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Measurement of China’s Fiscal Redistribution and

Poverty Reduction Effects
LU Hongyou" and DU Yixuan"

(‘a: Wuhan University; b: Department of Finance of Henan Province)

Summary: The gap of initial income distribution has been widening since the market-oriented reform in China.
Meanwhile, in the process of fiscal redistribution, the long-term implementation of the tax system based on goods and
service tax has resulted in inequality in the incidence of tax burden; the long-term implementation of the public service
provision and sharing system based on the identity characteristics has led to inequality in benefit incidence of public
expenditures. The “double inequality in incidence” of the initial distribution of the market and the fiscal redistribution add
up to each other, and the income distribution gap of Chinese residents is now characterized by solidification,
institutionalization and intergenerational transmission. As China is committed to practicing the new concept of shared
development, measuring whether and how current fiscal redistribution system alleviates the income distribution gap and
poverty is pivotal to improving it.

This paper extends the traditional method of analyzing financial redistribution system by integrating the income and
expenditure of finance into a unified research framework. We use household survey data from 2012 China Family Panel
Studies ( CFPS2012) and China Input and Output Tables in 2012 to construct residents” income accounting account. Using
standard financial analysis, we calculated the net fiscal income of Chinese residents and comprehensively measured the
redistribution effect and poverty-reducing effect of China’s public finance with both “anonymous” and ‘“non-anonymous”
measures. The results show that China’s overall fiscal redistribution has a weak positive adjustment effect on the primary
distribution of the residents” income, and the fiscal redistribution reduces the Gini coefficient by 4. 06% . Specifically, the
marginal contributions of basic social insurance payment, public service, transfer payments and the direct taxes are
2.48% ,2.34% , 1.75% , 1. 19% , respectively, while the marginal contribution of indirect taxes is — 1. 57% , indicating
that it plays a reverse regulatory role. China’s fiscal system has a significant povertyreducing effect, fiscal redistribution
has reduced the poverty span, poverty depth and poverty intensity of the whole country by more than 20% . Specifically,
transfer payments, public service and basic social insurance are poor—relieving, but the indirect taxes are poor-depriving.
On average, net fiscal beneficiary account for a larger proportion among the poor, while net fiscal payers are more among
the rich, suggesting that the fiscal redistribution of China is conducive to the formation of an oliveshaped social structure.
Although China’s fiscal redistribution brings some wealth reduction, its fiscal gain is more significant. Overall, the weak-
progressive fiscal redistribution system of China and its adverse adjusting tools are contrary to the principles of fair
redistribution and shareable development. Based on the above results, we believe that the key to realizing shareable
development is to speed up the establishment of a modern fiscal system with a core of “two fair incidences”. Therefore,
based on the principle of promoting shared development, we adjusted the system design of personal income tax, value-added
tax, transfer payments, public service, and social insurance using a scenario analysis, and provided a path for
reconstructing an accurate fiscal system.

There are four contributions of this paper: (1) We integrated direct taxes, indirect taxes, transfer payments, public
services and basic social insurance into a unified analytical framework and comprehensively measured the redistribution
effect and poverty reduction effect of Chinese fiscal system starting from the connotation of shared development; (2) We
used the micro-data of household survey from CFPS2012 to make full use of its abundant household information; (3) We
used standard financial destination analysis method to make up for the limitations of the general equilibrium model, such as
the loss of heterogeneous information, the inconsistency between model setting and micro foundation, and the unsuitability
for short-term evaluation; (4) We combined both anonymous measures and non-anonymous evaluation methods.
Keywords: Fiscal Incidence; Fiscal Redistribution; Fiscal Mobility; Poverty Reduction; Fiscal Impoverishing
JEL Classification: H22, H23
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