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I. Introduction 
 
China, officially the People's Republic of China, is a developing country located in eastern Asia. China 
is the most populous country with about 1.35 billion people, making up a quarter of the world 
population. It is the third largest country in the world, covering 9.6 million square kilometers. As one 
of four ancient and civilization countries in the world, China has a long and brilliant history of over 
5000 years, which turns out rich culture and special style. The high development in ancient China had 
contributed much to the world. In the latter and modern times, suffering from foreign aggression and 
civil war, along with the closed-door policy, China lost an opportunity for development and fell 
behind the world.  However, China has made enormous achievements since China implemented a 
policy of reform and opening to the outside world which was initiated by Deng Xiaoping in 1979. 
Nowadays, China is playing a more and more important role in the world. 
 
I.1 Geography and Climate 

China stands in eastern Asia and lies on the west coast of the Pacific Ocean. To the north, northeast 
and northwest are the Mongolia, Russia and Korea. To the south are Vietnam, Laos, Thailand and the 
Philippine. To the west and southwest are India, Burma, Bhutan, Nepal and Pakistan. To the east is 
Japan, which faces China across the East China Sea. The topographic distribution of China is very 
complex and diversified, including various height and size of plateau, mountains, plains, hills and 
basins. 

China abounds in rivers with more than 2,700 billion cu m of water flow, making up 5.8 percent of 
the world. There are more than 1,500 rivers, among which, the Yangtze is the largest river in China 
and the third-longest in the world. China is rich in cultivated lands, forests and grasslands. And its 
mineral resources reserves rank the third in the world. Particularly, China’s reserves of tungsten, tin, 
antimony, zinc, molybdenum, lead, mercury and other nonferrous metals are at the top 1 in the world. 
At the same time, China is one of the countries with the most kinds of wildlife in the world. Wildlife 
peculiar to China includes the giant panda, golden-haired monkey, South China tiger, etc. 

China’s climate is a typical continental monsoonal climate with great variety. The latitude spans 
nearly 50 degrees. China has four distinct seasons, with northerly winds in winter and southerly winds 
in summer. The complex and varied climate form a great variety of temperature belts, dry and moist 
zones. With regard to temperature, China can be classified into equatorial, tropical, sub-tropical, 
warm-temperate, temperate, and cold-temperate zones from south to north. 
 
I.2 History and Culture 

China is a country with a time-honored civilization and a land of ceremony and decorum. It has a 
recorded history of nearly 4,000 years and its civilization probably spread from the Huang He valley 
as early as 5,000 to 6,000 years ago. When the first dynasty, namely Xia, was founded in the 21st 
century B.C., man in China passed from primitive society to slave society. Qin Dynasty (221-207B.C.) 
established the first centralized, unified, multi-ethnic state in Chinese history. And Qing Dynasty 
(1644-1911) was the last feudal dynasty in China’s history. The bourgeois-democratic Revolution of 
1911 led by Dr. Sun Yat-sen ended feudalism and China entered into New Democratic Revolution 
Period. After the large-scale civil war, the Communist Party of China (CPC) overthrew the rule of the 
Kuomintang and won a great victory. The People's Republic of China was founded on October 1, 1949. 
Since 1979, China has pursued a policy of reform and opening to the outside world, initiated by Deng 
Xiaoping. Nowadays, China has established socialist market economy, striving for socialist 
modernization with Chinese characteristics. 

Chinese culture is regarded as very extensive and profound. The Four Great Inventions of China, 
namely the Compass, Gunpowder, Paper and Printing, has a significant impact on the development of 
Chinese civilization and a far-ranging global impact. The Great Wall, Grand Canal and other ancient 
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projects are regarded as engineering miracle in the world. Besides, the advanced technology and 
thought in ancient China have contributed immensely to the progress of mankind. For example, the 
presentation of ratio of the circumference of a circle to the diameter, the invention of armillary sphere, 
the medical works of “Compendium of Materia Medica”, the art works of “the Book of Songs”, the 
geographic works of “Shui Jing Zhu”, the agricultural works of “Qi Min Yao Shu” and the 
encyclopaedia of “Tian Gong Kai Wu”, etc. Most social values of China are derived 
from Confucianism and Taoism. As the mainstream of the Chinese traditional, Confucianism 
permeates Chinese life and culture, even having the impact on the world. 

There are numerous heritages of the deposit of culture in China, loaded with massive history. So far, 
there are 31 World Cultural and Natural Heritages in China determined by UNESCO's World Heritage 
Committee (WHC). In addition, China has nearly 400,000 known unmovable cultural relics above- 
and underground and boasts a wide variety of arts and crafts renowned for excellent workmanship. 
And the number of museums nationwide has reached about 2,000 if the local non-governmental 
museums are included. Also, there are a great many world-famous scenic spots and historical sites in 
China, including Great Wall, the Yellow River, the Yangtze River, and Potala Palace, etc. 
 
I.3 Population and Ethnic Groups  

The large population in China brings the tremendous pressure to the land, forests, natural resources, 
ecology and environment. China implements a family planning, population control and population 
quality improvement policy. Nowadays, China has realized the population characterized by low-birth, 
low-death and low-increase rates. The average life expectancy achieves at 74.83 years. 

There are 56 ethnic groups in China, including the Han majority and 55 ethnic minorities 
(customarily referred to as the national minorities). According to the sixth nationwide population 
census in 2010, the total population is 1.35 billion. Among them, the Han majority accounts for 91.5% 
while the national minorities account for 8.49%. The national minorities are mainly distributed in the 
border regions from northeast China to north, northwest and southwest China. To respect the diversity 
of cultures, religions, manners and customs of the national minorities, China implements the 
autonomous national minority areas system under the unified leadership of the state in several 
provinces. The national minorities exercise autonomous rights, being masters in their own areas and 
administering their own internal affairs.  

The Han people have their own spoken and written languages, namely Chinese. It is the most 
commonly used language in China. All China's national minority peoples have their own languages 
except the Hui and Manchu.  

China is a multi-religious country. China's main religions are Buddhism, Taoism, Islam, 
Catholicism and Protestantism and so on. It has over 100 million followers of various religions, more 
than 100,000 sites for religious activities, about 300,000 religious personnel and over 3,000 religious 
associations. These associations manage 76 religious schools and colleges to train religious personnel. 
 
I.4 Political System and State Structure  

The people's congress system is China's fundamental political system. With the principle of “All 
power in China belongs to the people”, the people exercise state power through the National People's 
Congress (NPC) and the local people's congresses. The people's views can be collected and the people 
can administer state affairs through the people's congresses. NPC are responsible to formulate and 
revise the Constitution, basic laws and other laws of the state. 

The multi-party cooperation and political consultation under the leadership of the Communist Party 
of China is a basic political system in China. Cooperative relations between the CPC and other 
political parties are based on the principle of "long-term coexistence and mutual supervision, treating 
each other with full sincerity and sharing weal or woe."  

The NPC is the highest organ of state power in China. It consists of deputies elected by all the 
provinces, autonomous regions, municipalities directly under the Central Government, special 
administrative regions and the armed forces. The NPC and its Standing Committee are empowered 
with the rights of legislation, decision, supervision, election and removal. The President of the People's 
Republic of China is the Head of State, as well as the supreme representative of China both internally 
and externally. The president is subordinate to the NPC and directly receives instructions from the 
supreme organ of State power. 
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The State Council of the People's Republic of China, namely the Central People's Government, is 
the highest executive organ of State power, as well as the highest organ of State administration.  The 
State Council follows the system of premier responsibility in work while various ministries and 
commissions under the State Council follow the system of ministerial responsibility.   

The central administrative system in the People's Republic of China includes: the central 
administrative organs under the system of the National People's Congress and the leadership of the 
central administrative organs over local administrative organs at various levels. The central 
administrative organ is the State Council, which is composed of the General Affair Office, 28 
ministries and commissions, 17 directly affiliated organs and 7 working offices, and some directly 
administered institutions. 

The local administrative system refers to the systems and practices of establishing administrative 
regional divisions and setting up local administrative organs in order to facilitate the implementation 
of local administration. At present, China was divided into 23 provinces, 5 autonomous regions, 4 
municipalities directly under the Central Government, and 2 special administrative regions (Hong 
Kong and Macao). 

 
I.5 Education and Sports 

China has implemented nine-year compulsory education policy. This policy operates in 90 percent 
of China's populated areas, and illiteracy in the young and mid-aged population has fallen from over 
80 percent down to five percent. The system trained some 60 million mid- or high-level professionals 
and near 400 million laborers to junior or senior high school level. Net elementary school enrolment 
has reached 98.9 percent, and the gross enrollment rate in junior high schools has reached 94.1 percent. 
China’s government pays much attention to the education and the proportion of the overall budget 
allocated to education has been increased by one percentage point every year since 1998 
("Development", n. d.). According to the data from the MOF, the public expenditure on education 
accounts for 16.8% of the total expenditure in 2012. 

China’s government emphasizes on the national physique and health level, proposing promotion of 
sport activities. In recent years, the expenditure on public sports gyms and free exercise instruments 
has been rising. As the foundation of national fitness, the government attaches great importance to 
physical education at school. Most schools have professional physical educators and exercise facilities. 
The latest survey of the national physique on body shape, physical function and physical quality 
showed a great increase in the average level of physique especially in the children and teenagers.  
China has become a major world sports power. Due to the high development on sports and economy, 
Beijing held the 2008 Olympic. Traditional sports with distinct Chinese characteristics include martial 
arts, Taijiquan, shadow boxing, Qigong, Chinese chess and Weiqi encirclement chess. China’s 
competitive sports include table tennis, badminton, weightlifting, diving, gymnastics, shooting, etc. 

 
I.6 Tourism and Transportation 

China has rich tourist resources, including high mountains, elegant rivers, springs and waterfalls, 
rich and varied folk customs, rare species, scenic spots and historical sites, distinctive opera, music 
and dance, and world-famous cuisine (“Market”, n. d.). There are millions of foreign tourists travelling 
to China every year. According to the forecast of World Tourist and Travel Council (WTTC), China's 
travel industry size may grow with average annual rate of 10.4 percent over the next 10 years and 
China would rank top fourth tourist industry power around the world. The World Tourism 
Organization projects that by 2020 China would be the top one tourist destination and fourth largest 
country with huge number of citizens travelling abroad every year. 

With the enormous public expenditure on construction, Chinese public infrastructure is advanced 
and convenient. The transportation net is covering the whole nation. With regard to airport, there are 
airports in every main city and international airports in many large cities.  

With regard to railway, China spends a large amount of expenditure and utilizes the advanced 
technology to establish several high-speed rail ways to connect among the huge cities. The quality and 
high speed shock the world.  

With regard to highway, so far, Beijing and Shanghai have been linked by major highways, 
chiefly expressways, to the capitals of all provinces and autonomous regions of China, creating 
highway connections between over 200 cities. There is the National Expressway Network Plan, whose 
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aim is to establish an expressway system connecting all capitals of provinces and autonomous regions 
with Beijing and with each other, linking major cities and important counties. The network will have a 
total length of about 85,000 km, including seven originating in Beijing, namely the Beijing-
Shanghai, Beijing-Taipei, Beijing-Hong Kong-Macao, Beijing-Kunming, Beijing-Lhasa, Beijing-
Urumchi, and Beijing-Harbin expressways (“Highways”, n. d.). 

