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Simulation of the Macroeconomic Effect of China’s Large—scale Tax Reduction Policy:
Revision of the Outlook of China’s Macroeconomy in 2019 and 2020

Research Group of the China Quarterly Macroeconomic Model

( Center for Macroeconomic Research Xiamen University Xiamen 361005 Fujian)

Abstract: The Xiamen University research group released its 27th forecast based on the China Quarterly Macroeco—
nomic Model ( CQMM) at Xiamen University Malaysia on October 25 2019. The forecast covered China’ s main macroeco—
nomic indicators in the second half of 2019 and the whole of 2020 following up on the trend of China’ s economy amidst the
China-U. S. trade frictions. It also simulated the relevant macroeconomic effect of China’ s current large—scale tax reduc—
tion policy. The results show that China’ s GDP growth rate would continue to decline and the magnitude of decline would
largely depend on the developmental direction of the China-U. S. trade frictions. Further subject to the policy orientation
of " cost reduction" for enterprises the large—scale tax reduction policy in China hasn’t effectively encouraged enterprises
to increase their investments in the context of increasing uncertainty over external market demand and growth in domestic
consumption. Therefore considering the increasing uncertainty over external market and the slowdown of the domestic
market due to factors such as the high household debt ratio slow growth of actual disposable income and difficulty in narro—
wing the income gap the research group recommends that the focus of the tax reduction policy be shifted from enterprises to
households. With such a shift the positive macroeconomic effects generated by personal income tax reduction at the same
scale will be more significant.
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