, export
coefficients, differentiation of VAT refund rates
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IPVHIVITY HEUTPaJIbHOCTI He SBJIIETCS CTOJIb cTpornM. Hanbortee sipkmM mprime-
POM OTCTYIUIEHMsI OT IPVHIIUIIA HEUTPaJIbHOCTH SBJIAeTcs KuTavickas mopaests HIIC.
Takovi ITozIXoy, ITO3BOIIWIT YCWITATH BIIVSIHVIE TOCY/IapCTBa Ha PeryiMpoBaHye BHeIl-
HeSKOHOMITYECKIX IIpolieccoB. [laHHas 3amada akTyasbHa 1t Poccuy, vmeroren
OITHOOOPa3HYIO CTPYKTYPY 3KCIIOPTa C SIPKO BBIPasKeHHOV CHIPheBOII HallpaBJIeHHO-
cThI0. Llesbio maHHOV PabOoTEI SIBJISIETCS MCCIIeOBaHe BOSMOXHOCT a/IalITalliig He-
KOTOPBIX 2JIEMEHTOB IIPaKTVIKM HAJIOrOOOJIOKEeH VIS 1o0aBIeHHOV cToMMocT B K-
Tae K pOCCUVICKMM 3a/iadaM CYIIeCTBEHHOI'O HapalleH!sl SKCIIOPTHOIO IIOTeHIasIa
HeCBIPbEBBIX OTpaciiert 9KOHOMUKIA ['MIToTe3a McciieToBaHs 3aK/II0YaeTCs B IIPELIIIo-
JIOXKEHWVI, UTO OIIpefesleHHble MCKaKeHVIs IIPVHIIVIIA HEMTPAIbHOCTY B HaJIoTe Ha
mo0aBJIeHHYIO CTOVMMOCTD B YacT IvddepeHIany Bo3MeIle s Hajlora TPy 9KC-
ITOPTHBIX TIOCTaBKaX ISl pa3HBIX BUIOB 9KOHOMITYECKOTVI JIeSTeIIbHOCTY Oy/eT MeTh
PETYIMPYIOLINIT IIOTEHIIMAI BO3IEVICTBIL Ha CTPYKTYpy 2Kcropra. MeTomororms
VICCIIefIOBaHNsL OCHOBaHa Ha IPVIMEHEHNM MeTOIOB aHa/In3a, CpaBHEeHVI M aHaJIo-
rvn. JleTanv3upoBaHHBIV aHaIM3 HEMTPaIbHOCTY TIPOBOIIIICS Ha OCHOBE IeKOM-
MO3VILIMM HajIora II0 OCHOBHBIM 3JIeMeHTaM ¥ BUaM HeMTPaJIbHOCTV (OOBEKTHOV,
CyOBEKTHOV, CTaBOK 1 HAJIOTOBOT'O IIep1ozia). BT TakKe IIpoBeleH CpaBHUTEIIBHBIN
aHa/IN3 peaJIn3alluy PasHbIX BUIOB HEUTPaJIbHOCTU M (POPMUPYEMBIX MCKaKEeHMI
B HajIore Ha 11o0aBiIeHHYI0 cToMMOCTh B Poccym 11 Kurae. CpaBHMTEIBHBIN aHAIN3
IIOKa3aJl, YTO 3Ha4YMTeIbHBle VICKKeHWs IIPWUHIMIIA HEeMTPaIbHOCTY HajIora Ipu-
CYTCTBYIOT B 00emx crcTeMax. B pocchiicKmx yCIOBMSX TIPECTABIISETCS BOSMOXKHBIM
3aMMCTBOBaHIe HEKOTOPBIX 3JIEMEHTOB KUTAVICKOVI MOJIEV, a IMEHHO IIpVMeHeH e
crcTeMbl HerosmHOro Bo3MerreHms HIIC xommaHMsIM-3KcriopTepaM. ABTopamm pac-
CMOTPEHO [1Ba KPUTEPVSI IS BBEEHVIS ITOHVDKAIOIINX SKCIIOPTHBIX KO uIIeH-
TOB: B paMKax aBTOMATW3VIPOBAHHOV CHICTEMBI KOHTPOJIS 3a BO3MeIIleHVeM HaJIora Ha
I00aBJIEHHYIO CTOVIMOCTE VI B paMKax JeVICTBVS OTPAC/IEBBIX XapTUM (aCCOITMALIVIL).
Oba xpurepusi ObUIM TOAPOOHO MpoaHA/IM3MPOBAHBI B IIpOLIecce MCCIIefOBaHMIs.
[TpemoxeH aJrOPUTM YCTAHOBJIEHWS 3HAUeHMII SKCIIOPTHBIX KOI(PUIIVEHTOB.
J1j1s1 BTOporo KpuTepus IpoBefleH pacdeT, JeMOHCTpUPYIOmmi 3¢pdeKT OT BBele-
HVSL 9KCIIOPTHBIX K03 PUIIMEHTOB ISt KOMIIaHWN. B mcciiemoBaHmm I10Ka3aHo, YTo
IIpVI BHEIPEHWN B AEVICTBYIONIYIO Ha Teppuropnn Poccrmt momens HIIC aremeHTOB
nnddepenImaly o0beMa BO3MeIIeHNs HaJIora IIPY 3KCIIOPTe MOTYT OBITh OTKPBI-
TBI HOBBIE BO3MOKHOCTV 10 PETY/IMPOBAaHNUIO BUIOBOVI CTPYKTYPBI 9KCIIOPTA U TTOBBI-
IIIeHVIS YPOBHS OJIarOHAIEXKHOCTY SKCIIOPTEPOB.

KJTFOUEBBIE CJIOBA

IIPVHIIAII HEMTPAIbHOCTY, 3JIEMEHTHI HaJIoTa, BUOBasl HEMTPAIbHOCTD, VICKaXKe-
HVISL HEMTPAIILHOCTY, SKCIOPTHEIE KO3 PUIMEeHTH!, anddepeHImaiis Bo3Melre-
ansg HIIC

1. Introduction
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The classical European model of va-
lue-added taxation is based on two prin-
ciples: the principle of generality (general
consumption tax) and neutrality (neutral
tax) [1]. The principle of generality is es-
tablished in Article 2 of the First VAT Di-
rective, which stipulates that the principle
of the common system of value-added tax
requires the application to goods and ser-
vices of a general tax on consumption [2].
Although contemporary European legis-
lation provides for certain exceptions re-
garding value-added taxation, it is, never-
theless, considered that the first principle
is sufficiently observed [3].

The second basic principle - the prin-
ciple of neutrality - has been much dis-
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cussed in research literature. First, there
is no universally accepted definition of
neutrality, which could be further used
to develop criteria and evaluate how this
principle is observed in different coun-
tries. Moreover, the second principle is
harder to observe due to exceptions from
the first. Finally, the question remains
open as to whether there is a fundamental
need to adhere to the neutrality principle
or not [4].

The most illustrative in this respect
is the Chinese VAT system. It should be
noted that originally, this system was
based on the European model. As the sys-
tem was adopted to the country’s specific
conditions and development challenges,
many of the tax’s structural features un-
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derwent considerable transformations [5].
Nevertheless, VAT has remained one of
the most significant taxes in China because
it provided the government with new op-
portunities for controlling the commodity
structure of exports. Since Russia with its
resource-oriented export structure is now
facing a similar challenge, it may benefit
from adopting some of the Chinese expe-
rience and thus improve the export poten-
tial of its non-resource industries, which is
the question this paper seeks to explore.
To this end, we are going to address the
following tasks:

- investigate the possible areas for the
application of the VAT neutrality prin-
ciple;

- develop a typology of types of neu-
trality;

- analyze to what extent the Russian
VAT system adheres to the neutrality prin-
ciple and consider the distortions of this
principle peculiar to the Chinese system;

- study how the neutrality principle
can be modified and how the elements
of the Russian VAT model can be trans-
formed.

Our hypothesis is that differentiated
export VAT refund rates, which means a
deviation from the VAT neutrality prin-
ciple, can be used for export regulation.

Our study comprises three main
stages.