Some parts of Chinese territory are beside seas. Ocean shipping is a significant transportation 
way in the international trade. China is an export-oriented country, so the construction of ports is 
crucial and beneficial to the economy. With regard to ports construction, China placed much effort on 
it, especially strengthened the container transport system, concentrating on the construction of a group 
of deep-water container wharves at Dalian, Tianjin, Qingdao, Shanghai, Ningbo, Xiamen and 
Shenzhen, and thus laying the foundations for China's container hubs (“Ports”, n. d.).  
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II. Overview of Macroeconomic Activity and Fiscal Position  
 

China’s economy has realized a rapid growth over the last 10 years. GDP has increased 4 times, 
ranking second in the world as of 2011 (Xu, 2012). In 2012, faced by the challenges of the slow 
economic recovery of US and the persistent weakness of the world economy caused by Europe's 
sovereign debt crisis, China’s growth rate of GDP fell to 7.8%, the lowest in the recent 13 years. 

In order to tackle the crisis and promote steady and rapid economic growth, China’s government 
made timely and decisive adjustments to the focus of macro-economic control, implementing a 
proactive fiscal policy and a moderately easy monetary policy. In brief, the Chinese economy is 
relatively stable and full of vitality in the world. However, China faced many challenges in the 
economic and social development, including unbalanced development, excess production capacity, 
resource conservation and environmental protection, overheated housing market, etc (Wen,2013). 
 
II.1 International Environment  
 
II.1.1 Trade Balance 

China joined the World Trade Organization (WTO) in 2001. During the past decade, China has 
quickened its integration into the global economy while its foreign trade has been further invigorated. 
For a long time, China has a trade surplus in the international market because of its competitive 
advantage of low price. Figure 1 shows the imports and exports during 2008-2012. During the past 
five years, China's import and export volume grew by an annual average of 12.2% and rose from third 
to second place in the world. China has become the largest exporter in the world, and its international 
market share increased by over two percentage points over 2007. China's import and export mix 
improved, and its status as a trading power was further strengthened (Wen, 2013). 

With the international market was still under recovery due to the global financial crisis, the exports 
faced a greater downward pressure and its growth rate presented a falling trend. With regard to 
imports, the demand for energy and resource products rose. However, as the domestic demand 
remained weak, the total imports were lack of progress. 

The total value of imports and exports in 2012 reached 3,866.8 billion US dollars, increased by 6.2 
percent over 2011. Among this amount, the exports accounted for 2,048.9 billion US dollars, up by 7.9 
percent, and the import account for 1,817.8 billion US dollars, up by 4.3 percent. The balance of 
imports and exports was (exports minus imports) 231.1 billion US dollars, up by 4.9% over the 
previous year (“Statistical Communiqué”, 2013). 

 

Figure 1: Imports and exports, 2008-2012  

 
Source: National Bureau of Statistics of China (2013) 

 

Table 1 shows the general situation of international trade. Among the exports, mechanical and 
electronic products account for the largest part and Foreign-funded companies are main sources. That 
can be explained by high proportion of processing and assembling trades in electronic products’ 
exports. China is at the low-end of this industry’s international market. 
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Table 1: Total Value of Imports and Exports and the Growth Rates in 2012 
(100 million USD)

Item Value Increase over 2011 (%) 
Total import and export of goods 38668 6.2 
  Exports 20489 7.9 

Of which: General trade 9880 7.7 
            Processing trade 8628 3.3 

Of which: Mechanical and electronic products 11794 8.7 
            High & new-tech products 6012 9.6 

Of which: State-owned 2563 -4.1 
            Foreign-funded 10227 2.8 
            Others 7699 21.1 
  Imports 18178 4.3 

Of which: General trade 10218 1.4 
            Processing trade 4812 2.4 

Of which: Mechanical and electronic products 7824 3.8 
            High & new-tech products 5068 9.5 

Of which: State-owned 4954 0.3 
            Foreign-funded 8712 0.8 

Others 4512 17.2 
Trade surplus (exports minus imports) 2311 — 
Source: National Bureau of Statistics of China(2013)    

Table 2 illustrates the structure of exports in 2012. The most prominent data is the coal exports 
volume, which decreased by 36.8% over 2011. This great drop may be explained by the decreasing 
export quotas of coal and weak international demands. Containers are the other industry whose exports 
volume decreased, with the rate of 23.5%. The top 3 expanding export industries in value are handheld 
mobiles and car telephones, furniture and motor vehicles. 

 
Table 2: Main Export Commodities in Volume and Value and the Growth Rates in 2012 

Item Unit Volume 
Increase 

over 
2011(%) 

Value 
(100 million 

USD) 

Increase 
over 2011 

(%) 
Coal (including lignite) 10000 tons 926 -36.8 16 -41.6 
Rolled steel 10000 tons 5573 14.0 515 0.5 
Textile yarns and textile articles ---- — — 958 1.2 
Clothes and clothing accessories ---- — — 1591 3.9 
Footwear ---- — — 468 12.2 
Furniture ---- — — 488 28.7 
Automatic data processing machines and 
components 10000 sets 183275 -0.1 1853 5.1 

Handheld mobiles and car telephones 10000 sets 101447 15.9 810 29.1 
Containers 10000 units 248 -23.5 84 -26.1 
Liquid crystal display panels 10000 units 316650 29.7 363 22.9 
Motor vehicles  10000 sets 99 20.1 127 27.5 

Source: National Bureau of Statistics of China (2013)    

Table 3 lists the main import commodities in 2012. Among the total imports, the import volume of 
aluminum oxide increased by 165.7% over 2011, and cereals and cereal flour rose by 156.7%. And the 
demand for energy and resource products increased, with the growth rate of 29.8% in coal and 11.2% 
in soybean. However, the demand for the raw material of industry dropped. The imports volume of 
rolled steel decreased by 12.3% compared with 2011. 
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Table 3: Main Import Commodities in Volume and Value and the Growth Rates in 2012 

 
Volume 

(10000 tons)
Increase over 2011 

(%)
Value 

(100 million USD) 
Increase over 

2011 (%)
Cereals and cereal flour 1398 156.7 48 134.2 
Soybean  5838 11.2 350 17.6 
Edible vegetable oil 845 28.7 97 25.6 
Iron ore 74355 8.4 956 -15.0 
Aluminum oxide 502 165.1 18 133.3 
Coal (including lignite) 28851 29.8 287 20.2 
Crude oil 27102 6.8 2207 12.1 
Petroleum products refined 3982 -1.9 330 0.6 
Plastics in primary forms 2370 2.9 462 -2.2 
Paper raw material of industry 1646 14.0 110 -7.5 
Rolled steel 1366 -12.3 178 -17.5 
Copper and copper alloys 465 14.1 386 4.9 

Source: National Bureau of Statistics of China(2013)   
 

Table 4 demonstrates the regional distribution of imports and imports in 2012. US, EU, Hong Kong 
(China), ASEAN and Japan were the major transaction countries and regions. Greatly influenced by 
the sovereign debt crisis, the international trade between China and UN performance fatigue and even 
the exports to EU fell by 6.2% over 2011. The trade between China and India shrank, with -5.7% in 
imports and -19.6% in exports respectively.  

 

Table 4: Imports and Exports by Major Countries and Regions and the Growth Rates in 2012 
(100 million USD)

Country or region Exports Increase over 2011 (%) Imports Increase over 2011 (%) 
United States 3518 8.4 1329 8.8 
European Union 3340 -6.2 2121 0.4 
Hong Kong, China 3235 20.7 180 15.9 
ASEAN 2043 20.1 1958 1.5 
Japan 1516 2.3 1778 -8.6 
Republic of Korea 877 5.7 1686 3.7 
India 477 -5.7 188 -19.6 
Russia 441 13.2 441 9.2 
Taiwan, China 368 4.8 1322 5.8 

Source: National Bureau of Statistics of China(2013)   
 
II.1.2 International Investment Position  

The net international investment position measures the difference between a country's  external 
assets and liabilities.  Table 5 illustrates the international investment position of China from 2008-
2012.  

At the end of 2012, the net international investment position reached 1.74 trillion US dollars. And 
the external financial assets totaled 5.17 trillion US dollars, while its external financial liabilities stood 
at 3.44 trillion US dollars. The reserve assets exceeded 3.39 trillion US dollars, accounting for 65 
percent of its external financial assets.  

Attracting Foreign Direct Investment (FDI) to promote the domestic economy is an effective 
method. With the stable environment, good infrastructure, large domestic market and low labor costs, 
China has become one of top priority of foreign investments. At the end of 2012, FDI in China 
reached 2.16 trillion US dollars, accounting for 63 percent of the country's external financial liabilities. 
Foreign portfolio investment reached 336.4 billion US dollars and other investment hit 942.6 billion 
US dollars. 
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Table 5: The time-series data of International Investment Position of China 
                                   (100million USD)

Item end-2008 end-2009 end-2010 end-2011 end-2012 

Net position 14938 14905 16880 16884  17364 
A. Assets 29567 34369 41189 47345  51749 

1.Direct investment abroad 1857 2458 3172 4248  5028 
2.Portfolio investment 2525 2428 2571 2044  2406 
3.Other investment 5523 4952 6304 8495  10437 
4.Reserve assets 19662 24532 29142 32558  33879 

B. Liabilities 14629 19464 24308 30461  34385 
1.Direct investment in China 9155 13148 15696 19069  21596 
2.Portfolio investment 1677 1900 2239 2485  3364 

2.1 Equity securities 1505 1748 2061 2114  2622 
2.2 Debt securities 172 152 178 371  742 

3.Other investment 3796 4416 6373 8907  9426 
Source: State Administration of Foreign Exchange (2013) 

 
In 2012, there established totally 24925 enterprises with FDI in non-financial sectors, decreased by 

10.1 percent over 2011. And the foreign capital actually utilized was 111.7 billion US dollars, 
decreased by 3.7 percent (“Statistical Communiqué”, 2013).  

 

Table 6: Foreign Direct Investment in Non-financial Sectors in 2012 

Sector Enterprises
Increase 

over 2011 
(%)

Actually Utilized 
Value 

(100 million USD) 

Increase 
over 2011 

(%)
Total 24925 -10.1 1117.2 -3.7 
Of which: Agriculture, Forestry, Animal Husbandry and 

Fishing 882 2.0 20.6 2.7 

Manufacturing 8970 -19.3 488.7 -6.2 
Production and Supply of Electricity, Gas and Water 187 -12.6 16.4 -22.6 
Transport, Storage, Post and Telecommunication Services 397 -3.9 34.7 8.9 
Information Transmission, Computer Services and 

Software 926 -6.8 33.6 24.4 

Wholesales & Retail Trade 7029 -3.2 94.6 12.3 
Real Estate 472 1.3 241.2 -10.3 
Leasing and Business Services 3229 -8.2 82.1 -2.0 
Services to Households and Other Services 192 -9.4 11.6 -38.2 

Source: National Bureau of Statistics of China (2013)   
 
At the same time, “going out” to participate the global competition is an inevitable trend. By 

investing abroad, companies could take advantage of the global resources efficiently and improve their 
competitive capacity in order to get accustomed to the globalization and earn a place in the world as 
soon as possible. According to “China Foreign Direct Investment Statistics Bulletin of 2012”, the flow 
of outward FDI from China in 2012 achieved at 87.8 billion US dollars with the growth rate of 17.6%, 
which made China become one the three countries with largest investment abroad. 
The accumulatedamount of net outward FDI had achieved at 531.9 billion US dollars, amount to about 
10% of US’s amount. There were 16 thousand Chinese companies investing abroad and establishing 
22 thousand subsidiaries, branches or joint ventures in 179 foreign countries. The major industries 
include leasing and business services, financial, mining, wholesale and retail sales, manufacturing, 
transportation, warehousing and the postal service, and construction. 

