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Abstract 
Under the dual pressure of China's economic downturn and the decline of residents' final 
consumption, how to use tax policies to increase residents' consumption is particularly 
important. Using the national panel data of provinces and cities from 2005 to 2020, the 
fixed-effect panel quantile regression model is used to analyze the impact of tax burden 
on the consumption of residents of different income groups at different quantiles. The 
study shows that: for urban residents, the indirect tax burden is The 0.2-0.7 quantile is 
extremely unfavorable to the consumption of the middle-income group, and the 
corresponding high-income group is not sensitive to changes in tax burden at the higher 
quantile; for rural residents, the indirect tax burden is only at the 0.9 quantile It has no 
significant inhibitory effect on residents' consumption, but it severely restricts 
residents' consumption in other quantiles, and the inhibitory effect is higher than that of 
urban residents. The direct tax burden has no significant inhibitory effect on the 
consumption of urban residents and rural residents. Based on this, this paper proposes 
that the government can continue to implement measures such as reducing the burden 
of indirect taxes on a larger scale and accurately locating the income groups affected by 
indirect taxes, so as to increase the consumption of residents, especially the 
consumption of middle-income groups. 
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1. Introduction 

China's macro economy is facing unprecedented challenges. China's economic growth rate has 
continued to decline. The economic growth rate has dropped from 9.5% in 2011 to 6.1% in 
2019, which is lower than the 6.4% predicted by the AIIB. The decline in China's economic 
growth rate has attracted widespread attention across the country and the world, and the 
dynamics of economic growth prospects under China's "new economic normal" are also 
worrying. However, China has entered the upper middle-income stage, and its economic growth 
is facing a huge downturn under the "new economic normal"Against the background of 
increasingly prominent problems such as pressure and China's system, structure, 
environmental resources, inequality, and declining consumer demand, more and more scholars 
have begun to explore whether China will fall into the "middle-income trap". Tax policy is one 
of the important tools for national governance and macro-control. 
Resident income and stimulating economic growth play a key role. From the perspective of the 
proportion of consumption in GDP announced by the World Bank, in 2017, Chinese residents' 
final consumption expenditure accounted for less than 40% of GDP, while the US residents' final 
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consumption expenditure accounted for less than 40% of GDP in 2017. Nearly 70%, and China’s 
middle-income group exceeded 400 million in 2018. The low consumption rate and the large-
scale middle-income group with a high consumption tendency make Chinese residents’ 
consumption more sensitive to fiscal and taxation tools; Taxes can reduce price distortions 
caused by taxes, reduce the transfer burden of excessive indirect tax burden on low- and 
middle-income groups, and improve the efficiency of resource allocation, thereby promoting 
residents' consumption and stabilizing economic growth in the long run; In the context of the 
"new economic normal", relative to the use of the policies of investment and export to expand 
domestic demand, and taxation are the powerful tools to promote residents' consumption. So, 
is tax reduction likely to become a powerful tool to increase the consumption of urban and rural 
residents, especially the consumption of middle-income groups? In terms of the above, tax 
reduction can affect residents' consumption in at least three ways: First, to answer this question, 
we need to understand the impact of tax policies on the consumption of urban and rural 
residents. Conduct in-depth empirical research.  
Taking the tax burden as the starting point, this paper analyzes how China's indirect tax burden 
and direct tax burden affect the national and urban residents at different quantiles based on the 
provincial and municipal panel quantile model and rural residents' consumption. Since most of 
the criteria for defining middle-income groups are based on residents' income, the final point 
of discussion in this paper is residents' consumption, and income is the fundamental factor that 
determines consumption. This point of view has been fully demonstrated in classic theories 
such as Keynesian consumption function; and when scholars use relative indicators to define 
the size of the middle-income group, they also use the median income as the benchmark, such 
as 75%-125%, 75%-150% of the median income, etc. Therefore, this paper matches the 
quantile range of resident income to the corresponding quantile range of resident consumption, 
mainly discusses the impact of the tax burden level on the consumption of national residents, 
urban residents and rural residents around the 0.5 quantile, and seeks for different income 
groups. consumption, especially the consumption changes of middle-income groups, for the 
government to use taxation tools to accurately "expand" the "middle-income trap", stimulate 
the consumption of urban and rural residents and provide decision-making reference for 
further tax cuts. 

