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Rediscovery of the Micro-mechanism of the Laffer

Cuver from the Perspective of Chinese Enterprise Performance

YAO Dong-min'? ,WANG Fei-ran' , JIANG Li' LI Jun-lin’
(1. Center for China Fiscal Development, Central University of Finance and Economics, Beijing,100081 , China;
2. China Fortune and Development Industrial Investment Co. Ltd. , Beijing,100027 , China;
3. School of Economics,Renmin University of China, Beijing, 100872, China)
Abstract ; Tax reduction and fee reduction is an important measure to stimulate the vitality of enterprises and promote the
high-quality development of macro-economy. Especially in the current epidemic situation, it is more necessary to find the
right starting point to formulate tax policies to ensure the survival of enterprises and help enterprises return to work and
production. Laffer curve,as the mainstream theoretical basis of western tax reduction policies, has been repeatedly cited.
However,the existing research on this curve takes the individual labor supply decision-making of Laborers under the
condition of income tax as its micro-mechanism, which is inconsistent with the basic national conditions of our country,
where turnover tax is the main tax category in the structure of tax system and the labor market is oversupply. Therefore,
whether the traditional Laffer curve still exists in China’s specific environment, and what is its micro-mechanism at the
enterprise end? This is exactly what this article wants to discuss.

In this paper,we will use the real tax rate data of A-share listed companies in Shanghai and Shenzhen from 2003 to
2017 to test the existence of Laffer curve and the micro mechanism behind it. The results show that: First, there is an
enterprise-side Laffer curve in our country. Second, there is an inverted U-type relationship between the actual tax rate of the
enterprise and the enterprise performance. At the same time, the enterprise performance has the positive effect on the level of
enterprise tax. It can be preliminarily shown that the enterprise performance is the intermediate mechanism of the
enterprise’s tax rate affecting their level of tax. The further analysis of the intermediary effect shows that the enterprise
performance only presents part of the intermediary effect, which implies that the enterprise performance only can be
considered as one of the micro-mechanisms explaining the existence of the Laffer curve in the enterprise-side. Which is
important is both the turnover tax and the income tax have Laffer curve,but the micro mechanism only holds in the turnover
tax. Finally based on the test of the industrial heterogeneity, the slope of the second industrial curve is steeper, indicating
that the change of the enterprise tax rate will have a greater impact on the second industrial enterprise.

Combined with the policy background of the continuous expansion of tax reduction and fee reduction in China,as well
as the current situation of the epidemic situation, it puts forward higher requirements for the accuracy and effectiveness of
the government’s tax policy implementation. This paper points out that the change of corporate tax rate will change the actual
tax burden of enterprises by affecting the performance of enterprises, and the relationship between corporate tax rate and
corporate performance is inverted U-shaped. Therefore,in order to enhance the sense of tax reduction, the relevant policies
should take improving corporate performance as the foothold,so as to reduce the tax burden of enterprises. At the same time,
due to the industrial heterogeneity, the performance of enterprises in the secondary industry is more sensitive to the negative
response of high tax burden,so the central government should formulate different levels of tax reduction policies according to
different industries,so as to more accurately implement the structural tax reduction policies.

The contribution of this paper is, unlike previous study focus on the Laffer curve under the background of western
countries with income tax dominating tax system, this study concentrates the China’s tax system that is dominated by the
turnover tax and finds the Laffer curve exists in China’s enterprise level, and enterprise performance is one of micro
mechanisms explaining it. However,the limitation of this paper is no further discussion on the internal reason why tax rate
changes corporate performance. The next research will be more in-depth research.
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