At the end of 2012, the outbound direct investment in the financial sector hit 502.8 billion dollars, 
accounting for about 10 percent of external financial assets. Portfolio investment reached 246.6 billion US 
dollars for 5 percent, while other investment hit 1043.7 billion US dollars for 20 percent (seen from Table 5). 
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According to the “Statistical Communiqué on the 2012 National Economic and Social 
Development”, in 2012, the overseas direct investment (non-financial sectors) by Chinese investors 
was 77.2 billion US dollars, up by 28.6 percent over 2011. And the accomplished business revenue 
through contracted overseas engineering projects was 116.6 billion US dollars, up by 12.7 percent, and 
the number of labor forces sent abroad through overseas labor contracts was 512 thousand, an increase 
of 13.3 percent over the previous year. However, the major oversea investments are put to developing 
countries, especially Asian countries. 

 
II.1.3 Balance of Payment   

In 1994, China reformed the foreign exchange system, combined the RMB exchange rates, adopted 
the bank exchange settlement system and set up a unified inter-bank foreign exchange market. On this 
basis, China included the foreign exchange business of the foreign-invested enterprises in the bank's 
exchange settlement system in 1996. On December 1, 1996, China formally accepted Article 8 of the 
Agreement on International Currencies and Funds, and realized RMB convertibility under the current 
account ("Renminbi and foreign," 2005). However, RMB capital account is still under the control up 
to now. The surplus of international trade of China could be reflected by the surplus of current account 
and the rising reserve assets. Table 7 illustrates the balance of payments of 2012 issued by the State 
Administration of Foreign Exchange. The surplus of current account was 193.1 billion US dollar in 
2012, among which, the surplus of goods was 321.6 billion US dollar, deficit of service was -89.7 
billion US dollar, deficit of income was -42.1 billion US dollar and the surplus of current transfer 
accounted 3.4 billion US dollar. Compared with the 2011, the surplus of current account shrank 
slightly. The deficit of capital and financial account is -16.8 billion US dollar. Of which, capital 
account was 4.3 billion US dollar surplus while financial account showed the deficit of -21.1 billion 
US dollar. Direct investment in China surpassed the direct investment abroad greatly. With regard to 
the reserve assets, it increased by 96.6 billion US dollar. 
 
Table 7: Balance of Payments, 2012 
                  (100million USD) 

Item Balance  Credit Debit 
I. Current Account 1,931 24,599 22,668  
  A. Goods and Services 2,318 22,483 20,165  
    1.Goods 3,216 20,569 17,353  
    2.Services -897 1,914 2,812  
  B. Income -421 1,604 2,026  
    1. Compensation of Employees 153 171 18  
    2. Investment Income -574 1,434 2,008  
  C. Current Transfers 34 512 477  
II. Capital and Financial Account -168 13,783 13,951  
  A. Capital Account 43 45 3  
  B. Financial Account -211 13,738 13,949  
    1.Direct Investment 1,911 3,079 1,168  
      1.1Abroad -624 234 857  
      1.2In China 2,535 2,845 311  
    2. Portfolio Investment 478 829 352  
    3.Other Investment -2,600 9,829 12,429  
III. Reserve Assets -966 136 1,101  
IV. Net Errors and Omissions -798 0 798  
Source: State Administration of Foreign Exchange (2013) 

 
According to the data issued by the State Administration of Foreign Exchange of China, the 

external debt had reached 737 billion US dollars until the end of 2012, among which, medium and 
long-term debt totaled 196 billion for 27 percent of total debt and short-term debt hit 541 billion for 73 
percent. The appreciation of RMB and the relatively low interest rate of external loans can explain the 
high ratio of short-term debt. However, the ratio of short-term external debt to foreign exchange 
reserve was 16.33% and the ratio of external debt to GDP was 8.96%. Those indicators were regarded 
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safe (“External debt”, 2013). The ratio of external debt to GDP fell gradually from 14% in 2002, and 
maintained below 10% in recent years. 
 
Figure 2: The ratio of external debt to GDP from 2002 to 2011 

(%) 

 
Source: State Administration of Foreign Exchange (2013) 

II.1.4 Foreign Exchange System   
In 1994, China began to adopt the single, managed floating exchange rate based on market supply 

and demand, with the unification of RMB’s official exchange rate and swap market exchange rate. 
Before 2005, the exchange rate declined slightly, even maintained the same rate of 8.28 during 1998-
2004. Then in July 2005, China moved into a managed floating exchange rate regime based on market 
demand and supply with reference to a basket of currencies. The exchange rate has been allowed to 
move within a gradually wider band, i.e., from a daily band of 0.3 percent against the US dollar at the 
start of the reform in 2005, and to 0.5 percent in 2007(Hu, 2010), then to 1 percent in 2012. Figure 3 
shows the exchange rate of RMB yuan to US dollars during 1994 to 2012. In the last decade, the RMB 
yuan appreciated greatly. At the end of 2012, the exchange rate was 6.31 RMB to 1 USD, an 
appreciation by 2.3 percent over that at the end of 2011. 
 
Figure 3: Exchange rate of RMB yuan relative to US dollar, from 1994 to 2012 

 
Source: World Bank.  http://data.worldbank.org/indicator/PA.NUS.FCRF?page=3 
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Although RMB appreciated continually, the exports surplus was still large. As the result, the 
foreign exchange reserves rose steadily. At the end of 2012, China’s foreign exchange reserves 
reached 3,311.6 billion US dollars, an increase of 130.4 billion US dollars as compared with that at the 
end of 2011. However, the growth rate decreased. 

 
Figure 4: Foreign Exchange Reserves and the Growth Rates, from 2008 to 2012 

 
Source: National Bureau of Statistics of China (2013) 

 

II.2 Domestic Environment 
Since China's reform and opening up, China has maintained steady and fast economic development. 

Domestic environment is stable and with vigor and vitality. In the past five years, GDP increased from 
26.6 trillion yuan to 51.9 trillion yuan, and now ranks second in the world (after U.S.). Government 
revenue went up from 5.1 trillion yuan to 11.7 trillion yuan and a total of 58.7 million urban jobs were 
created. At the same time, the per capita disposable income of urban residents rose by an annual 
average of 8.8%, and the per capita net income of rural residents rose by 9.9% (Wen, 2013). 
 
II.2.1 Economic Growth  

China’s economy has realized a rapid growth over the last 10 years with GDP increased 4 times, 
which surprises the world. In 2012, the gross domestic product (GDP) was 51,932.2 billion yuan, up 
by 7.8 percent over the previous year. This growth rate is the lowest one during the recent 13 years. 

 
Figure 5: Gross Domestic Product and the Growth Rates, 2008-2012 

 
Source: National Bureau of Statistics of China (2013)   
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According to “Bulletin on the Preliminary Verification Data of GDP in 2012”, among the total 
GDP, the value added of the primary industry was 5,237.4 billion yuan, up by 4.5 percent, that of the 
secondary industry was 23,516.2 billion yuan, up by 7.9 percent and the tertiary industry was 23,140.6 
billion yuan, up by 8.1 percent. The value added of the primary industry accounted for 10.1 percent of 
the GDP, that of the secondary industry accounted for 45.3 percent, and that of the tertiary industry 
accounted for 44.6 percent. 

 
Table 8:  Verification Data of GDP in 2012 

 
Total at Current Price 

(100 million yuan )
Growth Rate at  

Constant Price (%) Composition (%) 

Gross Domestic Products 518942 7.7 100.0
Primary Industry 52374 4.5 10.1

Farming, Forestry, Animal Husbandry, 
and Fishery 52374 4.5 10.1

Secondary Industry 235162 7.9 45.3
Industry 199671 7.7 38.5
Construction 35491 9.3 6.8

Tertiary Industry 231406 8.1 44.6
Transport, Storage, and Post 24960 7.0 4.8
Wholesale and Retail Trades 49394 10.4 9.6
Hotel and Catering Services 10464 8.0 2.0
Financial Intermediation 28723 10.0 5.5
Real Estate 29005 3.8 5.6
Others 88860 7.9 17.1

Source: National bureau of Statistics of China (2013) 

  
II.2.2 Money Supply 

To tackle the global economic downturn, China implemented pro-active fiscal policy and 
moderately loose monetary policy to expand domestic demand to offset the influence from the global 
recession from 2008. According to the data issued by the National bureau of Statistics of China, by the 
end of 2012, money supply of broad sense (M2) was 97.4 trillion yuan, up by 13.8 percent over the 
previous year. Money supply of narrow sense (M1) was 30.9 trillion yuan, up 6.5 percent. Cash in 
circulation (M0) was 5.5 trillion yuan, up 7.7 percent (“Statistical Communiqué”, 2013). 

At the end of 2012, the savings deposit in Renminbi and foreign currencies in all items of financial 
institutions reached 94.3 trillion yuan, up by 14.1% over 2011. While loans hit 67.3 trillion yuan, up 
by 15.6% over 2011. Total domestic loans reach 63.2 trillion yuan, up by 14.7% over 2011, among 
which, domestic short-term loans account for 42%, domestic medium and long-term loans account for 
58%.  

 

 Table 9: Savings Deposit and Loans at the end of 2012 
(100 million yuan)

Item Year-end figure Increase over 2011 (%)
Savings deposit 943102 14.1 

Of which: By households 410201 16.6 
Of which: Deposits in RMB 406192 16.7 
By non-financial enterprises 345124 9.9 

Loans 672875 15.6 
Of which: Domestic short-term loans 268152 23.3 

Domestic medium and long-term loans 363894 9.0 
Source: National bureau of Statistics of China (2013) 

 
 In 2012, funds that were raised through issuing stocks and share rights on stock market hit 584.1 

billion yuan, and funds from corporate debenture bond hit 3.7 trillion yuan with an great increasing 
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rate of 61%. At the same time, the premium received by the insurance companies reached 1,548.8 
billion yuan (“Statistical Communiqué”, 2013). 
 
II.2.3 Investment 

With the pro-active fiscal policy, China’s government issued a four-trillion-yuan (amount to 585 
billion US dollars) stimulus package to bolster domestic demand invested on 10 areas from 2008 to 
2010, including infrastructure construction, low-income housing projects , rural infrastructure and 
people's well-being projects, innovation and industrial restructuring projects, and the reconstruction of 
Wenchuan after earthquake(“China's pro-active fiscal policy”,2009). 

Figure 6 shows the investment in fixed assets from 2008-2012.The total investment in fixed assets 
in 2012 was 37,467.6 billion yuan, up by 20.3 percent over the previous year. The real growth was 
19.0 percent after deducting the inflation. Among the total investment, the investment in fixed assets 
(excluding rural households) was 36,483.5 billion yuan, up by 20.6 percent; and the investment in 
rural households reached 984.1 billion yuan, up by 8.3 percent (“Statistical Communiqué”, 2013). 

 

Figure 6: investment in Fixed Assets, 2008-2012 

     
 Source: National bureau of Statistics of China (2013) 

 

Table 10 illustrates the structure of the investment on fixed assets (excluding rural households) in 
2012. Among the total investment, the investment in the primary industry was 900.4 billion yuan, 
accounting for just 2.5%. The investment on the second industry reached at 15,867.2 billion yuan, 
accounting for 43.5%. And the investment on the tertiary industry was 19,715.9 billion yuan, 
accounting for 54%.  China had given priority to development of the secondary industry under the 
traditional growth mode. However, China is implementing economic transition to more sustainable 
development model. To expand the tertiary industry is one of the contents of transition, so China 
increased the investment on the tertiary industry. 
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Table 10: Structure of Fixed Assets Investment (Excluding Rural Households) in 2012 

Industry Sector Investment 
(billion yuan RMB) 

Ratio of 
Total (%) 

Total Total 36483.5 100
Primary industry Subtotal  900.4 2.5 
  Agriculture, Forestry, Animal Husbandry and Fishing 900.4   
Secondary industry Subtotal  15867.2 43.5 
  Mining 1312.9 
  Manufacturing 12497.1 
  Production and Supply of Electricity, Heat, Gas and Water 1653.6 
  Construction 403.6 
Tertiary industry Subtotal  19715.9  54.0 
  Wholesale and Retail Trade 981.6 
  Transport, Storage and Post 3029.6 
  Lodging and Catering Services 510.2 
  Software 283.4 
  Banking 93.2 
  Real Estate[11] 9235.7 
  Leasing and Business Services 464.5 
  Scientific Research and Technical Service 217.6 
  Management 2929.6 
  Services to Households, maintenance and Other Services 171.8 
  Education 467.9 
  Health and Social Work 264.5 
  Culture, Sports and Entertainment 429.9 
  Public Management, Social Security and Social Organization 636.3 

Source: National bureau of Statistics of China (2013) 

 
II.2.4 Inflation 

Consumer Price Index (CPI) is an index measuring changes over time in the price level of 
consumer goods and services purchased by residents, which comprehensively reflects the changes of 
price level. It is one of the major indicators to measure the inflation of a country. Figure 7 shows the 
CPI chart in China during the recent 10 years. Except 5.9% in 2008 and 5.4% in 2011, on average, the 
prices remained fairly stable. China's inflation rate was much lower than many other emerging 
economies. 