2. Literature Review 

From the perspective of macro tax burden research, Liao Xinlin and others believe that macro 
tax burden is negatively correlated with social consumption rate. China's current tax burden 
has a greater impact on residents' consumption. When the macro tax burden is positively 
impacted, consumption The rate will show a downward trend [1]. Fan Yixia believes that the 
tax policy should focus on reducing taxes and reducing the sense of tax burden, boosting 
consumption upgrades, promoting the tilt of national income to the resident sector, and 
strengthening its role in improving consumer expectations [2]. Wang Xi et al. used the panel 
vector autoregressive model to find that the overall tax burden in my country is too high, which 
will inhibit residents' consumption, and based on this, they put forward policy suggestions for 
structural tax reduction [3]. From the perspective of enterprise development, Yang Jisheng and 
others believe that technological upgrading is the key to the maintenance of small and medium-
sized enterprises and private enterprises, but whether enterprises can become bigger and 
stronger still requires the government to reduce taxes and burdens [4]. Liu Qiongzhi believes 
that the burden of capital tax will lead to serious capital outflow, affecting the investment 
environment, thereby affecting labor remuneration and wages, and inhibiting residents' 
income[5]. It can be seen that whether it is for residents or enterprises, consumption or income, 



Volume 3 Issue 2, 2022 

DOI: 10.6981/FEM.202202_3(2).0089 

749 

Frontiers in Economics and Management 

ISSN: 2692-7608 

a higher tax burden will have a greater impact on their production activities, affecting the 
consumption environment and investment environment. 
From the perspective of tax structure research, Li Xiangju and others believed that indirect tax 
has a certain inhibitory effect on residents' consumption. Due to the regressive effect of indirect 
tax, low- and middle-income families will bear a larger tax burden, and they found that from 
the source of tax, rural residents The indirect tax burden borne will be greater than that of 
urban residents [6]. Through panel quantile regression analysis, Adachi found that the indirect 
tax burden of low-income earners is relatively higher, and the indirect tax burden of the first 
quantile is about three times that of the third decile [7]. By measuring the income distribution 
effect of indirect tax, Yin Tong et al. found that 80% of the indirect tax on seven categories of 
consumer goods in my country is borne by consumers, and the indirect tax borne by different 
consumption expenditures of different income classes also shows great differences. The 
indirect tax borne by the high-income group is lower than that of the income group. The indirect 
tax borne by the low-income group is the highest at 11.01%, while the indirect tax borne by the 
highest-income group is only 9.36%. Compared with high-income groups, middle-income 
groups have a higher marginal propensity to consume, and relatively low-income groups have 
higher consumption power[8]. They are the leaders and backbone of consumption, but the high 
indirect tax burden significantly hinders the middle- and low-income groups. The consumption 
of income groups is not conducive to the effective transformation of the economy. 
From the perspective of specific tax types, Liu Hua et al. found that value-added tax, 
consumption tax, personal income tax and tariffs will all have a significant inhibitory effect on 
the consumption of Chinese residents. In the case of high tax prominence, tobacco consumers, 
liquor consumers and cosmetics consumers The behavioral tendency of consumers to reduce 
consumption will be higher [9]. Di et al. found that tax reduction can effectively promote 
residential consumption, and their analysis showed that an increase in carbon tax in British 
Columbia would reduce residential natural gas consumption by 6.9% to 10.1% [10]. Borozan 
et al. proposed that in EU countries with less energy consumption, energy tax and energy price 
increases will have a strong impact on the final energy consumption of residents [11]. Jessica 
et al believe that low- and middle-income households bear a higher energy burden than high-
income households [12]. Guo Xiaohui found that my country's labor tax burden and 
consumption tax burden have become important factors that hinder the further expansion of 
residents' consumption [13]. By establishing a counterfactual test, Yang Mo found that the new 
round of individual tax reform has significantly reduced income tax, which has the greatest 
impact on the middle-income group, reducing about 89% of the income tax on wages and 
salaries for the middle-income group [14]. Tian Zhiwei also found that reducing the corporate 
income tax is conducive to increasing the proportion of the income of the lowest income class 
in the total national income [15]. Huang Xiaohong proposed that the tax reform has a strong 
impact on the consumption of the middle-income group; the tax reform should keep the theme 
of tax reduction unchanged, including tax reduction measures such as increasing the exemption 
amount, marginal tax rate and tax grade adjustment to reduce the tax burden of residents and 
stimulate residents' consumption and consumption. Structural upgrade [16]. 