First, we are going to consider the
theoretical premises of the VAT neutrality
principle. As we said above, there is cur-
rently no universally agreed definition of
neutrality. In this section, we are going to
describe our own vision of the neutrality
principle and propose a universal model
for assessment of adherence to this prin-
ciple in different countries. This model
is further applied to analyze the cases of
Russia and China.

Second, we are going to describe the
Chinese VAT model and compare it with
the Russian model. Special attention will
be given to the most peculiar distinctions
of the former, such as the application of
differentiated VAT refund rates for ex-
porters.

Third, we are going to consider the
possibility of adopting certain elements of
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the Chinese VAT model which make it ex-
port-oriented in Russia. In particular, we
are going to focus on the idea of applying
reducing export VAT refund coefficients
depending on various economic condi-
tions and factors.

In the conclusion, we are going to the
potential of applying differentiated export
VAT refund rates in Russia in order to en-
courage companies in non-resource sec-
tors to export their production.

2. Literature review

In this section, we are going to provide
an overview of the European, American,
Chinese and Russian research literature
on different aspects of the VAT neutrality
principle.

The concept of this new indirect tax
emerged practically simultaneously in the
first quarter of the twentieth century both
in Europe and America. Thomas S. Adams
was one of the first to articulate the con-
cept that could be described as “proto-
VAT and is thus often referred to as the
‘intellectual godfather of the VAT” [6]. The
European model of VAT is attributed to
Wilhelm von Siemens [7]. Interestingly,
in the US, the new indirect tax was con-
sidered as a system of business taxation
while in European countries, on the con-
trary, it was seen as an ‘ennobled turnover
tax” [8]. In different countries, VAT neu-
trality is interpreted differently.

American researchers predominantly
focus on the economic aspect of VAT neu-
trality. Paul Studenski wrote that VAT is
neutral because it is uniform for all factors
of production [9]. Studenski also created
the general ethical philosophical founda-
tion for the use of VAT. He developed the
cost-of-service variant of the benefit princi-
ple of taxation justice and related it to VAT.

D. Smith posited that VAT neutra-
lity is neutrality between costs and profits
[10]. W. Missorten pointed out that VAT
has ‘internal and external neutrality at the
retail level” [11]. Neumark Committee!
and M. Moller [12] considered neutrality

! Neumark Committee. Report of the Fiscal
and Financial Committee, in The EEC Reports on
Tax Harmonization, Amsterdam: International
Bureau of Fiscal Documentation, 1963.
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on the international level and defined it as
harmonization of national tax systems to
prevent the making of economic decisions
that are dictated by tax considerations.
B. Herber argued that neutrality means
primarily the avoidance of any change in
relative well-being of economic entities
caused by the collection or introduction of
a tax [13].

R. Musgrave proposed a two-compo-
nent concept of VAT neutrality, consist-
ing of the capital import neutrality (CIN)
and the capital export neutrality (CEN)
[14]. In other words, the tax should not
prevent taxpayers from capital import
(inbound investment) and from capital
export (outbound investment). In order
to decide whether a tax system is neutral
or not, it is necessary to compare the ac-
tual situation with the situation as if no
tax was levied [15].

J. Reugebrink, renowned as the lead-
ing figure behind the introduction of VAT
in the Netherlands, wrote that at the initial
stage, VAT neutrality can be maintained,
but secondary effects of its use can distort
the neutrality principle [16]. According to
Reugebrink, a connection should be es-
tablished between the amount of tax and
the amount of expenditures. In practice,
however, it is quite difficult to compare
the amount of tax collected on different
objects of taxation. At this point a ques-
tion arises as to what extent VAT should
be neutral.

European studies tend to take a more
general perspective on the neutrality prin-
ciple: for example, the IBFD (The Interna-
tional Bureau of Fiscal Documentation)
distinguishes between internal and exter-
nal neutrality of VAT [17]. The OECD (Or-
ganisation for Economic Co-operation and
Development) in its International VAT
Neutrality Guidelines points out that ex-
ternal international neutrality is the most
important’. Depending on the specific to-
pic this or that study seeks to address, they

2 OECD International VAT/GST guidelines
on neutraliry. CENTRE FOR TAX POLICY
AND  ADMINISTRATION. Available at:
https://www.oecd.org/tax/consumption/
guidelinesneutrality2011.pdf
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may focus on such questions as economic
neutrality [18] or legal neutrality [19].

A comprehensive study of the neu-
trality principle was conducted by
C. Herbain. In her book, she considers
the necessary conditions for the existence
of VAT neutrality and provides an over-
view of the VAT mechanism. She points
out that the concept of neutrality is built
into VAT in such a way so as to ensure the
natural functioning of the market [20].

Among Russian researchers, the prob-
lem of VAT neutrality inspired little inte-
rest. One of the few exceptions is the study
of A. Shelkunov, who formulates his own
definition of the neutrality principle, de-
velops the theoretical foundation of this
principle and its aspects and shows its
significance in the mechanism of value-
added taxation [21]. Shelkunov, however,
focuses almost exclusively on the legal
aspects, leaving other aspects underex-
plored.

More attention is given to VAT neu-
trality by Asian researchers. For example,
S. Mukhopadhyay considers the VAT
neutrality principle from the critical per-
spective, arguing that in practice, in deve-
loping countries it is impossible to adhere
to this principle [4]. Mukhopadhyay dis-
cusses the classical concept of European
VAT and concludes that the rigorous ad-
herence to this principle may be detrimen-
tal to Asian countries.

According to Xu Yan, unlike Euro-
pean countries, in China, VAT is not neu-
tral because exporters do not get com-
plete refunds of the domestic VAT paid
on their inputs [5]. Similar opinion is ex-
pressed by Jinyan Li [22] and Shenggen
Fan, Ravi Kanbur, Shang-Jin Wei, Xiaobo
Zhang [23]. China’s experience is relevant
to another field of studies connecting VAT
neutrality and transformations of its key
characteristics. If the neutrality principle
is followed loosely, there is a possibility
that there will be more rigorous state re-
gulation targeting companies and entre-
preneurs engaged in international trade.

M. Feldstein and P. Krugman [24]
demonstrated the direct relationship be-
tween incomplete VAT rebates and inter-
national trade flows, making a conclusion
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that incomplete VAT rebates to exporters
can be considered as equivalent to export
taxes and lead to a decline in the export
volume. The immediate effect of cuts in
VAT rebates if not passed on to prices is
the declining profits of exporters. This fact
may lead manufacturers to change the
structure of production and reorient their
sales towards domestic consumers. In this
case importers are likely to look for alter-
native sources of supply, which will be
also cause a decline in export production.
On the other hand, if the VAT rebate rates
are increased, it is likely to boost exports.

There are studies dealing with the
question of whether exporters” response
to changes in VAT rebates will be the
same in the long term or not, which is of
particular relevance to our research. For
example, Ch.-H. Chen et al. used the sta-
tistical data of China from 1985 to 2002 to
show that its export tax rebate policy has
a significant positive correlation with its
exports, final domestic consumption, and
foreign exchange reserve [25]. P. Chan-
dra and Ch.-X. Long used firm-level pa-
nel data for 2000-2006 to demonstrate a
positive relationship between the amount
of exports and the average VAT refund
rates [26].

Thus, different approaches and per-
spectives are adopted to study the VAT
neutrality principle and its realization in
various countries. At the same time the
transition from the VAT neutrality model
to what can be called “partial VAT neutra-
lity model” still remains a murkier area of
research.

3. Methodology

Methodologically, our research is
based upon the use of comparative analy-
sis and the method of analogy. In the fol-
lowing section, we are going to analyze
the EU VAT Directive and consider diffe-
rent types of VAT neutrality to formulate
our own definition of this concept and
draw a classification of neutrality types.
For each of these types a detailed analysis
can be conducted in the context of this or
that country.

We use the method of comparative
analysis to describe the compliance with
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the neutrality principle in China and Rus-
sia. Our analysis comprises several stages.
First, we compare how each type of neu-
trality is realized in Russia and China.
Next, we identify those types of neutra-
lity in which the Russian and Chinese
VAT systems do not fully comply with the
principle, that is, this principle is realized
only partially. Then, we analyze the struc-
tural features of the Chinese VAT and in
particular the system of export VAT re-
fund rates, which accounts for most devia-
tions from the neutrality principle.

