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ABSTRACT

The scope of VAT Reform has been extended since it experiments in Shanghai.
And as planned, Service Industry would be entirely included in VAT system at the end
of 2015.Because of the specialty of financial service, research on the effect of the VAT
Reform in financial industry has been more and more popular. However, an important
factor was overlooked among almost all researches—the Market Power. Generally,
commercial banks occupy powerful position in the market. As market power may
related to tax shifting, it is extremely essential to take market power into account.

Firstly, we calculate banks’ market power. Then, by empirical analysis, we proved
that market power do make a difference, as well as analyze the relationship between
diversification and price. At last, we measure tax burden and how price reflects.

According to empirical and predictive analysis, we arrive at conclusions which are:
(1)In China, banking system owns competitive market power, and it has a marked
impact on tax shifting: when tax burden rises, banks those with higher market power
would claim higher price. And after VAT reform launches: (2) Comparing with banks
owing similar market power, banks offer diversified services would claim higher price.
(3) Tax burden of commercial banking is likely to increase, the amount is affected by
several factors. (4) Effects of reform would be asymmetrically allocated: banks tend to
shift their tax burden to achieve the same profit level. Especially for SOBs, whose
market power is pretty competitive. Consequently, consumers may bear the most losses.

Basic on the conclusions, we recommend that:(1)in the process of VAT reform, it
IS necessary to decide reasonable tax rate & base, ensuring that tax burden stays the
same. Moreover, paying enough attention to tax collection and tax accounting is
essential. (2)As for supporting polices, the focal point is to manage the loss caused by
market power of commercial banks: for instance, augmenting the access to capital
raising of SMEs, as well as encourage fair completion in financial market.

Key words: VAT Reform; Market Power; Tax Shifting
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