 

Figure7: Consumer Price Index, 2003-2012 

 
Source: World Bank.  http://data.worldbank.org/indicator/FP.CPI.TOTL.ZG 

 
II.2.5 Income 

With the economic development, the income of residents rises correspondingly. According to the 
Report on the Work of the Government of 2013, the per capita disposable income of urban residents 
rose by an annual average of 8.8%, and the per capita net income of rural residents rose by 9.9% (Wen, 
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2013). Figure 8 and 9 witness the income gap between urban area and rural area. In 2012, the annual 
per capita net income of rural households was 7917 yuan, with a real increase of 10.7 percent over the 
previous year deducting inflation. And the per capita disposable income of urban households was 
24565 yuan, up by 9.6% over the previous year.  

 

Figure 8: Per capital disposable income of urban households, 2008-2012 

 
  Source: National Bureau of Statistics of China (2013)   

 
 Figure 9: Per capital net income of rural households, 2008-2012 

 
 Source: National Bureau of Statistics of China (2013)   

 

Similar to most developing countries, the gap between the rich and the poor is relatively broad in 
China. However, it presented a falling trend during the recent 5 years. Figure 10 lists the yearly 
changes of Gini coefficient in the past 10 years.  
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Figure 10: Gini coefficient in the past 10 years 

 
Source: National bureau of Statistics of China (2013) 

 
 II.2.6 Employment 

China is the most populous country in the world with 1.35 billion people. The employment is a 
significant issue for the social stability and fairness. In recent 10 years, China's registered 
unemployment rate in urban areas has remained stable at around its current level of 4.1 percent or so.  

 

Figure 11: Registered unemployment rate in urban areas, 2003-2012  

 
Source: Ministry of Human Resources and Social Security of China 

 
At the end of year 2012, there are totally 767.04 million people owning jobs, among which, the 

number in urban areas was 371.02 million, nearly accounting for half of total employment (“Statistical 
Communiqué”, 2013). The newly increased employed people in urban areas reached 12.66 million in 
2012, with a slow rise trend in recent 5 years. 
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Figure 12: Newly Increased Employment People in Urban Areas, 2008-2012 

 
Source: National bureau of Statistics of China (2013)  

 

 II.3 Fiscal Position 
     With the rapid development of economy, the public revenue rises correspondingly. And China’s 
government took a holistic and balanced approach in implementing fiscal policy. As a result, the 
government deficit dropped from 2.8% of GDP in 2009 to about 1.5% in 2012, and both deficit-to-
GDP and debt-to-GDP ratios remained at a safe level (Wen,2013). In 2012, the total public revenue 
was 11721 billion yuan and the public expenditure was 12571.2 billion yuan. The balance of 
expenditure and revenue is a deficit of 850.2 billion yuan. 
 
II.3.1 Revenue 

Figure 13 illustrates the revenue and its growth rate in recent 5 years. In general, the growth rate of 
revenue surpasses the growth rate of GDP. In 2012, the public revenue reached a total amount of RMB 
11721 billion yuan with an increase of 12.8% over 2011. Among which, the tax revenue achieved 
RMB 10060.1 billion, up by 12.1% and the non-tax revenue contributed RMB 1660.9 billion. 
 
Figure 13: Public Revenue and the Growth Rates, 2008-2012 

 
Source: National bureau of Statistics of China (2013) 

 
In terms of the tax categories, Domestic Value Added Tax accounted for 26.3% of the total tax 

revenue, being China's top one tax type. Business Tax contributed 15.7% and Consumption Tax 
contributed 7.8%. And Import VAT and Consumption Tax was 14.7% of total tax revenue. It could be 
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concluded that China relies heavily on the indirect taxes. With regard to direct taxes, Enterprise 
Income Tax accounted for 19.5% and Individual Income Tax accounted for 5.8%.  

 
 Table 11: Main Taxes Revenue , 2012 

Item 
Tax Revenue(billion 

yuan) 
Share in total 
revenue(%) 

Growth Rate over 
2011(%) 

Total tax revenue 10060.1  12.1
Domestic VAT 2641.6 26.3 8.9
Consumption Tax 787.2 7.8 13.5
Business Tax 1574.8 15.7 15.1
Enterprise Income Tax 1965.4 19.5 12.8
Individual Income Tax 582 5.8 -3.9
Import VAT and Consumption Tax 1479.6 14.7 9.1
Customs Duty 278.3 2.8 8.8
Vehicle Acquisition Tax 222.8 2.2 9
City Maintenance and Construction Tax 312.6 3.1 12.5
Source: Ministry of Finance of China (2013) 
 

II.3.2 Expenditure 
Recently, China’s government have spent a large part of the public revenue on improving the 

quality of people’s life, The government have given priority to education, medical and health care, 
social security and other areas that are important to people's well-being, while controlling regular 
expenditures such as administrative expenses. In 2012, the public expenditure hit 12571.2 billion yuan, 
up by 15.1% over the previous year. And education and social security were the two largest parts 
among the expenditure, accounting for 16.8% and 10% of the total public expenditure respectively. 
The expenditure on education was increased by 28.3% over the previous year. 

 
 Table 12: Main public expenditure, 2012 

Item Tax Revenue 
(billion yuan) 

Share in total 
revenue (%) 

Growth Rate over 
2011(%) 

Total public expenditure 12571.2  15.1
Education 2116.5 16.8  28.3
Science and Technology 442.9 3.5  15.7
Culture, Sports and Media  225.1 1.8  18.9
Health Care 719.9 5.7  12
Social Security and Employment 1254.2 10.0  12.9
Housing Security  444.6 3.5  16.4
Agriculture, Forestry and Water 1190.3 9.5   19.8
Energy efficiency and environmental protection 293.2 2.3  11 
Transportation 817.3 6.5  9
Source: Ministry of Finance of China (2013) 
 

According to the “Statistical Communiqué on the 2012 National Economic and Social 
Development”, by the end of 2012, there were totally 961,830 medical and health institutions in China, 
including 23,005 general hospitals, 37,128 township health centers, 33,646 community health service 
centers, 179,644 clinics, 663,355 village clinics, 3,506 epidemic disease prevention centers and 3,037 
health monitoring institutions. And there were totally 47 thousand various types of social welfare 
institutions, providing 4.298 million beds, accommodating 2,967 thousand persons. Meanwhile, there 
are totally 21.4 million urban residents and 53.409 million rural residents receiving minimum living 
allowances and 5.459 million rural residents receiving five-guarantees supporting.  
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III. Tax Structure 
 
III.1 Overview of China’s Tax System  

So far, there are five important reforms in China’s tax system. The latest one，the 1994’s tax 
reform, is the largest in scale, most comprehensive in scope and most thorough in history. In order to 
comply with socialist market economy, China’s tax system has been further simplified and 
standardizes and unified between domestic and foreign enterprises as well as between urban and rural 
areas. And the tax equality has been improved and its role as a macro-regulator has been strengthened, 
the tax system improved step by step. The tax revenue has remained rapid growth rate in recent 10 
years, powerfully supporting the China’s reform and opening up policy (Liu, 2012). 

Nowadays, there are totally 19 types of taxes in China. According to the nature of objects, the 
current tax system can be divided into 4 categories: Goods and Services Taxes, Income Taxes, 
Property Taxes, Other Taxes. 

 

Figure 14: Chinese Tax system (by category of taxes) 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 
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At the same time, according to the revenue sharing system between the Central Government and 
the Local Government, the tax system can be divided into 3 categories: Central Taxes, Local Taxes, 
and Sharing Taxes. Central Taxes refer to the tax categories whose tax revenues contribute to the 
Central Government’s regular revenue. Local Taxes refer to the tax categories whose tax revenues 
contribute to the Local Government’s regular revenue. And the Sharing Taxes refer to the tax 
categories whose tax revenues should be shared between the Central Government and the Local 
Government. With regard to VAT, the import VAT belongs to the Central Government, and the rest 
parts are divided 75% to the Central Government and 25% to the Local Governments. With regard to 
Enterprise Income Tax and Individual Income Tax, in general, the Central Government and the Local 
Governments share 60% to 40%. With regard to Business Tax and City Maintenance and Construction 
Tax, the part paid by the railway department, the headquarters of various banks and the headquarters 
of various insurance companies belong to the Central Government and the rest belong to the Local 
Governments. As for Resource Tax, the part paid by the offshore oil enterprises to the Central 
Government, and the rest to the Local Governments. And 97% of the Stamp Tax on securities 
transactions contributes to the Central Government, 3% to the Local Governments (Liu, 2012). 
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Figure 15: Chinese Tax system (by level of budget) 
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III. 2 Legal Framework 
 
III. 2.1 Tax Legislation 

According to China's Constitution, the Legislation Law, and the Regulation of the State Council on 
Procedures of Making Rules, the tax legislation of China is mainly made up of Laws, Administrative 
regulations and rules, Departmental rules(Liu, 2012).  

a)  Tax Laws 
According to China's Constitution and Legislation Law, the right of legislation of laws is in the 

charge of the National People's Congress. Only formulated and issued by the NPC or the Standing 
Committee of the NPC, it could be the tax laws. So far, there are 4 tax laws, including, “ Enterprise 
Income Tax Law of the People's Republic of China”, “Individual Income Tax Law of the People's 
Republic of China”, “Vehicle and Vessel Tax Law of the People's Republic of China” and “Law of the 
People’s Republic of China on the Administration of Tax Collection”. 

b)  Administrative Regulations and Rules 
With the authorization of NPC, the State Council could enact and issue the administrative 

regulations and rules concerning taxation. Administrative Regulations and Rules are the main forms of 
China’s tax legislation. For example, “Provisional Regulations of the People's Republic of China on 
Value Added Tax”, “Provisional Regulations of the People's Republic of China on Consumption Tax”, 
etc.  

c)  Departmental Rules 
According to the relevant laws and administration regulations, the Ministry of Finance, the State 

Administration of Taxation, the General Administration of Customs could formulate the departmental 
rules. For example, “the Detailed Rules for the Implementation of the Provisional Regulations of the 
People's Republic of China on Value Added Tax” was formulated by the Ministry of Finance and the 
SAT (Liu, 2012). 
 
III. 2.2 Tax Treaty 

The tax treaties and agreements concluded by Chinese government and foreign government are the 
irreplaceable parts of china’s tax law system. Most of the tax treaties are aiming at avoiding double 
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taxation with respect to income taxes and preventing tax evasion by abusing international transfer 
pricing.  

So far, China has concluded the Tax Treaty for the Avoidance of Double Taxation and the· 
Prevention of Tax Evasion with respect to Taxes on Income (Liu, 2012) with 99 countries, including 
Japan, US, France, UK, etc. In the early days, the Tax Treaties were concluded between China and 
OECD member countries or other advanced countries, and UN Model was applied in most tax treaties. 
However nowadays, OECD model is applied in more and more tax treaties (Wen, 2003). 