We apply the method of analogy to
consider the possibility of adopting the
Chinese system of differentiated export
VAT refund rates in the Russian context.
We propose a system of reducing coef-
ficients and a set of criteria for the diffe-
rentiation of these coefficients. In our view,
such criteria may include, first, credibility
of an exporter assessed within the frame-
work of the risk management system
(Automated System for Monitoring VAT
Refunds) and, secondly, credibility of an
exporter determined by the membership
in industrial charters and associations.

4. Research and Results

4.1. VAT neutrality and neutrality types

There is currently no universal theo-
retical understanding of what constitutes
the VAT neutrality principle. The Euro-
pean model distinguishes between inter-
nal and external neutrality. Internal neu-
trality can be divided into legal neutrality,
neutrality in competition and economic
neutrality [17]. For each of these types
there are compliance criteria, which are
used to assess the neutrality of each coun-
try’s VAT system.

In our view, neutral VAT is a tax that
does not have a significant impact on
business decisions of economic entities.
The process of decision-making tends to
be distorted by national modifications of
specific VAT elements, such as the objects
and subjects of taxation, tax rates and tax
base. The combination of these elements
determines the specificity of this or that
national VAT model and the general level
of neutrality in this model. For a more de-
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tailed analysis of the neutrality principle,
we need to look at the specific elements
of VAT and the corresponding types of
neutrality. We believe that such analysis
will present a more nuanced picture since
it reveals the reasons for distortions of the
neutrality principle in specific VAT sys-
tems. At the same time it should be noted
that the analysis of internal and external
VAT neutrality can bring to light the con-
sequences of distortions resulting from
specific characteristics of national VAT
models.

Neutrality for each specific element of
VAT will be referred to as a type of neu-
trality. Our analysis will focus on four
elements of VAT and four types of VAT
neutrality (Fig. 1).

1. Objective neutrality means that a uni-
fied procedure for VAT calculation and
payment is applied to all objects of taxa-
tion in the country. If some goods, works
and services are VAT exempt or if diffe-
rent procedures and tax calculation algo-
rithms are applied, then it can be said that
the principle of objective neutrality is not
fully met.

2. Subjective neutrality means that a uni-
fied procedure of meeting tax liabilities is
set for all VAT payers and that they have
equal rights regardless of their character-
istics. If a special procedure of VAT pay-
ment is set for certain taxpayer categories,
including differences in the periods for tax
payment and refund, and/or if some VAT
exempt categories of taxpayers are intro-
duced, then it can be said that the principle
of subjective neutrality is not fully met.

3. Neutrality of tax rates means that a
uniform VAT rate is set for all types of

goods, works and services (the ‘classical’
VAT system has one VAT rate and zero-
rated exports). If reduced VAT rates are
applied to certain categories of goods and
services, multiple VAT rates are intro-
duced and/or a special procedure of VAT
payment is set depending on the rates,
then it can be said that the principle of
neutrality of tax rates is not fully met.

4. Neutrality of tax period means that
there is a tax period (reporting period) for
all VAT payers and that taxpayers are not
divided into groups or categories. If dif-
ferent tax periods are applied depending
on a taxpayer’s revenue and category,
then this principle is not fully met.

This breakdown of VAT into specific
elements and the corresponding types of
neutrality will be further used to compare
how the neutrality principle is realized in
Russia and China (Table 1).

The Russian and Chinese VAT sys-
tems demonstrate a similar picture of
adherence to the neutrality principle:
for almost all types of neutrality, certain
distortions were detected. Moreover, we
found that in both systems the deviations
from the ‘ideal’ VAT (multiple tax rates,
tax preferences, etc.) create loopholes that
can be exploited by dishonest taxpayers.

4.2. Partial realization of the VAT neutrality
principle in China

In China, the VAT was introduced in
1994 [28]. The main peculiarity of the Chi-
nese model is that its VAT is not neutral
[28]: for example, differentiated export
VAT refund rates are applied [29]. Thus,
it can be said that in the Chinese model,
much attention is given to the tax’s regula-

8 Object of taxation Objective neutrality
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Fig. 1. Elements of VAT and types of VAT neutrality
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tory function, which is no less important
than the fiscal one. China’s experience
demonstrates that it is possible to use VAT
as an effective tool to regulate the com-
modity structure of exports.

The VAT refund rates applied for ex-
porters are called export VAT refund rates
in China. Therefore, hereinafter we are
going to use the term ‘export VAT rebate
rates’.

Export VAT refund rates were for the
first time applied a year after the intro-
duction of the VAT. The main reason be-
hind this measure was the unscrupulous
behaviour of taxpayers themselves. One
of the typical schemes of fraud was VAT
refund abuse, when VAT was paid at a
reduced (preferential) rate, then invoices
were forged and a refund for VAT paid at
a standard rate was claimed. As a result,
the total amount of refund claims was so

high that the central government strug-
gled to meet them [25]. As a result, the
government had to lower the export VAT
refund rates in 1995 and 1996. There is no
doubt that lower refund rates helped miti-
gate the pressure on the government but
it also had a negative impact on Chinese
exports, which in 1996 grew only by 1.5%.

To counteract the negative conse-
quences of the 1997 Asian financial crisis
and to stimulate exports, from the begin-
ning of 1998 and till the end of 1999, the
Chinese government raised significantly
the export VAT refund rates for the key
groups of commodities (light industrial
products, heavy engineering products
and so on) [30]. The State Taxation Ad-
ministration (STA) in 1999 increased the
budget quota for VAT refunds from 57.0
to 63.6 billion yuan. As a result, in 2000,
Chinese exports grew by 27.8%.

Table 1

Realization of different types of neutrality and the corresponding distortions
of the principle in Russian and Chinese VAT systems

Neutrality Russia China
type
Objective Distortions detected. Considerable distortions.

neutrality Different VAT refund procedures
may be applied to different objects
of taxation, for instance, in the case
of construction being conducted

for the company’s own use and by
using its own resources. Significant
number of goods, works and
services are exempt from the object
of taxation.

Distortions detected.

Foreign companies providing
e-services in Russia are obliged to
register as VAT payers. Enterprises
that use special tax regimes are not
considered VAT payers. Small-scale
businesses may be exempt from
VAT.

Neutrality Distortion detected.

of tax
rates

Subjective
neutrality

has been three VAT rates, including

a reduced rate for socially significant

goods, works and services.
Neutrality No distortions detected.
of the tax No groups or categories are
period distinguished; there is only one tax
period for all VAT payers.

Since the VAT was introduced, there

The distortion manifests itself when the export
VAT rebates are calculated. For each type of
goods (services) a specific rate is applied for
calculating VAT payable (export VAT rate). If
different export rates are applied to different
goods, the company should maintain separate
accounting. For domestically sold goods

and exported goods, different algorithms of
claiming VAT rebates are used.

Distortions detected.

The VAT law distinguishes between two
categories of taxpayers: general and small
taxpayers [27]. The taxpayer category
determines the tax rate and the procedure of
tax payment.

Considerable distortions.

Since the tax was introduced, the number of
VAT rates and their values have been changed
many times. The 2019 reform introduced
seven VAT rates*.

Distortion detected.

For general taxpayers, the tax period is one
month; for small taxpayers, it is one quarter.

Source: compiled by the authors.

https:/ /www.avalara.com/vatlive/en/country-guides/asia/china/chinese-vat-rates.html

Chinese VAT rates

130


https://www.avalara.com/vatlive/en/country-guides/asia/china/chinese-vat-rates.html 

ISSN 2412-8872

Journal of Tax Reform. 2020;6(2):124-141

The system of differentiated export
VAT refund rates for different categories
of goods is still relevant at the current
stage. Between 2013 and 2019, there were
several reductions in the export VAT re-
fund rates, for example, they were low-
ered for such categories of goods as natu-
ral resources and polluting substances.

In China, an exporter has to obtain the
value-added tax general taxpayer status
in accordance with the Temporary Norms
and Rules of the PRC on Value Added Tax
A taxpayer may claim a VAT refund with-
in a specific timeframe - 90 days since the
export declaration has been filed. If a tax-
payer fails to do so, export is deemed as
local supply and, therefore, the company
will have to pay VAT [31].