3. Theoretical Mechanism 

Tax policy determines the proportion of income distribution among the government, 
enterprises and residents. Tax is often an economic burden for taxpayers, which will inhibit 
their investment and consumption demand. Therefore, when a country's economy is down, the 
government generally implements tax reduction policies. pull demand. 
First, the tax structure based on indirect tax is prone to tax burden transfer, which reduces the 
consumption capacity of residents as a whole. Since the reform of the tax-sharing system in 
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1994, China's tax structure has always been a compound tax system with equal emphasis on 
turnover tax and income tax. According to whether the tax burden can be directly passed on, 
the compound tax system is generally divided into two categories: direct tax (mainly income 
tax) and indirect tax (mainly turnover tax). The proportion of indirect tax in my country has 
always exceeded that of direct tax, and the tax structure based on indirect tax often makes 
enterprises try to pass on the tax burden to final consumers in various ways, thus reducing the 
consumption capacity of urban and rural residents. 
Second, indirect taxes affect household consumption by changing the relative prices of goods 
and services. Indirect taxes are mainly taxed on goods and services, and taxation will increase 
the relative prices of taxable goods or services, which in turn will have an impact on the 
consumption structure of residents. At the same time, the regressive nature of indirect tax 
aggravates the phenomenon of “reverse” adjustment of income distribution. The regressive 
degree of indirect tax burden among rural residents is higher than that of urban residents, 
aggravating the income inequality between urban and rural residents, and indirectly 
weakening the overall consumption level of residents. 
Furthermore, direct taxes inhibit household consumption. Income level is the fundamental 
factor that determines residents' consumption, and the government's levy of personal income 
tax will have a direct impact on residents' consumption demand through the income effect. For 
example, the government's levy of personal income tax will reduce residents' disposable 
income as a whole, thereby reducing their purchasing power and restraining residents' 
consumption. At the same time, the government's levy of personal income tax will also affect 
the relative income of residents, thereby changing the income gap between residents. If the 
income gap between urban and rural residents continues to widen, it means that more income 
is in the hands of a few high-income groups. According to the law of diminishing marginal 
propensity to consume, the overall consumption level will decrease. Therefore, an appropriate 
increase in the proportion of direct taxes can narrow the income gap of residents, thereby 
increasing the average propensity to consume in the entire country. 
Finally, tax cuts will increase household consumption. Tax reduction can increase the 
disposable income of current residents, increase expected income, reduce the tax burden of 
residents, and then stimulate the consumption of urban and rural residents and expand 
domestic demand. The government can rationally use the income effect of direct tax to adjust 
the income gap, appropriately reduce the tax burden of low- and middle-income groups, and 
improve the overall consumption level of residents. For example, in 2019, China's annual 
personal income tax cuts brought more than 300 billion yuan of new consumption, driving the 
total retail sales of consumer goods to increase by about 1%. At the same time, the government 
can scientifically use the substitution effect of indirect taxes, especially goods and labor taxes, 
to guide urban and rural residents to change their consumption concepts and advocate civilized, 
environmentally friendly, and sustainable high-quality consumption. In addition, due to the 
different income levels and scales of different income groups in urban and rural areas, the total 
amount, structure and level of commodities consumed are different, and there are differences 
in the ability to bear tax revenue. The government should fully consider this situation and make 
policies based on individuals. 