With regard to multilateral agreement, China signed the Multilateral Convention on Mutual 
Administrative Assistance in Tax Matters in Aug, 2013, becoming the 56th signatory country. 
 
II.3 Division of Tax administration power 

Nowadays, china’s tax administration tasks are shouldered by three parts, Ministry of Finance, 
taxation authorities and customs authorities. Each performs its own functions respectively. 

Under Ministry of Finance, there are two departments related to tax. One is the Tax Policy 
Department, which takes charge of such tasks as drafting the tax laws, proposing the tax policy 
adjustment plan, participating tax treaty negotiation and drafting the tax treaty and agreement, etc. The 
other is the Customs Department, taking charge of such tasks as studying the policy of custom duty 
and import taxes, drafting the plan and participating customs duty negotiation (Liu, 2012). In brief, 
Ministry of Finance is in charge of the issues about drafting related tax laws, tax policy, tax treaty and 
negotiation rather than collecting and administrating specific tax categories.   

With regard to the custom authorities, they are responsible to collect and administrate the customs duty 
and tonnage dues, to withhold the import VAT and Consumption Tax. The headquarters of the customs 
authorities is the General Administration of Customs, which is a ministry-level organization directly under the 
State Council, managing national customs uniformly. 

With regard to taxation authorities, the headquarters is the State Administration of Taxation (SAT), 
which is a ministry-level organization directly under the State Council. Complying with the revenue 
sharing system, there are two tax systems leaded by SAT at and below the provincial level to take 
charge of taxation administration, namely the state tax bureau system and the local tax bureau system. 
Tax authorities are responsible to administrate and collect 17 tax categories among total 19 tax 
categories. 

There are four levels of the departments of the state tax bureau system, namely the SAT, the offices 
of SAT at provincial level, at the prefecture level, and at the county level. The state tax bureau system 
implements the leadership system of vertical management by SAT, and carries out the vertical 
management in terms of the approval on organization, staffing, funds and leader posts under the 
principle of one-level-down management. 

There are three levels of the departments of the local tax bureau system, namely the local tax 
bureaus at provincial level, at the prefecture level, and at the county level. In general, the local tax 
bureau system is under the dual leadership of the tax authorities at higher level and the governments at 
the same level. The local tax bureaus at provincial are under the dual leadership of the provincial 
governments and the SAT, and mainly under the leadership of provincial governments. That means the 
main functions including management, organization, staffing and funding are under the leadership of 
provincial governments. The local tax bureaus at the prefecture and county level are mainly led by 
senior local tax bureaus, under the vertical management by the local tax bureaus at the province level. 
Figure 16 shows the organization of Chinese Tax System. 
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Figure 16: Organization Chart of Chinese Tax Administration  
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By the end of 2010, there are 61 provincial tax offices, 30 vice provincial tax offices, 1070 prefect 
tax offices, 5440 county tax offices, and 26566 tax branches. As for the staffs, there are 861000 tax 
staffs in total, among which, SAT staffs reach at 464000, accounting for 54% and local tax staffs reach 
at 397000, accounting for 46% (Liu, 2012).  
 
III.4 State of Administration of Taxation (SAT) 
 
III.4.1 Functions 

The major mandates of SAT include: 
a) Drafting the relevant tax laws, regulations and rules, and putting forward suggestions on tax 

policy. 
b) Administration and collection of central taxes, shared taxes and the funds or fees with the efforts 

to collect them in full. 
c) Involved in studying macro-economic policy and division of tax power between the Central and 

Local Governments and proposing suggestions on how to control the macro-economy by means 
of taxation. 

d) Organizing and carrying out tax administration system reform, formulating tax administration 
procedures, monitoring the implementation of tax laws, regulations and tax policy, instructing 
and monitoring the work of the local tax bureaus. 

e) Drafting the long and medium term plan of tax revenue and studying the tax sources, improving 
the analysis of the tax revenue, and organizing the tax reduction and exemption matters. 

f) International exchange and cooperation, participating the tax relation negotiation, draft signing 
and executing the treaty. 

g) Conducting vertical leadership over the SAT offices across the country, assisting the provincial 
governments in dual leadership over the local tax bureaus (Liu, 2012). 
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III.4.2 Organization 
There are 14 administrative departments within SAT. The organization of SAT is not only 

organized based on functions, but also on types of taxes and types of taxpayers. For example, such 
departments as Tax Service Department, Tax Investigation Department and so on are set up based on 
functions. Such departments as Goods and Services Tax Department, Income Tax Department, 
Property and Behavior Tax Department are set up based on types of taxes. And Large Enterprise Tax 
Department is the one based on types of taxpayers. 

 

Figure 17: Main Organization of SAT 

 

 

 

 

 

 

 

 

 

 

 
Source: State Administration of Taxation, summarized by the author 
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III.5 Process of taxation   

According to “Law of the People’s Republic of China on the Administration of Tax Collection”, 
taxpayers are required to register in tax offices within 30 days after receiving business license. During 
business, taxpayers should keep the books and accounts. They are required to file returns on or before 
due date. Even if the profit is zero or negative, taxpayers are asked to file tax returns. After tax 
officials auditing the tax return, tax payers are required to pay tax with statutory limits. Deferring will 
bring fine for delaying payment of 0.5‰ per day. Tax authorities have the obligation to return the 
overpayment tax and have the rights to recover the less payment tax. The tax preservative measures 
and compulsory enforcement measures could be implemented according to legal procedure when 
taxpayers insist refusing to pay tax and want to hide and transfer property after informed to pay within 
additional rectification period. Tax audit includes following procedure, case selection, preparatory 
examination, advance notice, desk/field/ counterpart audit, finalization, and execution.  

During the whole process, taxpayers have the right to request for appeal. If the applicants object to 
tax collection actions，they should request for administrative reconsideration first. The applicants 
may put forward the application for administrative reconsideration within 60 days after being notified 
of the administrative action. In general, the reconsideration organization is the senior tax authority of 
the original tax office that did the taxation action that applicant regard illegal or improper. And if they 
would like to request for administrative reconsideration, they should pay taxes and overdue fines or 
provide relevant guarantees in time before application. Only after the taxpaying is confirmed by the 
tax authorities，the applicants may request for administrative reconsideration within 60 days starting 
from the date of confirmation. After receiving the application，the reconsideration authority shall 
examine it within 5 days and make a decision on whether to accept it. The reconsideration authority 
should make the decision of reconsideration within 60 days after accepting the application. And Only 
if the applicants disagree with the decision of the administrative reconsideration，they then might 
appeal to the court within 15 days. 
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Except tax collection actions, applicants may request for administrative appeal or directly appeal to 
the court. 

 

Figure 18: Procedure of requesting for administrative reconsideration 

 

 
 
Source: “Rules for taxation administrative reconsideration”, summarize by the author  

 

III.6 Tax Informationization 
In order to enhance efficiency and improve the tax collection and administration, Chinese 

government pays great attention to the tax informationization. As one of 12 gold projects of 
national E-government plan, “Gold Tax” project had completed project I and project II stages during 
1994 to 2001, and has developed into the implementation stage of golden-tax project III. 

So far, the wide area network of “Gold Tax” has covered 5 levels of tax offices, including SAT, tax 
offices at provincial level, at prefect level, at county level, even to the tax stations. The tax 
administration information systems have covered the whole procedure of collection and administration 
of most tax types. The taxation business process has realized overall informationization and at the 
same time, the tax offices can monitor, analyze, and query the relevant information during the process 
to support making decisions. Through matching the information of input VAT invoices that claim a 
credit for VAT deduction with the information of output VAT invoices whose VAT output had been 
paid, the tax evasion and tax fraud on VAT have been attacked and destroyed greatly. And the taxation 
information could be shared within different tax application systems to avoid the repeating wastes on 
information acquisition, storage and management. The taxation information would realize the 
centralization in the SAT.  

The information exchange with third party has been pushed forward. Nowadays, tax authorities can 
share the certain information with banks, customs and other government sectors. As the result, the 
efficiency and quality of tax administration has been increased significantly. 
 
III.7 Brief Introduction of Main Taxes  
 
III.7.1 Valued Added Tax (VAT) 

Nowadays, VAT is popular around the world because it is easy to collect and more neutral. VAT 
was introduced into China after implementing the reform and opening-up policy at the end of the 70s. 
There were a series of tax reforms complying with the principle of broad tax base, neutral nature and 
simplification. After the latest revision of “Provisional Regulations of the People's Republic of China 
on Value Added Tax” was implemented in 2009, the input VAT of fixed asset could be deducted. This 
reform can delete the double taxation of equipment purchase and lower the tax burden. Nowadays, in 
order to further resolve the double taxation problem and improve tax system, China has implemented 
VAT Pilot Project to replace Business Tax with VAT in the transportation sectors and some modern 
service sectors. 

VAT has become the major source of fiscal revenue for the Central Government. Domestic VAT 
accounted for 26.3% of total tax revenue in 2012, being the largest component. VAT is levied on the 
added value occurred when selling goods and providing services and on the value of imported goods. 
The main tax legislation is the "Provisional Regulations ofthe People's Republic of China on Value 
Added Tax" and Detailed Rules for Its Implementation. 
a) Taxable items and tax rates 

In general, the basic tax rate of VAT is 17%. The low tax rate of 13% is just levied on limited 
goods. The zero tax rate is applied on export goods. Table 13 shows the taxable items and tax rate of 
VAT. 
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Table 13:  Taxable items and tax rates of VAT 
Coverage of collection Tax Rate (%)  

1. Crude oil, mine salt and goods other than those listed above 
basic tax rate:17% 

2. Taxable services 
l.  Products of agriculture, forestry and animal husbandry, aquatic products 

low tax rate:17% 

2. Edible vegetable oil and food grains duplicates 
3. Tap water, heating, cooling, hot air supplying, hot water, coal gas, liquidized petroleum gas, natural 

gas, methane gas, coal/ charcoal products for households use 
4.  Books, newspapers, magazines ( excluding the newspapers and magazines distributed by the 

post department) , video and audio products, electronic publication 
5. Feeds, chemical fertilizers, agricultural chemicals, agricultural machinery and plastic covering 

film for farming; 
6. Dressing metal mineral products, dressing non-metal mineral products, coal, industrial salt and 

edible salt. 
Exportation of goods (except those prohibited from exportation and restricted from importation 

by the State) 
0% 

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 

b) Computation of tax payable 
Taxpayers of VAT are divided into two types: normal taxpayers and small taxpayers determined by 

tax offices according to the sales.  With regard to the normal taxpayers, they need to separately 
calculate the output tax and the input tax for the current period. And the difference between the output 
tax and the input tax is the actual amount of VAT payable. With regard to small taxpayers, the more 
simple method is applied, tax payable = Sales Value ×3%. 

In order to balance the tax burden of import goods and domestic goods, the import goods should be 
levied on the import VAT and customs are responsible to withhold it. Tax payable = (Customs 
completion price + Customs Duty + import Consumption Tax)× Applicable VAT rate. 

If the exporters export the goods that are applicable of 0% rate, they may apply to the tax 
authorities for the input tax refund on those goods exported. At present, the refund rates consist of 
6grades, 17%, 16%, 15% ,13%, 9%, and 5%. And as for the goods purchased from small taxpayers, 
the refund rate is 3% (Liu, 2012). 

The VAT assessable period shall be one day, three days, five days, ten days, fifteen 
days, one month or three months, determined by tax offices according to taxpayers’ tax payable and 
other criterions. 

 
c) Threshold and exemptions 

Threshold of VAT is special for the self-employed businessmen and other individuals. The 
threshold has been increased to 5000-20000 yuan sales value per months or 300-500 yuan sales value 
every time since 2011. So the small self-employed businessmen can enjoy more tax preference. 