China’s export refund policy is quite
complicated and changes frequently [32]
but the logic behind VAT calculations
remains more or less the same [33]. To
manufacture export products, a company
may use imported materials as well as do-
mestically produced materials or a com-
bination thereof. According to Circular
No. 7 (2002), the official formula used to
calculate VAT payable for general trade
and processing exports with purchased
imported materials (VAT, ) looks the
following way: ‘

VAT a0 = (DS DRys7) = (DG DRy 47) +
N AN J

Y
Output VAT

ayable

Inpu\t(VAT
)
+(E=I)-(DRyar —ERyar),

. J

Expo\r€VAT

where DS stands for domestic sales;
DRy, for the domestic VAT rate; DG, for
goods and components purchased in the
domestic market; E, export; I, import; and
ER,,y, for the export VAT rate.

The amount of VAT recoverable
(VAT ) is calculated according to the fol-
lowing formula:

VAT, =(E-1I) -ER,,,. 2)

All export VAT rates are divided into
groups according to the commodity codes
specified in the Commodity Nomen-
clature of Foreign Economic Activity of
the Customs Union (FEACN). It is easy to
find the export VAT rate, VAT rate in the
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domestic market and other relevant infor-
mation for an export declaration about the
goods being shipped by using the code for
this type of goods.

Let us consider several examples of
how VAT refunds are calculated in China.
Example 1. Company A manufactures
patterned cotton fabric. For production
only locally sourced materials are used.
The company bought goods (components)
worth 70 thousand yuan in the domestic
market and the rate of VAT in the domestic
market is 13%. The company exports 100%
of its production and does not supply to
the domestic market. The FEACN code for
the company’s goods is 5212250000, which
means that the export VAT rate is 9%. The

export value is 100 thousand yuan.

The data are shown in Table 2.
Table 2

Calculation for company A

Indicator, ths yuan ‘ Indicator value

Goods and components 70 thousand yuan

bought in the domestic

market (DG)

Domestic VAT rate 13%

(DRVAT)

Import (1) 0 thousand yuan
Domestic sales (DS) 0 thousand yuan
Export (E) 100 thousand yuan

Export VAT rate (ER,,;) 9%

Let us first calculate the amount of ex-
port VAT (VAT,,):

VAT = (E-1) " (DRyar - ERyyp) =
= (100 - 0) - (13% - 9%) = 4 ths. yuan.

The amount of VAT payable is calcu-
lated by using formula (1):

VAT =(0 -13%) - (70 -13%) + 4 =

payable
=0-9.1+4=-51 ths. yuan.
The amount of VAT recoverable is cal-
culated the following way:

VAT, . =(E-1I) ERy,;=(100-0) -9% =
=9 ths. yuan.

Since the amount of VAT payable
is negative (-5.100 yuan), the amount of
VAT refund will be limited to the smaller
value of "VAT refundable” and the sum of
VAT payable. In this case, the maximum
possible amount of VAT recoverable is
9 thousand yuan while the amount of VAT
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payable is 5.1 thousand yuan. Thus, the
amount of VAT recoverable exceeds that
of VAT payable. In this case, the smaller
value is chosen for the company’s VAT re-
fund, that is, 5.1 thousand yuan.

Example 2. Company B manufactures
LCD panels. For production it uses both
Chinese and imported components. The
company bought goods (components)
worth 40 thousand yuan in the domestic
market and the rate of VAT paid in the do-
mestic market is 13%. Components worth
10 thousand yuan were imported. To
import components, the company also
paid VAT at the rate of 13%. The company
exports 100% of its production and does
not supply to the domestic market. The
FEACN code for the company’s goods is
9013803010, which means that the export
VAT rate is 13%. The export value was
100 thousand yuan. In this case we are not
going to consider the domestic VAT refund.

The data are shown in Table 3.

Table 3
Calculation for company B

Indicator, ths yuan ‘ Indicator value

Goods and components
bought in the domestic

40 thousand yuan

market (DG)

Domestic VAT rate 13%

(DRya1)

Import (I) 10 thousand yuan
Domestic sales (DS) 0 thousand yuan
Export (E) 100 thousand yuan
Export VAT rate (ER,,;) 13%

Let us calculate the amount of export
VAT (VAT,,):

VAT = (E-1) *(DRy,r - ERysp) =
= (100 - 10) - (13% - 13%) = 0 ths. yuan.
The amount of VAT payable is calcu-
lated by using formula (1):

VAT, (0 -13%) - (40 -13%) +0

payable

= - 5.2 ths. yuan.

The amount of VAT recoverable:

VAT, = (E-1I) -ER,;= (100 - 10) -13% =
=11.7 ths. yuan.

Similar to Example 1, the amount of
VAT refund is the smaller of the sums of
VAT payable’. Therefore, the amount of
VAT refund will be 5.2 thousand yuan.

132

Example 3. Company C manufactures
bags. To produce them, it uses only im-
ported components and parts. The compa-
ny has imported materials worth 70 thou-
sand yuan. To import components, the
company also pays VAT at the rate of 13%.
The company exports 100% of its produc-
tion and does not supply to the domestic
market. The FEACN code for the com-
pany’s goods is 4202910090, which means
that the export VAT rate is 0%. The export
value was 100 thousand yuan.

The data are shown in Table 4.

Table 4
Calculation for company C

Indicator, ths yuan | Indicator value
Goods and components 0 thousand yuan

bought in the domestic

market (DG)

Domestic VAT rate 13%

(DRVAT)

Import (I) 70 thousand yuan
Domestic sales (DS) 0 thousand yuan
Export (E) 100 thousand yuan

Export VAT rate (ER,;) 13%

Let us calculate the amount of export
VAT (VAT,,):

VATpyp = (E-1) "(DRyar - ERyur) =
= (100 - 70) - (13% - 13%) = 0 ths. yuan.

The amount of VAT payable is calcu-
lated by using formula (1):
VAT, = (0 -13%) = (0 -13%) + 0 =
=0 ths. yuan.

The amount of VAT recoverable:

VAT,.=(E-1I) -ERy,;= (100 - 70) -13% =
= 3.9 ths. yuan.

In this case, the exporting company is
unable to obtain a VAT refund because the
sum of VAT payable is 0 thousand yuan.

The above situations show that the
amount of VAT exporting companies can
reclaim depends on many factors such
as the company’s volume of production,
export and import volumes, origin of the
raw materials used in production and so
on. D. Gordon et al. describes the most
typical situations [34]:

1. Domestic sales. The goods were
manufactured by using imported compo-
nents and parts. The company has to pay
input VAT.



ISSN 2412-8872

Journal of Tax Reform. 2020;6(2):124-141

2. Domestic sales. The goods were
manufactured by using domestically pro-
duced components and parts. The com-
pany has to pay input VAT.

3. The customs procedure of inward
processing is applied, which means that
certain goods can be brought into China
Customs territory for manufacturing or
processing with subsequent exporta-
tion. Exemption or partial exemption
from VAT.

4. Export. The goods are manufac-
tured by using only domestically pro-
duced components and parts. Export is
VAT exempt, input VAT is fully or par-
tially refunded.

Thus, though in China the neutrality
principle is not always adhered to, an in-
dividual approach to taxation of compa-
nies is applied. Such approach helps the
government increase the effectiveness of
state support to exporters.

The list of reasons behind the Chi-
nese government’s decision to introduce
differentiated export VAT refund rates is
not limited to the need to relieve financial
pressure on the government or to stimu-
late exports of specific commodities. In
our view, there are other reasons that are
still important for the country today:

1. Manipulation of the terms-of-trade.
If a country is a leader in one of the world
markets, then any restrictions placed on
its exports will lead to a rise in global pri-
ces and improve the conditions of trade.

2. Food security. State authorities
can reduce consumer prices for certain
goods by redirecting the foodstuff sup-
ply towards the domestic market [34] In
the 1980s, Chinese authorities set the rates
of VAT refund quite low, mostly with the
aim to curb raw commodity exports and
exports of agricultural products.