4. Establishment and Analysis of the Model. 

4.1. Variable Selection and Data Description. 
The article selects panel data from 2002 to 2017 in 31 provinces (municipalities and 
autonomous regions) in the country except Hong Kong, Macao and Taiwan regions as data 
samples. The relevant raw data comes from China Statistical Yearbook, China Tax Yearbook and 
EPS database, 31 The tax data of each province includes the data of the cities under separate 
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state planning (Dalian, Ningbo, Xiamen, Qingdao, Shenzhen). Considering the impact of price 
index and the credibility of empirical results, all variable indicators are deflated using the 
consumer price index with 2002 as the base period (2002 = 100); at the same time, in order to 
eliminate the problems of heteroscedasticity and dimension, all absolute variable indicators are 
logarithmic (all the following indicators are logarithmic indicators) to further enhance the 
stationarity of the data. 
In the process of panel empirical analysis, in order to prevent the phenomenon of "pseudo 
regression", the original data is tested for unit root, and the homogeneity unit root test of LLC, 
Breitung and the heterogeneous unit root test of IFS, ADF and PP are used respectively. In the 
homogeneous unit test, it is assumed that the autoregressive coefficients of the unit roots of 
each panel are the same, and the same root assumption may be too strong in practice. Process. 
In the heterogeneous unit root test, each individual can be allowed to have its own regression 
coefficient. The null hypothesis of the heterogeneous unit root is the same as the null hypothesis 
of the homogeneous unit root. There is a unit root, and the alternative hypothesis is that there 
is a certain proportion of units. Root. The output results after the unit root test show that only 
a small part of the data passes the unit root test at the 10% significance level, indicating that 
most of the original data are not stationary. To this end, the first-order difference of the data is 
further performed to see whether the data is stable. If the data is stable and has the same order 
of single integration, the cointegration test can be used to study the long-term dynamic 
relationship between variables. After the first-order difference, the output results of the 
homogeneous unit root and heterogeneous unit root tests for each variable are shown in Table 
4. The results show that each variable passes the unit root test at the 10% significance level, 
indicating that the data are consistent with the first-order difference stationary. Process. Since 
the data satisfies the same order stationary, the cointegration test can be carried out. 

4.2. Build Panel Quantile Regression Model 
This part builds a panel quantile regression model to conduct an empirical analysis of the 
consumption promotion effect of tax cuts and fee reductions in the context of the new dual-
cycle development. The panel quantile regression model is also a weighted minimization 
residual error that modifies the traditional linear panel model. The regression estimation 
method of the sum of absolute values,in the form of: 

 

         itTitTitTiititTit DXDXY ,),|(   .                                 (1) 

 
Among them: Yit is the explained variable, Xit is the explanatory variable, Dit is the control 
variable, βT and θT are the marginal effect parameters at the Tth quantile, and εT, it is the 
unobserved random item. 
In the traditional mean linear model, all sample points are given the same weight in the 
estimation procedure, so the relative importance of the sample points has nothing to do with 
the position of the sample points in the sequence; and in the quantile represented by equation 
(1) In the numerical model, the relative importance of the sample points is constrained by the 
weight of the sample points in the sequence. The sample points within a given quantile level 
are given a higher weight. 
Therefore, the parameters βT, θT and εT, it are actually conditional estimates under the 
conditions of a given quantile and a sample set {Yit, Xit, Dit}. In the estimation procedure, the 
panel quantile model described by equation (1) is estimated by minimizing the conditional loss 
function in equation (2): 
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Among them: WT is the weight of the quantile of T ∈ (1,2,...,M-1,M); LT is the loss function of 
the panel quantile model parameter estimation, LT is expressed by equation (3): 
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The panel quantile model can not only effectively eliminate the normal distribution assumption 
based on the minimum residual square sum panel model for the unobserved residual items;it 
can also analyze the heterogeneity and adjustment of the parameter values at different 
locations in the sample interval. Direction to better reflect the rich information in the sample 
data set. Therefore, this study chooses the panel quantile model for empirical analysis to 
improve the value and accuracy of the research. 