The exemptions are limited, including: the self-produced primary agricultural products sold by 
agricultural producing units and individuals, contraceptive medicines and devices, antique books 
purchased from the public, instruments and equipment imported for direct use in scientific research and 
experiment, import materials and equipment granted by foreign governments or international 
organizations, oversea donations to support the poverty relief and charity cause, the special articles 
imported for exclusive use of the disabled, sales of used goods. 

There are a number of tax preferences on agricultural goods, recycling goods, energy conservation 
and emissions reduction services, software sector, medical and healthy sector, disabled employment, 
etc.  
d) Invoiced based 

China is adopting invoice based VAT. Due to the advanced IT technology, most invoices are issued 
by the special IT equipments. When the taxpayers would like to deduct the input tax, the VAT Invoice 
Matching System would trace the corresponding output tax invoice through the information of the 
input tax invoice. And only after the corresponding output invoice is checked and the information is 
matched up, the deduction is permitted in the tax return. As a result, the tax evasion and tax fraud 
cases on VAT have decreased significantly.  
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III.7.2 Consumption Tax 
The main tax legislation of Consumption Tax is the "Provisional Regulations of the People's 

Republic of China on Consumption Tax" and Detailed Rules for Its Implementation. 
Consumption Tax is levied on some specific consumer goods in addition to VAT, called as 

Exercise Tax in some countries. Excise tax can not only increase revenue but also influence on the 
public health, environmental protection, and consumption moral. Different countries regulate different 
taxable items of Consumption Tax for different purposes. 

In China, the taxable items can be classified into 5 categories. One, goods whose over-consumption 
would damage people’s health, society safety and environment, such as alcohol, tobacco, 
firecrackers and fireworks. Two, non-necessities of life, such as cosmetics, valuable jewelry and jade. 
Three, energy-intensive consumption, such as automobiles and motor cycles. Four, non-renewable and 
non-replaceable scarce resource, such as gasoline, diesel oil and so on. Five, general consumption 
goods that have broad tax base and would not impact the basic living standard if levied, for example, 
auto tyre (“Textbooks of Certified Tax Agents”, 2013).    
a) Taxable items and tax rates 

The current taxable items include 14 items. Table 14 illustrates the specific items and its tax rate. 
 

Table 14:  Taxable items and tax rates of Consumption Tax 
Taxable items Tax Rate (%) 

1.  Tobacco 
     Grade A Cigarettes Sales×56%+0.003 yuan per piece
     Grade B Cigarettes Sales×36%+0.003 yuan per piece
     Wholesale of Cigarettes 5%
     Cigars 36%
     Cut tobacco 30%
2.  Alcoholic drinks and alcohol 
     white spirits  Sales Value x 20% + 0. 5 yuan per 500g( ml)
     yellow spirits  240 yuan per tonne
     beer of class A  250 yuan per tonne
      beer of class B  220 yuan per tonne
     other alcoholic drinks  10%
     alcohol  5%
3.  Cosmetics 30%
4.  Precious jeweler, pearls, jade and stones 5%,10%
5.  Firecrackers and Fireworks 15%
6.  Finish oil products 0.8 yuan/litre, 1 yuan/litre,1.4 yuan/litre
7.  Auto tyre 3%
8.  Motor cycle 3%,10%(with cylinder capacity) 
9.   Automobile 1%,3%,5%,9%,12%,25%,40%(with cylinder capacity)  
10.  Golf and tools 10%
11.  High -class watches 20%
12.  Yachts 10%
13.  One-off wood chopsticks 5%
14.  Wood floor 5%

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 

 

b) Computation of tax payable 
The computation methods of tax payable of Consumption Tax are composed of ad valorem and 

specific duties. Seen from table 13, some items apply the ad valorem, so tax payable= sales value× 
applicable tax rate. Some items apply specific duties and tax payable= sales quality× applicable tax per 
unit. However, some items apply compound methods, and tax payable= sales value× applicable tax 
rate＋sales quality× applicable tax per unit, such as, cigarettes and white spirits. 

In order to balance the tax burden of import goods and domestic goods, some import goods should 
be levied on import Consumption Tax and customs are responsible to withhold it. Tax payable = 
(Customs completion price +Customs Duty)÷(1- Applicable tax rate). 
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The Consumption Tax assessable period shall be one day, three days, five days, ten days, fifteen 
days, one month or three months, determined by tax offices according to taxpayers’ tax payable and 
other criterions. 

 
III.7.3 Business Tax 

The main tax legislation of Business Tax is the "Provisional Regulations of the People's Republic 
of China on Business Tax" and Detailed Rules for Its Implementation. Business Tax is levied on 
turnover when taxpayers provide taxable service, transfer intangible assets or sell real estate. In belief, 
goods should be levied on VAT, while most service should be levied on Business Tax in China.  
a) Taxable items and tax rates 

There are nine kinds of services whose providers should pay Business Tax. Different flat rates are 
adopted on different services. 

 

Table 15:  Taxable items and tax rates of Business Tax 
Taxable items  Tax rates (% ) 

I. communications and transportation  3 
2. construction  3 
3. financial and insurance businesses 5 
4. post and tele-communications 3 
5. culture and sports  3 
6. entertainment  5-20 
7. services  5 
8. transfer of intangible assets  5 
9. sales of immovable properties 5 

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 

b) Computation of tax payable 
The tax payable is calculated based on the turnover of services. Tax payable= Turnover 

×Applicable tax rate  
 

III.7.4 Enterprise Income Tax 
The main tax legislation of Enterprise Income Tax is the "Law of the People's Republic of China on 

Enterprise Income Tax" and Detailed Regulations for Its Implementation. Enterprise Income Tax is 
levied on operation income and other income of enterprises in China. There are more than 30 million 
enterprises in China. Enterprise income Tax is a significant tax type in China, accounting for 19.5% of 
total tax revenue. 
a) Taxpayers 

The taxpayers of Enterprise Income Tax are divided into resident enterprises and nonresident 
enterprises. The resident enterprises include the enterprises established by law in the territory of China 
and the enterprises established by foreign laws but with the effective management situated in the 
territory of China. Non-resident enterprises include the enterprises established by foreign laws and 
with the effective management situated abroad but with establishment or place in China and the 
enterprises with income sourced within China but without establishment or place in China (Liu, 2012). 
b)  Objects of taxation 

The objects of taxation of resident enterprises are not only their income sourced within China but 
also the one sourced from foreign countries. That means resident enterprises should pay the Enterprise 
Income Tax on their worldwide income. The incomes include operating income, transferring property 
income, dividends income, interest income, rent income, franchise royalties income, donation income 
and other income. 

The objects of taxation of non-resident enterprises are divided into two types. With regard to non-
resident enterprises established by foreign laws and with the effective management situated abroad but 
with establishment or place in China, the object of taxation is the income of establishment or place 
sourced within China and the income sourced abroad but actually connected to the establishment or 
place in China. With regard to non-resident enterprises with income sourced within China but without 
establishment or place in China or those that have establishment or place in China but the income is 
not connected with their establishment or place in China, the object is just the income sourced within 
China. 
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c) Tax rate 
Before 2008, “Income Tax Law of the People’s Republic of China for Enterprises with Foreign 

investment and Foreign Enterprises” was applied to levy Enterprise Income Tax on foreign enterprises, 
while “Provisional Regulations of the People’s Republic of China on Enterprise Income Tax” was 
applied on domestic enterprises. Although the nominal tax rate is same, namely 33%, a great deal of 
tax preferences was provided to foreign enterprises. As a result, the effective tax rate of foreign 
enterprises is 11%, about half of the one of domestic enterprises, which is 22% (Zhou, 2006). In order 
to balance the development and enhance the equity, China combined the two tax laws with the 
uniform “Enterprise Income Tax Law of the People's Republic of China” since 2008. The tax policy is 
equal to foreign and domestic enterprises. 

The basis tax rate is 25%, which is levied on the income of resident enterprises and non-resident 
enterprises whose incomes are actually connected to their establishment or place in China.  

The low tax rate is 20%, which is levied on the non-resident enterprises that have no establishment 
or place in China or the income is not connected to their establishment or place in China. However, the 
actual tax rate is 10% because of tax preferences (“Textbooks of Certified Tax Agents”, 2013).   .  
 
III.7.5 Individual Income Tax 

The main tax legislation of individual Income Tax is the "Individual Income Tax Law of the 
People's Republic of China” and Detailed Regulations for Its Implementation. Individual Income Tax 
is levied on individuals rather than families in China.  
a) Taxpayers 

The taxpayers of Individual Income Tax are divided into resident individuals and nonresident 
individuals. The resident individuals include the individuals that have domicile in China and the 
individuals that have no domicile in China but have resided in China for one year or more. The 
nonresident individuals refer to the individuals without domicile in China who never live or have lived 
in China less than one year. 
b) Objects of taxation 

With regard to the resident individuals, in general, the objects of taxation are their world-wide 
incomes. With regard to the nonresident individuals, the objects of taxation are only their incomes 
sourced within China. 

 China implements the classified income tax system. There are 11 taxable items of Individual 
Income Tax, including salary income, self-employment operating income, contract operating income, 
personal service income, remuneration income, franchise royalties income, transferring property 
income, dividends and interest income, rent income, incidental income and other income. Different 
items are applied by different tax rates and computation methods.  

With regard to the salary income, there is the progressive tax rate system with 7 grades from 3% to 
45%. Employers are responsible to withhold the income tax every month. The threshold is 3500 yuan 
per month. 

 

Table 16:  Tax rate of salary incomes 
Grade Monthly Taxable Income Tax Rate(%) Quick Deduction 

1 Income of 1500 yuan or less  3 0 
2 That part of income in excess of 1500 to 4500 yuan 10 105 
3 That part of income in excess of 4500 to 9000 yuan 20 555 
4 That part of income in excess of 9000 to 35000 yuan 25 1005 
5 That part of income in excess of 35000 to 55000 yuan 30 2755 
6 That part of income in excess of 55000 to 80000 yuan 35 5505 
7 That part of income in excess of 80000 yuan 45 13505 

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 

 

  With regard to self-employment operating income, the annual taxable income is calculated by gross 
operation income minus costs, expenses, taxes and losses. There is the progressive tax rate system 
with 5 grades from 5% to 35%. 

 

 
28

javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);
javascript:void(0);


Table 17: Tax rate of self-employment operating income 
Grade Annual Taxable Income Tax Rate(%) Quick Deduction 

1 Income of 15000 yuan or less  5 0 
2 That part of income over 15000 but not over 30000 yuan 10 750 
3 That part of income over 30000 but not over 60000 yuan 20 3750 
4 That part of income over 60000 but not over 00000 yuan  30 9750 
5 That part of income over 100000 yuan  35 14750 

Source: “Tax System of the People’s Republic of China” (Liu, 2012) 

 

With regard to contract operating income, the annual taxable income is calculated by gross 
operation income minus the necessary expenses. The tax payable is calculated by applying the same 
progressive tax rate as table 17. 

Except above three kinds of individual income, other 8 taxable items are applied to the flat tax rate 
of 20%. With regard to personal service income, remuneration income, franchise royalties income and 
rent income, the taxable income is calculated by gross income minus specific deduction. With regard 
to transferring property income, the taxable income is calculated by transferring income minus original 
value, expenses and taxes. With regards to dividends and interest income, incidental income and other 
income, taxable income is the gross income of each payment. 

 In general, the Individual Income Tax is applied by withholding system. However, there are some 
cases that the taxpayers should self-assess and file the return. For example, taxpayers’ annual income 
are more than 12 thousand yuan or taxpayers get salary from two or more employers or taxpayers get 
salary abroad or taxpayers are self-employment businessmen, etc(“Textbooks of Certified Tax 
Agents”, 2013).   
 