3. Maintaining environmental sustai-
nability. This factor has gained relevance
in the recent decades when industrial dis-
charges started to take a heavy toll on ur-
ban dwellers” health. In 2016, VAT rebates
were cancelled for some natural resources
and primary products and were reduced
for those goods whose manufacturing is
energy intensive and has a heavy environ-
mental impact.
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Yan Xu points out that China uses the
VAT as a tool to manage export flows [28],
which is why the mechanisms of differen-
tiated rates of VAT refunds for exporters
are actively used. In the global practice,
this approach is unique, which makes it
particularly interesting to consider the
possibilities of adapting it to Russian con-
ditions.

4.3. Description of export coefficients

In order to adapt the Chinese sys-
tem of export VAT refund rates to Rus-
sian conditions, we should address two
key questions: first, what should be the
formula for calculating VAT refunds
and, second, what should be the criteria
for applying differentiated VAT refund
rates. The choice of criteria is the most
significant: on the one hand, they should
be clearly defined and easily understan-
dable for taxpayers, on the other, they
should correspond to the priorities of the
state policy.

We believe that export coefficients
(C,y,) are the most suitable for this purpose.
First and foremost, it is necessary to estab-
lish a formula to calculate the amount of
VAT refund with the help of C,,,.

The amount of VAT payable is com-
puted as a difference between the sum of
VAT on goods sold in the domestic mar-
ket VAT, .cues and the sum of VAT refund
VAT, ... with the addition of VAT recov-
ered VAT,

VAT VAT

payable - domsales

VAT,

In this formula we are most inter-
ested in indicator VAT, An exporting
company can sell some part or all of its
products to overseas markets. Thus, the
amount of goods sold can be taken as 1,
then the amount of goods realized in the
domestic market will be a, while b will
stand for the share of exported goods. The
export coefficient will be applied only to
VAT refunds on exported goods.

VAT VAT, .o - (@ VAT pa

P sales refund

+b - VAT, -C.,), + VAT,

+ VAT, . (3)

ayable =

4
). @
The total amount of VAT refundable

(VAT,,,,) will be calculated by taking
into account the reducing coefficient ap-
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plied to VAT refunds on exported goods.
This share will be calculated by using the
shares of goods sold to overseas markets
or domestically. For example, if 60% of
goods are exported, then the coefficient
will be applied only to 0.6 from the total
amount of VAT refunds.

4.4. Differentiated export coefficients
and criteria for their application

The application of reducing coeffi-
cients to VAT refunds claimed by com-
panies can be used in the interests of the
state as well as in the interests of compa-
nies themselves. Like other taxes, VAT is
vulnerable to fraud. Dishonest taxpayers
may use illegal schemes to claim VAT
refunds through dummy companies and
forged documents. To tackle such fraud
schemes, the state increases its presence
in the economic activities of taxpayers
by introducing specialized software. In
the most ‘complicated” spheres, indus-
trial charters are introduced to encou-
rage responsible tax behavior. By sig-
ning them, taxpayers undertake certain
responsibilities.

Let us now consider two possible cri-
teria that may be applied for setting diffe-
rent export coefficients.

Criterion 1 is based on the assessment
of a company’s credibility with the help
of the Automated System for Monitoring
VAT Refunds (ASM-VAT-2) [35]. This
software can automatically analyze the
input data and assign export coefficients.

The ASM-VAT-2 incorporates a risk
management system, which assesses and
classifies companies in accordance with
84 criteria. Depending on their results,
companies are assigned to one of the three
risk areas (red, yellow, green). Unfortu-
nately, the access to the information of
what constitutes the assessment criteria is
restricted. However, there are 12 criteria
that taxpayers can use for self-assessment
that is, a taxpayer can independently
analyze their organization’s activity and
determine its non-compliance risk level.
These criteria are also used by tax authori-
ties when deciding whether it is necessary
to conduct an on-site tax audit of this or
that company or not.
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Justification of computations. The crite-
ria presented in the assessment table (see
Table 5 below) are listed in the above-
mentioned decree®. Some of them cor-
respond to specific risk areas depending
on the frequency of non-compliance in-
cidents, that is, a company that has been
caught abusing the tax system still has a
chance to remain in the ‘green” area but if
it happens more often, such company will
be considered as presenting a higher risk
of non-compliance.

The level of tax risk for each company
is determined as a sum of all scores. Tax-
payers in the green area are eligible for the
maximum level of Cm,; in the yellow area,
for the medium level; and for the red area,
the minimal level.

Criterion justification. The application
of this criterion can have a significant
economic effect by making state support
target the most credible and reliable com-
panies.

Challenges and setbacks. The main dif-
ficulty lies in the fact that the application
of this criterion will require more effort
on the part of exporters to claim their
VAT refunds. Exporting companies will
have to constantly monitor their cre-
dibility level and work hard to enhance
it. It also makes the whole process more
painstaking and time-consuming for the
tax authorities. Moreover, since there is
a lack of available data for some of the
risk assessment criteria, it is hard to pre-
dict how much potential this criterion
actually holds.

Criterion 2 is based on companies’
engagement in industrial projects. This
criterion can be applied within specific
economic sectors since it takes into ac-
count the degree of companies’ engage-
ment in projects aimed at enhancing ac-
countability and transparency in VAT
refund claims [36].

* Approval of the Conceptual Framework
for the On-Site Tax Audit Planning System:
Decree of the Federal Tax Service of Russia
Ne MM-3-06/333@ of 30 May 2007 (version of
10 May 2012). ConsultantPlus: legal reference
guide. Available at: http:/ /www.consultant.ru/
document/cons doc LAW 55729/ (Accessed:
29.04.2020).
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Criterion justification. This criterion al-
lows us to assess an exporting company’s
credibility and reliability in the long term
in relation to taxation and to other compa-
nies in this sector. However, since this cri-
terion relies on an individual approach to
taxpayers, the whole procedure of compa-
ny assessment becomes quite complicated.

The values of export coefficients can
vary depending on whether this or that
company fits a certain set of criteria. Let us
consider the possible applications of C,,,in

exp

relation to one of the industrial charters in

Russia, namely, the Charter of the Agro-
Industrial Complex.

The Federal Tax Service takes ac-
tive measures to stimulate the creation
of industrial charters, considering them
a key tool in the struggle against fraud
schemes. The Charter of the Agro-Indus-
trial Complex was established in 2017
and initially was intended only for grain
manufacturers. At present, the Charter’s
participants are companies engaged in
manufacture and sales of a wide range of
agricultural products.

Table 5
Assessment of a company’s credibility
L. Risk areas
Criterion
Green ‘ Yellow Red
The company’s tax burden is lower than the averageinthe no  Marginally Considerably
industry (type of economic activity) lower lower

The company’s accounting and tax reports show losses in no

several consecutive tax periods

No more than More than
two periods two periods
in succession in succession

The company’s tax reports show large sums of VAT no Slight Considerable
refunds in a specific period deviation deviation
The growth in losses exceeds the growth in revenues from  no Slightly ~ Considerably
sales of goods (works, services) exceeds exceeds
The average monthly salary per employee is below the no no yes
average level for this economic sector in this Russian region
The figures reported by the company approached the no Once More than
threshold values set for the indicators used to determine once
eligibility for a special tax regime
The amount of expenses specified by an independent no Once More than
entrepreneur in their accounting and tax reports is close to once
the amount of revenue received in the calendar year
The company’s financial and economic activities are based =~ no no yes
on contracts with subpurchasers or intermediaries (‘chain
of contractors”) for no significant economic or other reasons
(business purpose)
The taxpayer has failed to provide explanations after no no yes
receiving a notification from the tax authorities on non-
conformity revealed and/or failed to provide documents
requested by the tax authority and/or notify about the loss
or destruction of such documents, etc.
The taxpayer on multiple occasions applied for a no Once More than
registration and deregistration with a tax authority due to once
relocation (‘migration” between tax offices)
The company’s level of profitability according to its no Slight Considerable
accounting reports deviates considerably from the level of deviation deviation
profitability for this sphere of economic activity determined
by the official statistics
The company engages in financial and economic activities no no yes
deemed high tax risk

Possible value of C,, 1.00 0.75 0.50

Source: compiled by the authors.
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The Charter requires its participants
to be careful in the choice of their contrac-
tual partners, avoid using fraud schemes
of VAT optimization and use commission
agreements when dealing with suppliers.
At present, 5,301 organizations from 76 re-
gions participate in the Charter. The Char-
ter also unites 20 industrial associations
such as the Association of Responsible Par-
ticipants of the Agricultural Market (here-
inafter Association), which was founded
in 2018 and is aimed at implementing the
system of tax secrecy disclosure. In other
words, this association strives to increase
the level of tax transparency in the market.
The Association enables companies to gain
access to the information about their con-
tractual partners, in particular the informa-
tion concerning tax gaps detected by the
ASM-VAT-2 system. So far, 17,425 compa-
nies have agreed to disclose their tax infor-
mation and the information about 412 com-
panies with high tax gaps was released.
Thus, even if an exporting company is not
a participant of the Charter, it can join the
system of tax secrecy disclosure.

