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The Effects of Financial Structure on Urban-rural Income Gap

Viewed through Economic Growth and Urbanization
LIU Guanchun (Fudan University, 200433)
Abstract: From the perspectives of economic growth and urbanization, this paper proposes several hypotheses
on how financial structure affect urban-rural income gap combining with the stylized facts of Chinese economy,
and then use a panel data of 29 provinces over 1996 —2015 to conduct empirical analysis. Theoretical analysis
shows that owing to the distinct availability of urban and rural residents for financial services, financial structure
has a direct impact on their income disparity. Meanwhile, through the function of credit allocation, financial
structure plays important roles in the processes of economic growth and urbanization, and then has indirect
effects. The results find that increasing the ratio of direct financing has a direct negative impact on urban-rural
income gap, and indirect negative impacts through economic growth and urbanization are proved. More
importantly, the intermediated role of urbanization is stronger than that of economic growth. Therefore,
releasing the controls on financial markets helps shrink the urban-rural income gap in China.
Keywords: Financial Structure, Urban-rural Income Gap., Economic Growth, Urbanization
JEL: E44, G00, O18
KERE L W

(E#% 16 17)

Which Drives the Fixed Asset Investment? VAT or EIT?

An Evaluation of the Tax Policy in Northeast China
LIU Yi, HOU Sijie (Peking University, 100871)
GENG Chun (Central University of Finance and Economics, 100081)
Abstract: In 2004, a tax policy was introduced in three provinces in Northeast China to implement the
EIT accelerated depreciation and the consumption VAT transformation. The effect of this tax policy on
corporate fixed asset investment is discussed in this article, based on a DDD method and the data of
1998 —2006 from the China Industry Business Performance Database. The cross effect of the policies on
different taxes are studied through an analysis of fixed asset pricing, input tax deduction and pre-tax
deduction of income tax during different periods of tax policies. The long-term effect of tax policies on
business performance is also discussed. The empirical research indicates that the income tax accelerated
depreciation policy drives the corporate fixed asset investment, while the VAT policy does not play a
significant role in practice because of issues like off-balance accounting and increase-based tax refunding. In this
case of two parallel policies, the VAT policy even offset some effect of the EIT policy. In the long term, fixed
asset investment solely driven by tax policies cannot improve business performance in an effective way, because
such corporates lack the inherent growth incentive, thus resulting in an overheated investment landscape.
Keywords: Fixed Asset Investment, Income Tax Accelerated Depreciation, VAT Transformation, Business
Performance
JEL: D21, H25, M41
WAEGE & W
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