III.7.6 Vehicle Acquisition Tax 

China's Vehicle Acquisition Tax is a tax levied on taxpayers when they acquire vehicles by 
purchase, import, denotes, self-consumption on self-products and rewards. The tax base is the taxable 
price of the taxable vehicles and the tax rate is single rate with 10%. The tax payable is equal to the 
taxable price of the taxable vehicles multiple by 10% tax rate. 

The Vehicle Acquisition Tax is administered and collected by the state tax offices. The tax revenue 
is contributed to the Central Government to specially be used on traffic cause. 
 
III. 7.7 Customs Duties 

The main tax legislation of Customs Duties is the "Current Regulations on Import and Export 
Duties of the People's Republic of China”. And the objects of taxation are the goods and articles 
imported and exported through the customs frontier. Customs Duties are collected and administered by 
the customs authorities and contributed to the Central Government’s revenue. 

According to the Regulation, there are import duty rates and export duty rates. The import duty 
rates include most favored nations tariffs (MFN), conventional tariff rates, special treatment tariffrates, 
general tariff rates and duty quota rate (Liu, 2012). As joining WTO, the import duties of China have 
dropped gradually. By 2011, the average MFN tariffs of import duties are 9.6%, among which, 
agricultural products is 15.6% (“Trade profile of China”, n. d.). In actual, the export duties are levied 
on about 20 kinds of goods with low tax rate. 

There are more than 100 countries have conducted the trade treaties or agreements on reciprocal 
duties with China. As a result, basically, China levies the preferential tariff rates on import goods 
(“Textbooks of Certified Tax Agents”, 2013) 
 
III. 7.8 Land Appreciation Tax 

Land Appreciation Tax is levied on the appreciation from the transfer the use rights of lands and 
property rights of the ownership of the buildings on the land and any attached facilities. 

It adopts four levels of progressive rates, including 30%, 40%, 50% and 60%. The threshold is the 
appreciation amount less 20% of the sum of deductible items. The transferring of self-owned ordinary 
residential houses is tax exempted.   
 
 

 
29

javascript:void(0);


III. 7.9 House Property Tax 
Taxpayers are owners, mortgagees, custodians and users of house properties. In one case where the 

tax base is the residual value after the subtraction of 10% to 30% from the original value of the 
property, the tax rate is 1.2%. If the house properties are rented out, the object of taxation is the rental 
income and the rate is 12%. 

The tax is collected on annual basis and paid in installments. The revenue is contributed to the 
Local Government. The house property owned by individuals for non-business use can be exempted 
(Liu, 2012). 
 
III. 7.10 City and Township Land Use Tax  

The objects of City and Township Land Use Tax are the land and the tax base is the area of 
occupied land. The tax rates are different with different regions.   

The tax is collected on annual basis and paid in installments. The revenue is contributed to the 
Local Government. Government, people’s organization, and public used lands are tax exempted.   
 
III. 7.11 Farm Land Occupation Tax 

Farm Land Occupation Tax is levied on the activities of occupating the farm land to build house or 
make other nonagricultural construction. It is levied once when occupation of farm land. And the tax 
revenue is collected by local tax bureau and is specially spent on establishing special agricultural 
development fund, to develop and improve the farm land. 
 
III.7.12 Resource Tax  

Resource Tax is levied on the exploitation of mineral resources or production of salt. The target is 
to promote the reasonable allocation and exploitation of resource and save use of recourse. 

The taxable items include 7 items, crude oil, natural gas, coal, other non-metal ores, ferrous metal 
ores, non-ferrous metal ores and salt.   
 
III.7.13 Vehicle and Vessel Tax  

The taxpayers are the owners or operators of taxable vehicles and vessels. The tax is withheld by 
insurance institutions when receiving mandatory insurance fees. The revenue could support the 
development of local transportation facilities. The related taxation affairs are regulated by “Vehicle 
and Vessel Tax Law of the People's Republic of China”. 
 
III.7.14 Deed Tax 

Deed Tax is one kind of the property taxes. The objects of taxation are the land use rights and 
ownership of houses that are transferred. The tax base is the transaction price or assessment price by 
tax authority. The tax rates range from 3% to 5%. The taxpayers are the individuals or units that 
receive the use rights of land or ownership of houses. 
 
III.7.15 Stamp Tax 

Stamp tax is imposed on the specified economic documents writen or received during the economic 
activities and transactions. The documents include economic contract, property transfer documents, 
business books, and license certification, etc. The collection of Stamp Tax is completed by taxpayers 
themselves, including computing tax, buying revenue stamps, and sticking revenue stamps. 
 
III.7.16 City Maintenance and Construction Tax 

City Maintenance and Construction Tax is an additional tax. The taxpayers are those who should 
pay VAT, Consumption Tax or Business Tax. The tax base is the actual total amount of VAT, 
Consumption Tax and Business Tax. The tax rates are 7%, 5% and 1%, imposed on taxpayers in cities, 
in town and counties, in other areas respectively. The purpose of collection of this tax is to support and 
improve the city maintenance and construction. 
 
III.7.17 Vessel Tonnage Tax 

The objects of Vessel Tonnage Tax are the vessels entering into the ports of China from abroad. 
The tax base is the net tonnage of the vessels. It is collected by customs authorities. There are 67 
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countries and regions that have concluded most-favored nation convention or treaty with China to 
enjoy the preferential rate (Liu, 2012). 
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IV. Country specific Fiscal Issues 
 

China is the most populous, the third largest, multi-ethnic and historic country. It is a quite complex 
and arduous task for China’s government to lead people to develop economy and enhance living 
standards. Since the reform and opening policies, China has realized a rapid growth through 
following the path of socialism with Chinese characteristics. However, economic imbalance, 
inefficient economic model, overheated house market, incomplete social insurance system are the 
difficult issues in China’s economic and social development. 
 
IV.1 Economic Imbalance 

China’s economy has become prosperous and total GDP has ranked second in the world as of 2012. 
However, the imbalance among different districts, among different industries, and among different 
individuals remains a prominent problem. In this paper, Figure 8 and 9 witness the huge income gap 
between urban area and rural area. In 2012, the annual per capita disposable income of urban 
households was 24565 yuan, while the per capita net income of rural households was 7917 yuan. 
According to the data from 6th National Population Census in 2010, the population of urban residents 
increased by 207 million and the population of rural residents decreased by 133 million compared with 
the Population Census in 2000(“6th National Population Census”,2011). It can be conclude millions of 
people have moved from rural to urban areas over the past decade. This migration also can reflect the 
unbalanced development between the rural area and urban area, which attracts rural people to leave 
hometowns to immigrant to cities. The income gaps among different industries are increasing. The 
incomes of people in eastern areas are much higher than one in the middle and western area. The 
wages and fringe benefits of most state-owned monopoly enterprises are much higher than other 
industries. Illustrated by figure 10, the Gini coefficients of the past 10 years have exceeded 0.4, with 
the lowest 0.4473 in 2004 and highest 0.491 in 2008. This indicator shows the imbalance among 
individuals or households deviates from a perfectly equal distribution. 

China’s government has implemented the related policies to narrow the urban and rural, regional, 
industrial income disparities. To redistribute the income of high-income class, expand the ratio of 
middle-income class and increase the income of the low-income class, forming the "Olive Shape" 
structure of contemporary social strata, have the significant role in the sustainable development. 
Expanding the ratio of middle-income class and increasing the income of the low-income class would 
receive high public supports. However, adjusting and redistributing the income of high-income class 
will encounter strong resistance and need strong determination and well-designed policies from the 
government. China’s government has been designing a set of effective measures to solve this 
imbalance. The policies will be all-round, including reforming household registration system, 
improving the social insurance system, and reasonably redistributing income through tax and transfer 
payment system, etc. 
 
IV.2 Inefficient Development Model 

Chinese industry has leapt forward since reform and opening up. At the primary stage of 
development, the present development pattern promoted the economic recovery and soar. However, 
there are no methods and models that are effective for ever. It is time to consider in terms of long-term 
development and reexamine the model in the new circumstances. The present economic pattern is 
characteristic of the imbalance on driven force and structure. 

 
a) Rely on investment and exports  

With regard to the driven force, there are two main features of China’s traditional development 
model: investment-driven and export-oriented. Figure 19 and 20 show the ratio of exports of goods 
and services to GDP and the ratio of gross capital formation to GDP respectively. Both of two 
indicators of China are much higher than US and Japan. China’s economic development relies heavily 
on investment and exports. 
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Figure 19: Exports of goods and services (% of GDP) 

   
  Source: World Bank. http://data.worldbank.org/indicator/NE.EXP.GNFS.ZS/countries 

 

Figure 20: Gross capital formation (% of GDP) 

 
Source: World Bank. http://data.worldbank.org/indicator/NE.GDI.TOTL.ZS/countries?page=2 

 
The U.S. subprime mortgage crisis and European sovereign credit crisis brought far-ranging and 

deep influence. Meanwhile, population decline and aging issue is troubling many advanced countries. 
As the result, external demands, especially the demands for Chinese manufactures shrank. At the same 
time, there is not enough domestic consumption to absorb the capacity of manufacturing sectors. 
Recently, some industry sectors, such as steel, cement, electrolytic aluminum, have presented excess 
capacity (Zhang, 2013), which would damage the economy. So, the economy mainly driven by high 
public investment and export tends to become more fragile as growing up or faced by global economic 
recession, because it is difficult to find enough external demands to absorb the excess capacity (Ming, 
n.d.). 

 
b) Rely on secondary industry 

There is imbalance on the industrial structure. For a long time, China’s economy has being driven 
by secondary industry, especially heavy industries (Zhang, 2013). China’s ratios of valued added of 
industry to GDP have maintain 45% in the past ten years, while the ratios of Japan are less than 30% 
and the ones of US are less than 25% (World Bank, 2013). At the same time, the development of 
tertiary industry, especially service industries is relatively weak. This feature explains the low 
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elasticity of employment in China (Zhang, 2013). Figure 21 shows the ratio of value added of service 
industries to GDP in China is much lower than the ones of US and Japan.  
 
Figure 21: Services, etc., value added (% of GDP) 

 
Source: World Bank.  http://data.worldbank.org/indicator/NV.SRV.TETC.ZS/countries?page=2  

 

The current development depends heavily on the heavy industries, some of which are along with 
high energy and resources consumption. Meanwhile, Chinese largest population makes the per capita 
natural resources reserves are relative low. Coal, oil, natural gas, mineral resources, and farmland 
reserves etc, could not stand the long-term huge consumption and have to rely on imports. Also, these 
key industries will bring high air, water and land pollution. Nowadays, the pollution situation is quite 
severe in China, becoming the bottleneck of further growth and the vital issue of social livelihood. In a 
word, this extensive expansion model is at the expense of environment and natural resources. Chinese 
resource reserves and ecological environment could not afford it at such expensive costs. 

 
c) Rely on low value added production 

Although China is regarded as the world factory, it just leads the charge as final assembler of 
manufactured goods and electronic goods (ADB, 2013) and its majority products are at the end of 
value chain with low value added. Processing trade accounts around one-half of China’s exports and 
one-third of its imports (Guo &Daiye, 2009). With regard to short-term profits, the rising export 
tradable sectors provide plenty of employment to the low-educated people. However, this kind of trade 
makes limited contribution to the economy with low value added derived mainly from the labor capital. 
Lack of corn technology and world-famous brand is the bottleneck for Chinese manufacturers to catch 
high profit and maintain high market share. The development of technology needs to be pushed 
forward more quickly. The ratio of R&D expenditure to GDP is increasing gradually from 0.9% in 
2000 to 1.97% in 2012. However, it is still lower than the minimum standard of innovation-oriented 
country, which is 2% (Zhang, 2013). 