Justification of computations. All compa-
nies exporting agricultural production are
required to register with Cerberus system,
which had 6,586 registered companies
at the beginning of 2020*. These include
participants of the Charter, members of
the Association and other industrial as-
sociations as well as companies that are
not members of any such organizations.
Table 6 illustrates the system of exporter
ranking assessment.

A company’s score may depend on
the level of the association of which it is
a member. If a company is a member of
several associations, then its score is cal-
culated as progressive total and thus de-
termines which C,,, should be assigned.
The more open this company is, the hig-
her is the value of its export coefficient.
The possible values of C,, are shown in
Table 7.

* Register of Enterprises of the Customs
Union. Cerberus. Register of Objects Under Sur-
veillance. Available at: https:/ /cerberus.vetrf.ru/
cerberus/ certified /pub (Accessed: 29.04.2020).

Table 6
Ranking assessment of exporters

Indicator ‘ Score
The company is a member of an industrial association 1
The company is a participant of the Charter of the Agro-Industrial Complex 2
The company is a member of an industrial association and the Charter of the Agro- 2+1
Industrial Complex
The company is not a member of the Association of Responsible Participants of the 3
Agricultural Market (no tax gaps are detected)
The company is a member of the Association of Responsible Participants of the 1
Agricultural Market (tax gaps are detected)
The company is a member of the Association of Responsible Participants of the 3+1
Agricultural Market (no tax gaps are detected) and an industrial association
The company is a member of the Association of Responsible Participants of the 1+1
Agricultural Market (tax gaps detected) and an industrial association
The company is a member of the Association of Responsible Participants of the
Agricultural Market (no tax gaps are detected) and of the Charter of the Agro- 3+2
Industrial Complex
The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps detected) and of the Charter of the Agro-Industrial 1+2
Complex
The company is a member of the Association of Responsible Participants of the
Agricultural Market (no tax gaps are detected), an industrial association and the 3+1+2
Charter of the Agro-Industrial Complex
The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps detected), an industrial association and the Charter of 1+1+2
the Agro-Industrial Complex
The company does not participate in any of the above-mentioned organizations 0

Source: compiled by the authors
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Therefore, there can be seven export
coefficients to choose from. C,,, =1 is as-
signed to the most credible companies,
that is, those that agree to disclose their
tax information and are participants of
the Charter, members of the Association
or a similar organization. These compa-
nies will be entitled to full VAT refunds.
Companies deemed least credible will be
entitled only to a quarter of all the pos-
sible VAT refunds on exported goods.
A recommended period when coefficients
should be in force is 1 year, afterwards
they should be revised.

To illustrate the possible effect of this
system, let us consider the case of a hy-
pothetical agricultural export company.
Since Criterion 2 implies that a company
can influence which C,,, will be applied to
its VAT refunds by adjusting its develop-
ment strategies, we can calculate its VAT
refund for all coefficient values and es-
timate what benefits a company can get
from its participation in industrial charters
and associations. It would be reasonable to
compare the data of export-oriented com-
panies with companies that export a small-
er share of their production (see Table 8).

Table 7

Possible values of export coefficients

Score ‘

Condition

|Co

0

1
or

The company does not participate in any of the above-mentioned organizations
The company is a member of the industrial association

0.4
0.5

The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps are detected)

or

The company is a member of the Charter of the Agro-Industrial Complex

0.6

The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps detected) and an industrial association

Industrial Complex
or

The company is a member of the industrial association and the Charter of the Agro-

0.7

The company is not a member of the Association of Responsible Participants of the
Agricultural Market (no tax gaps are detected)

or

The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps detected) and of the Charter of the Agro-Industrial

Complex

The company is a member of the Association of Responsible Participants of the

0.8

Agricultural Market (no tax gaps are detected) and an industrial association

or

The company is a member of the Association of Responsible Participants of the
Agricultural Market (tax gaps detected), an industrial association and the Charter of

the Agro-Industrial Complex

The company is a member of the Association of Responsible Participants of the

0.9

Agricultural Market (no tax gaps are detected) and of the Charter of the Agro-

Industrial Complex

The company is a member of the Association of Responsible Participants of the

1.0

Agricultural Market (no tax gaps are detected), an industrial association and the
Charter of the Agro-Industrial Complex

Source: compiled by the authors

Table 8

Exporting companies’ data and their VAT payable calculated by taking into account C,,,

Share of exportin| Sum of VAT Sum of VAT VAT on sales and
Company| total production |refunds, monetary recovered, monetary | purchase transactions,
output, % units units monetary units
A 80 90 0 150
B 50 90 0 150
C 10 90 0 150
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Table 9
VAT payable with regard to coefficient C,,,
Company A Company B Company C

c (export share 80%) (export share 50%) (export share 10%)

*?| VAT payable, | Increase, | VAT payable, | Increase, | VAT payable, | Increase,

monetary units % monetary units % monetary units %

1 60.00 - 60.00 - 60.00 -
0.9 67.20 +12.0 64.50 +7.5 60.90 +1.5
0.8 74.40 +24.0 69.00 +15.0 61.80 +3.0
0.7 81.60 +36.0 73.50 +22.5 62.70 +4.5
0.6 88.80 +48.0 78.00 +30.0 63.60 +6.0
0.5 96.00 +60.0 82.50 +37.5 64.50 +7.5
0.4 103.20 +72.0 87.00 +45.0 65.40 +9.0

VAT payable will be calculated ac-
cording to Formula (4). The results of our
calculations are shown in Table 9.

All of the above leads us to the follo-
wing preliminary conclusions.

1. Large- and medium-sized exporters
benefit the most from membership in in-
dustrial associations.

2. C,,,can considerably increase VAT
refunds paid to large and medium-sized
exporters while for smaller companies
the role of this coefficient is much less
significant.

Such differentiation of export coef-
ficients may incentivize exporters to join
industrial charters and associations; it will
encourage them to be more scrupulous in
the choice of their contracting partners. In
the future, these coefficients may be ap-
plied to participants of other charters and
associations (for example, the charter of
wood processing companies).

Challenges and setbacks. Criterion 2 is
sector-specific and, therefore, requires
a careful adjustment for each particular
sector. There is a problem of how scores
should be assigned depending on com-
panies” membership in industrial as-
sociations because there is no universal
agreement concerning which of these as-
sociations should be deemed more signifi-
cant than others.

5. Conclusion

Our study has shown that in practice,
it is not always possible to adhere to the
VAT neutrality principle. What compli-
cates the problem even further is that the
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theoretical side of VAT neutrality also re-
mains elusive. Therefore, approaches to
the neutrality principle may vary across
countries.

In this paper, we broke down VAT
into separate elements and identified the
corresponding neutrality types: objective,
subjective, rates and tax period. We also
compared realization of different neutra-
lity types in China and Russia and the re-
sulting distortionary effects. Our compa-
rative analysis has shown that significant
distortions of the VAT neutrality principle
are observed in both systems. The scale of
regulation can be increased by lowering
the extent of VAT neutrality.