Nowadays, China is at a critical turning point and only economic transition could assure the 
continuous growth.  

China would speed up the transformation of government functions and adjust the relationship 
between government and market. Market would play the decisive role on social resource allocation 
and government would reduce the intervention (“Decision on major issues”, 2013).  

China would coordinate the roles of investment, exports and private consumption on promoting 
economy. In order to expand domestic demands, on one side, China could improve the social security 
and health insurance system to reduce people’s uncertainty for the future and encourage them to 
consume more at present. On the other side, Chinese companies could try to provide high quality and 
well-acknowledged products and cater to domestic demands.  
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China would allocate more resources from capital-intensive industry to service sectors, promoting 
the harmonious development of the first primary industry, secondary industry and tertiary industry. At 
the same time, China could pay more attention and increase expenditure on R&D to develop high 
technology, moving up the value chain to transfer from labor-intensive and resource-intensive 
production to technology-intensive production. 
 
IV.3 Overheated Housing Market 

According to the data issued by the National bureau of Statistics of China, in 2012, China’s 
housing investment achieved 7.18 trillion RMB with an increase of 14.9%, accounting for 13.8% of its 
GDP. Therefore, the stability and health of the housing market is critical to the whole economic 
development of China. 

In recent years, the increase rate of housing market has far surpassed the economic increase, 
deviating from the normal trend, especially in big cities, for example Beijing, Shanghai, Guangzhou. 
Figure 22 shows the average prices of commodity houses in China from 2002 to 2011. With respect to 
reasons for ever rising housing price, the factors which push up the demand curve include  ever-
increasing disposable income, continual urbanization, strong investment demand, low holding cost, 
and expectation of price rising. The factors which lock-in the supply side include speculative purpose 
and few substitutes. 

 

Figure 22:  Average prices of commodity houses, from 2002-2011 
                                                                                                                       (yuan) 

 
Source: National bureau of Statistics of China 

 

Over high housing price has become the most important concern for Chinese citizens and 
government. Because the housing bubble is one prominent part and characteristic of recent crises, for 
example, the Japanese Financial Crisis, controlling housing price and restraining the housing bubble is 
one of the significant contents for the sake of guarding against the financial crisis (Su &Lin, 2013).  

The Chinese government has been taking property-cooling measures through monetary policies, 
fiscal policies, administrative policies and taxation policies to prevent the housing bubble. For 
example, every family can only buy two apartments at most, the down payment of second house 
increase to 70% and the government increase investment on the government-subsidized housing, etc. 
As for recent tax policies, there are two kinds of taxes related to housing property, including taxes 
levied on transferring housing property and taxes levied on holding housing property. With regard to 
tax policies on transferring housing property, current policies include starting to collect Individual 
Income Tax (Capital Gain Tax) with the rate of 20% on premium of some second-home transactions, 
increasing Business Tax and Deed Tax rate as well as broader tax scope and discriminatory tax 
policies. With regard to tax policies on holding housing property, House Property Tax pilot program 
has begun in Shanghai and Chongqing. 
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IV.4  Taxation Reforms 
China’s tax system has experienced several reforms and played an important role in economic 

development. With the economic system and development pattern’s transition, the tax system should 
be compatible to the socialist market economy. The tax system is required to be improved.   

 
a) Balance the ratio between direct taxes and indirect taxes 

It could be concluded from the structure of taxation revenue that China relies heavily on indirect 
taxes, mainly including VAT, Business Tax and Consumption Tax. This reflects that the tax burden of 
middle and low-income class is relatively high and so the tax rates of indirect taxes have a degree 
regressive characteristic. At the same time, high indirect tax burden would decrease the pre-tax profits 
of some firms, which will impact the enthusiasm of investment. The ratio of direct taxes revenue is 
relatively low, which impact the major functions of direct taxes, namely collecting tax revenue and 
redistributing the income (Liu, 2010). 

However, the issue becomes less and less severe. The ratio of direct taxes to total revenue is increasing 
recently. In 2012, the Enterprise Income Tax and Individual Income Tax accounted for about 25% of total 
revenue, partly resulting from good economic environment and improved tax administration. Improving the 
taxation collection and administration of income taxes and property taxes, and increasing the ratio of them 
is one target of taxation reforms. 

 
b) Replace Business Tax with VAT  

In China, VAT is mainly imposed on taxable goods and Business Tax is imposed on taxable 
service. The taxpayers of service industry should pay Business Tax based on their turnover without 
deduction of their input VAT, which will cause double taxation and enhance their tax burden. In order 
to eliminate double taxation and alleviate the tax burden of service industry, China has implemented 
VAT conversion reform replacing Business Tax with VAT on the transportation industry and certain 
modern service industry since 2012. The reform provides systematic supports for deepening 
professional division of labor and accelerating the development of modern service sectors by 
optimizing the structure of tax system and easing the tax burden, thus promoting the transition of 
economic development model and economic restructuring. This reform shall be deemed as a 
significant content of the goods and labor tax system reform and the structural tax cut measures (Xiao, 
2012). 

 In detail, with regard to tax rates, 17% applies to tangible personal property leasing business while 
6% applies to other modern service sectors, including R&D and technical service, cultural and creative 
industry, logistic and supportive service, and visa consulting service. And transportation industry 
would pay VAT with 11%. Small-scale taxpayers are taxed based on the turnover by 3% rate. 

The tax-reducing effect is remarkable. According to the statistic data, VAT revenue of RMB 
83.606 billion was reduced from January to September of 2013, following the implementation of the 
VAT pilot program (“VAT of RMB”, 2013). The industry scope of this pilot will be expanded orderly 
and gradually.  

 
c) House property Tax reform 

The overheated house market has been the significant target of China’s macro-control. How to cool 
its overheated rising trend and obtain the healthy growth is one of the main objectives of China’s 
government. House Property Tax, as a kind of tax levied on holding house has not been collected on 
individuals in China except for the pilot in Shanghai and Chongqing in 2011. As for Shanghai’s 
specific measures, its major targets include the second or more houses newly bought by the local 
citizens and the houses newly bought by non-local citizens. As for Chongqing, its major targets 
include existing and new single-family commodity houses, new top-grade apartments and the second 
or more ordinary residential house newly bought by the non-local citizens. China’s government is 
studying how to push forward House property Tax reform to curb the pricier property.  
d) Individual Income Tax reform 

In order to decrease the tax burden of low-income taxpayers and more effectively redistribute the 
income, the monthly tax threshold of Individual Income Tax has been raised to 3500 yuan.  

Nowadays, China implements the classified income tax system. There are 11 taxable items of 
Individual Income Tax, with different tax rates and calculation methods. The advantage of this system 
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is tax authorities can administrate and collect Individual Income Tax easily through withholding and 
remitting system, realizing collecting income tax at source. However, it is not good at narrowing 
income distribution gap. And combining comprehensive income system with classified income system 
is popular aroud the world. Except certain special income items, all income items, inculding wage 
income, capital income and other income, are added in total as a tax base. The deduction is differnt 
with the number of depent people and other economic related situation (Gao,2013). This combined 
system could redistribute income disparity more efficiently and China is studying to set up it gradually. 
e) Resource related tax reforms 

With the rapid economic growth driven by extensive expansion, the environment pollution has 
become more and more severe in China. Besides the administrative measures and technology 
innovation, tax policy is another measure. One of the purposes of collecting Consumption Tax is 
environmental protection. It will effectively influence the activities of enterprises if extending the 
taxable scope of Consumption Tax to products with high energy consumption and high pollution 
emission. At the same time, China is studying to speed up Resource Tax reform to control pollution. 
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V. Conclusion: Where We Stand and Where We Go? 
 
China is the most populous developing country. It has the longest history with rich cultural and 
technical heritages. How to lead this big country with a quarter of world population to obtain stability 
and wealthy is an extraordinarily complex and arduous task.  
 
V.1 Achievements  

Based on the weak economic foundation, China has implemented the reform and opening-up policy 
to develop socialist market economy since 1979. As a result, China has realized a rapid growth and its 
remarkable achievements are admirable. GDP has increased 4 times over the last 10 years with the 
average growth rate of 10.7%, ranking second in the world (Xu, 2012). The unemployment has 
maintained at relatively low rate and people’s disposable income has increased continually. 

Due to the large population and low technology level, for a long time, China’s economy has relied 
heavily on exports. The international trade has been strong driven force to the economy, especially 
after China joining in WTO in 2001. China is the largest exporting and second largest importing 
country in the world with the continual trade surplus and high foreign exchange reserve.  

With regard to the tax system, through a series of reforms, China’s tax system has been further 
improved and its role as a macro-control means has been strengthened. The tax revenue has remained 
rapid growth rate, powerfully supporting the China’s economic reform strategy. With regard to fiscal 
expenditure, China’s government focus on improving the quality of people’s life and gives priority to 
education, medical and health care, social security and other areas that are important to people's well-
being, while controlling regular expenditures such as administrative expenses.  

As the economic development and government’s great efforts, people’s living standard obtains the 
great improvement, with poverty rate decreasing greatly, education rate increasing, health care and 
social security improved, and both material and spiritual civilization improved substantially. 
 
 V.2 Issues 

In the international environment of globalization, China is faced by fierce competition and 
unavoidable trade barriers. The profound and lasting impact of the global financial crises increases the 
difficulty of China’s pursuit of sustainable development. At the same time, with the deepening of 
the reform in economic system transformation stage, some underlying problems are getting 
increasingly prominent. In a brief, China’s Reform is entering a difficult phase and the government is 
trying to resolve these difficult issues to achieve smooth economic transition and sustainable 
development. 

Nowadays, it is necessary and crucial to think over and try to resolve some significant issues to 
deepen the economic reform, including economic imbalance among different districts, industries, and 
individuals, inefficient traditional development model (that is investment-driven, export-oriented, with 
extensive expansion and low value-added production), overheated housing market, less efficient 
operation of state-owned enterprises, incomplete redistribution function of the tax system, etc.  If these 
issues would not be handled successfully, the economic transition would be influenced or even 
blocked. The government has well designed the strategies for comprehensive deepening reforms at 
the Third Plenary Session of the 18th CPC Central Committee in Nov, 2013.  
 
 V.3 Future  

As we look to the future, china’s economy will continually maintain the growing trend while the 
growth rate would fall in a certain degree. Based on the current economic foundation, through 
deepening reform, sustainable development could be obtained.  

With regard to economic development pattern, China would try to transfer from labor-intensive and 
resource-intensive development pattern to more healthy and sustainable pattern. In detail, China would 
speed up the transformation of government functions and reduce the government’s intervention to the 
market. And China would expand domestic demands and coordinate the roles of investment, exports 
and private consumption on promoting economy. China would vigorously develop the service industry 
and promote the harmonious development of the first primary industry, secondary industry and tertiary 
industry.  At the same time, China would strengthen R&D capacity and product quality, moving up the 
value chain to produce high value-added and more sophisticated products. 
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With regard to economic imbalance, China’s government proposes the related policies to integrate 
urban-rural development, to optimize the income distribution system, to establish a fairer 
and more sustainable social security and health insurance system, to deepen the reform of state-
owned enterprises and support the healthy development of non-state-owned enterprises. The target is 
to promote social fairness and justice and to improve the well-being of the people 
(“Decision on major issues”, 2013). 

With regard to the economic system, China would stick to the socialist market economy, improving 
the market price mechanism and setting up an unified but open, orderly and competitive modern 
market system with fair, open and transparent rules (“Decision on major issues”, 2013). 

With regard to international trade, China would further advance opening-up. Under the globalized 
environment, China is faced by both challenges and opportunities. The great achievements in 
economic development over the past 3 decades proved the opening-up policy. In the future, this policy 
would be adhered to and be pushed forward.  
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