We considered the Chinese approach
to VAT neutrality and showed that in this
country, the VAT has a considerable im-
pact on commercial decision-making. The
Chinese system of differentiated export
VAT refund rates was originally intro-
duced to cover the state budget deficit.
At present this system performs a varie-
ty of functions: the rates depend on the
environmental impact of manufacturing
companies, the country of origin for raw
materials and so on. The three cases we
considered demonstrate the effect of ex-
port VAT refund rates and show that even
the minimum rates can have profound
consequences for exporters.

Some of the elements from the Chi-
nese model can be adopted in Russia,
for example, the system of incomplete
VAT rebates to exporters. We have also
described two criteria for application of
reduction coefficients: exporters’ credi-
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bility assessed through the Automated
System for Monitoring VAT Refunds and
exporters’ credibility determined by com-
panies’ participation in industrial charters
and associations. We have proposed an
algorithm for setting the values of reduc-
tion coefficients. For the second criterion,
we also describe the effect that can be

achieved if the export coefficients are in-
troduced.

The system of differentiated export
VAT refund rates in Russia will open new
opportunities for regulating the commo-
dity structure of exports and for encou-
raging responsible tax behavior among
exporting companies.

References

1. Kaye T. European Tax Harmonization and the Implications for U.S Tax Policy. Boston
College Internalional & Comparative Law Review. 1996;19(1):110-172. Available at: https://
lawdigitalcommons.bc.edu/cgi/viewcontent.cgi?article=1273&context=iclr

2. Adam S,, Besley T., Blundell R., Bond S., Chote R., M Gammie., Johnson P., G Myles.,
Poterba ]. Dimensions of Tax Design. New York: Oxford University Press; 2010. Available at:
https:/ /www.ifs.org.uk/docs/mirrlees dimensions.pdf

3. Feria R. de la. EU VAT Principles as Interpretative Aids to EU VAT Rules: the Inherent
Paradox. Oxford: Oxford University Center for Business Taxation; 2016. Available at: http://

eureka.sbs.ox.ac.uk/7301/1/WP1603.pdf

4. Mukhopadhyay S. VAT: A Closer Look. Economic and Political Weekly. 2001,36(7):522-524.
Available at: https:/ /www jstor.org/stable/4410280?seq=1

5.Yan X. China’s VAT Experience. In: Tax Analysts. 2011, pp. 319-333. Available at: http://

www.taxhistory.or

www / freefiles.nsf /Files / YAN-25.pdf/ $file/ Y AN-25.pdf

6. Mehrotra A K. The Myth of the “Overtaxed” American and the VAT That Never Was.
Modern American History. 2019;2(1):97-102. DOL: 10.1017/mah.2018.27.

7. Ebrill L., Summers V., Keen M. The Modern VAT. Washington: International Monetary

Fund; 2001.

8. Terra B., Kajus J. A Guide to the European VAT Directives. IBFD; 2020. Vol. 1.

9. Studenski
Economy.  1940;48(5):621-654.
pdfplus/10.1086/255610

Available

P. Toward a Theory of Business Taxation. Journal

of Political
https:/ /www.journals.uchicago.edu/doi/

10. Lindholm R.W. The Value Added Tax: A Short Review of the Literature. Journal of

Economic Literature. 1970;8(4):1178-1189.

11. Missorten W. Some Problems in Implementing a Tax on Value Added. National Tax

Journal. 1968;21(4):396-411.

12. Moller MLE. On the Value-Added Tax in Denmark and the European Economic
Community and the Renaissance of Tax Neutrality. Bulletin for International Fiscal Documentation.

1967;21(10):431-453.

13. Herber B.P. Modern Public Finance. Homewood. 1967;11:213-219.
14. Musgrave R.A., Musgrave P.B. Public Finance in Theory and Practice. 5* ed. McGraw-

Hill Book Co; 1989.

15. Shu-Chien J.C. Neutrality as Tax Justice: The Case of Common Consolidated Corporate
Tax Base under the EU law. European Studies. 2018;5:33-66. Available at: https://papers.ssrn.

com/sol3/papers.cfim?abstract_id=3434744

16. Reugebrink J. Enkele Beschouwingen over de neutraliteit van de Omzetbelasting. Deventer,

Kluwer; 1965.

17. Terra B., Kajus J. Neutrality In: Terra B., Kajus J. A Guide to the European VAT Directives.

IBFD; 2019. Vol. 1, pp. 255-260.

18. Famulska T., Rogowska-Rajda B. Principle of vat neutrality and the reverse charge
mechanism. Financial Internet Quarterly. 2018;14(3):87-97. DOI: 10.2478 / fiqf-2018-0022.

19. Amand C. VAT neutrality: a principle of EU law or a principle of the VAT system? World
Journal of VAT/GST Law. 2013;2(3):163-181. DOI: 10.5235/20488432.2.3.163.

20. Herbain C.A. VAT Neutrality. Cork: Primento Digital Publishing; 2015.



https://lawdigitalcommons.bc.edu/cgi/viewcontent.cgi?article=1273&context=iclr
https://lawdigitalcommons.bc.edu/cgi/viewcontent.cgi?article=1273&context=iclr
https://www.ifs.org.uk/docs/mirrlees_dimensions.pdf
http://eureka.sbs.ox.ac.uk/7301/1/WP1603.pdf
http://eureka.sbs.ox.ac.uk/7301/1/WP1603.pdf
https://www.jstor.org/stable/4410280?seq=1
http://www.taxhistory.org/www/freefiles.nsf/Files/YAN-25.pdf/$file/YAN-25.pdf
http://www.taxhistory.org/www/freefiles.nsf/Files/YAN-25.pdf/$file/YAN-25.pdf
http://doi.org/10.1017/mah.2018.27
https://www.journals.uchicago.edu/doi/pdfplus/10.1086/255610
https://www.journals.uchicago.edu/doi/pdfplus/10.1086/255610
https://www.econbiz.de/Record/bulletin-international-fiscal-documentation-publication-international-bureau-fiscal-documentation-official-organ-international-fiscal-association-ifa/10000356481
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3434744
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3434744
http://doi.org/10.2478/fiqf-2018-0022
http://doi.org/10.5235/20488432.2.3.163

Journal of Tax Reform. 2020;6(2):124-141 ISSN 2412-8872

21. Shelkunov A. The Principle of Neutrality of the Value-Added Tax. Moscow: M-Logos; 2017.
(In Russ.) Available at: https://m-lawbooks.ru/wp-content/uploads/2020/02/032-kniga-
prinzip-neytralnosti-naloga-na-dobavlennuy-stoimost.pdf

22. Li]. Taxation in the People’s Republic of China. New York: Praeger Publishers; 1991.

23. Fan S., Kanbur R., Wei S.-]., Zhang X. The Oxford Companion to the Economics of China.
Oxford: Oxford University Press; 2014. DOI: 10.1093 / acprof:oso/9780199678204.001.0001.

24. Feldstein M.S., Krugman P.R. International Trade Effects of Value-Added Taxation. In:
Razin A., Slemrod ]. (eds) Taxation in the Global Economy. Chicago: University of Chicago
Press; 1990, pp. 263-282. Available at: https:/ /www.nber.org/chapters/c7211.pdf

25. Chen C.-H., Mai C.-C., Yu H.-C. The effect of export tax rebates on export performance:
theory and evidence from China. China Economic Review. 2006;17(2):226-235. DOI: 10.1016/j.
chieco.2005.06.001.

26. Chandra P., Long C. VAT exemptions and export performance in China: company
practice. Journal of Public Economics. 2013;102:13-22. DOI: 10.1016/j.jpubeco.2013.03.005.

27. Jiang X., Huang J. China’s New VAT System. John Marshall Law Review. 1995;28(3):619-620.
Auvailable at: https:/ /repository.jmls.edu/lawreview/vol28/iss3/6/

28. Yan X. Reforming Value Added Tax in Mainland China: A Comparison with the EU.
Revenue Law Journal. 2011;20(1):4. Available at: http:/ /epublications.bond.edu.au/rlj/vol20/iss1/4

29. Evenett S.J., Fritz J. ‘Jumbo” Discriminatory Measures and the Trade Coverage of Crisis-Era
Protectionism. In: Evenett S.J. (ed.), Unequal Compliance: The 6" Global Trade Alert. Centre for
Economic Policy Research. 2010, pp. 49-58.

30. Dehua W., Han W. The Impact of 2009 VAT Reform on Enterprise Investment and
Employment - Empirical Analysis Based on Chinese Tax Survey Data. Journal of Tax Reform,
2019;5(2):166-176. DOI: 10.15826/jtr.2019.5.2.066.

31.FanY., LiH., Zhu Q. Tax burden reduction and tax cuts in China’s vat reform. Journal of
Tax Reform. 2019;5(1):23-41. DOI: 10.15826/jtr.2019.5.1.058.

32. Ferrantino M.J., Liu X., Wang Z. Evasion behaviors of exporters and importers:
Evidence from the U.S.-China trade data discrepancy. Journal of International Economics.
2012;86(1):141-157. DOI: 10.1016/].JINTECO.2011.08.006.

33. Gourdon J., Monjon S., Poncet S. Incomplete VAT rebates to exporters : how do they affect
China’s export performance? CEPII Working Paper. 2014;5:3-20. Available at: http:/ /www.cepii.
fr/PDF_PUB/wp/2014/wp2014-05.pdf

34. Cui Z. China’s Export Tax Rebate Policy. China: An International Journal.
2003;01(02):339-349. DOI: 10.1142/50219747203000219.

35. Karpova O.M., Mayburov I.A. Development of the Regulating Function of VAT in
Russia: Possibilities of Adopting Chinese Experience of VAT Refunds. Vestnik Tyumenskogo
gosudarstvennogo universiteta. Sotsialno-ekonomicheskie i pravovye issledovaniya = Tyumen State
University Herald. Social, Economic, and Law Research. 2020;6(1):178-198. (In Russ.) DOI:
10.21684/2411-7897-2020-6-1-178-198.

Acknowledgements

The research was supported by the grant of the Russian Foundation for Basic Re-
search (project Ne19-010-00365A ‘Shadow Economy and its Sector-Specific Character-
istics as a Factor Impeding Technological Development’).

Information about the authors

Olga M. Karpova - Senior Lecturer of the Department of Financial and Tax Man-
agement, Ural Federal University named the first President of Russia B. N. Yeltsin
(19 Mira St., Yekaterinburg, 620002, Russian Federation); ORCID: 0000-0002-4982-
5711; e-mail: olmkarpova@gmail.com

Igor A. Mayburov - Doctor of Economics, Professor, Head of the Department of Fi-
nancial and Tax Management, Ural Federal University named the first President of
Russia B. N. Yeltsin (19 Mira St., Yekaterinburg, 620002, Russian Federation); ORCID:
0000-0001-8791-665X; e-mail: mayburov.home@gmail.com

140


https://m-lawbooks.ru/wp-content/uploads/2020/02/032-kniga-prinzip-neytralnosti-naloga-na-dobavlennu
https://m-lawbooks.ru/wp-content/uploads/2020/02/032-kniga-prinzip-neytralnosti-naloga-na-dobavlennu
http://doi.org/10.1093/acprof:oso/9780199678204.001.0001
https://ideas.repec.org/h/nbr/nberch/7211.html
https://ideas.repec.org/b/nbr/nberbk/razi90-1.html
https://www.nber.org/chapters/c7211.pdf
http://doi.org/10.1016/j.chieco.2005.06.001
http://doi.org/10.1016/j.chieco.2005.06.001
http://doi.org/10.1016/j.jpubeco.2013.03.005
https://repository.jmls.edu/lawreview/vol28/iss3/6/
http://epublications.bond.edu.au/rlj/vol20/iss1/4 
http://doi.org/10.15826/jtr.2019.5.2.066
http://doi.org/10.15826/jtr.2019.5.1.058
http://doi.org/10.1016/J.JINTECO.2011.08.006
http://www.cepii.fr/PDF_PUB/wp/2014/wp2014-05.pdf
http://www.cepii.fr/PDF_PUB/wp/2014/wp2014-05.pdf
https://www.worldscientific.com/worldscinet/cij
https://doi.org/10.1142/S0219747203000219
http://doi.org/10.21684/2411-7897-2020-6-1-178-198
https://orcid.org/0000-0002-4982-5711
https://orcid.org/0000-0002-4982-5711
mailto:olmkarpova@gmail.com
https://orcid.org/0000-0001-8791-665X

ISSN 2412-8872 Journal of Tax Reform. 2020;6(2):124-141

Yong Fan - Ph.D, Professor, Secretary of Party Committee. School of Public Finance
and Economics, Central University of Finance and Economics (Beijing, 102206, Chi-
na); ORCID: 0000-0002-1741-001X; e-mail: yongfan008@sina.com

For citation

Karpova O.M., Mayburov I.A., Yong Fan. Prospects and Problems of Realiza-
tion of the VAT Neutrality Principle in Russia and China. Journal of Tax Reform.
2020;6(2):124-141. DOI: 10.15826/jtr.2020.6.2.078.

Article info
Received June 19, 2020; Revised July 20, 2020; Accepted August 8, 2020

BaaropapHocTH

VlccenosaHme BBIIOJIHEHO IpU pmHaHCoBOV Iojiepxke PODII B paMKax HayuHO-
nccrtefosaTesibckoro rmpoexTa Ne 19-010-00365A «Tenepast 95KOHOMVIKa 1 ee OTpaciie-
BBIe 0COO@HHOCTM KaK (haKTOp, CAeP>KMBATOIINT TEXHOJIOTYeCKoe PasBuTHe.

UHdopmaumsa 06 aBTopax

Kapnoba Osavea Muxaiiaobna - crapmmil mnperofasarteilb Kadenpel (prHaHCOBOro
¥ HaJIOTOBOTO MeHe/KMeHTa Y pasIbcKoro pefepaylbHOTO yHWMBEpPCHUTETa VIMEHW
nepsoro IIpesunenTta Poccvm Bb. H. Enpumma (620002, Poccusi, r. EkatepunOypr,
yir. Mupa, 19); ORCID: 0000-0002-4982-5711; e-mail: olmkarpova@gmail.com

Maudypo6 WMeops Anamosvebuy - HJOKTOp SKOHOMMUYECKMX Hayk, Hpodeccop,
3aBenyrommii Kademport (PUHAHCOBOIO ¥ HAJIOIOBOIO MeHeIDKMeHTa YpasIbCKOro
denepanpHOro yHMBepcuTeTa nMeHu nepsoro Ipesunenta Poccym b. H. Enprmaa
(620002, Poccwms, r. ExatepunOypr, yi. Mupa, 19); ORCID: 0000-0001-8791-665X;
e-mail: mayburov.home@gmail.com

@an IOn - pokrop Hayk, npodeccop, Cekperapr naprkoma, Ikorma myOamaHbIX
(pvHaHCOB 1 SKOHOMUKY, LleHTpaybHBIVI YHMBEpCHUTET (PVIHAHCOB I SKOHOMVIKI
(Kyrrarz, 102206, TTexyr); ORCID: 0000-0002-1741-001X; e-mail: yongfan008@sina.com

AnA uMTUPOBaHUA

Kapmosa O.M., Manbypos 1. A., ®an IOH. ITpobrieMb! 11 TepCIieKTUBBI peaT3ariim
IIPUHIIUIIA HEMTPaJIbHOCTY HaJlora Ha /100aBjleHHy0 cTouMocTh B Poccnn n Ku-
Tae // Journal of Tax Reform. - 2020. - T. 6, Ne 2. - C. 124-141. - DOI: 10.15826/
jtr.2020.6.2.078.

Undopmauus o ctatbe

Hata mocryrienus 19 wions 2020 e.; gaTa HOCTyIUIEHMs IIOCJIe pelleH3MpPOBaHs
20 uroas 2020 e.; nata mpyHaTH K 1tedaTtt 8 abeycma 2020 e.

@ 06

BY NC

141


https://orcid.org/0000-0002-1741-001X
https://orcid.org/0000-0002-4982-5711
mailto:olmkarpova@gmail.com
https://orcid.org/0000-0001-8791-665X
https://orcid.org/0000-0002-1741-001X
mailto:yongfan008@sina.com