4.3. Descriptive Statistical Analysis 
Due to the existence of the dual economic structure of urban and rural areas in my country, 
there is heterogeneity in urban and rural consumption. If we only analyze the impact of taxation 
on residents' consumption from the national perspective, we cannot truly understand the 
impact of taxation on residents' consumption. Therefore, we should measure the impact of tax 
burden on residents' consumption from the perspectives of urban and rural areas. . Since the 
data in this paper are all based on 20025 and deflated by the consumer price index to avoid 
differences caused by time factors, this paper uses the province-fixed method to perform panel 
quantile regression. 
For the direct tax burden, although the tax burden has an inhibitory effect on the consumption 
of urban residents, it does not pass the 10% significance level. This shows that the proportion 
of direct tax burden is relatively small and has no significant effect on the consumption of urban 
residents. For the indirect tax burden, its impact on the consumption of urban residents is 
negative and significant at the 0.2-0.6 quantile; above the 0.6 quantile, although the impact on 
the consumption of urban residents is negative, the effect is not significant. No matter what 
quantile the indirect tax burden has on residents' consumption, its impact is greater than that 
of the direct tax burden. This may be because China's tax system is mainly based on indirect 
taxes. Based on the pass-through effect of indirect taxes, indirect taxes have a negative effect 
between consumers' immediate consumption and future consumption through the 
"substitution effect", and the indirect tax is strongly regressive. The effect reduces the 
consumption of residents, which is not conducive to the consumption of low- and middle-
income groups; the direct tax also has a pass-through effect, which is not non-existent, but it is 
small and has a small impact on the consumption of residents. For urban residents, indirect tax 
has a significant inhibitory effect on resident consumption in the middle and low quantiles; 
although direct tax has an inhibitory effect, it is not significant. And with the increase of 
quantiles, the consumption effect of indirect tax on urban residents showed a trend of 
increasing first and then decreasing, and the consumption inhibition of middle-income 
residents was the most significant and the inhibition effect was the greatest. At present, my 
country's tax system is regressive, which is not conducive to the expansion of middle-income 
groups. As the income level rises, the overall tax burden borne by households is decreasing. Li 
Xiangju calculated the per capita disposable income of urban, rural, and floating households, 
and analyzed the tax burden of households, and further found that the overall regressive nature 
of my country's tax system is still obvious, but the individual income tax is still progressive. This 
may be because indirect taxes can usually be passed on by raising the price of goods or services, 
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and ultimately borne by consumers. For example, when the government collects taxes from 
manufacturers or suppliers, manufacturers often embed the relevant taxes in the prices of 
goods and services, thereby passing on part or all of the tax burden to consumers. At present, 
China still implements a tax system mainly based on indirect tax. In 2018, the proportion of 
indirect tax in my country is still as high as 58.75%. However, from an international perspective, 
most developed countries rely on direct tax as the main body, mainly taxing property and 
income, such as In the United States in 2017, direct taxes accounted for 96.29%, and indirect 
taxes accounted for only 3.71%. Marx put it eloquently on this: "Indirect taxes make every 
individual unaware of how much he has paid to the state, while direct taxes hide nothing, they 
are levied openly, and even the most ignorant can see at a glance. In addition, it is worth noting 
that for China, the direct tax payment is lower, and the direct tax share is not statistically 
significant in the empirical results, but it still shows a suppressive effect. 
In terms of the control variables of urban residents, the income level of urban residents is 
higher, but the impact on the consumption of different income groups is also different. 
Residents in the middle and low income stage have a higher marginal propensity to consume, 
and as the quantile rises, their marginal propensity to consume decreases; for high-income 
residents, income will not have a significant effect on consumption, because high the basic 
consumption of the income group has been met. Since most of the income is concentrated in the 
hands of a few people, that is, the high-income group, when the tax burden changes, the increase 
or decrease in the income of the high-income group will not affect their consumption. For 
middle- and low-income groups, it is completely different. They have a high propensity to 
consume, but their income levels are not high. Changes in indirect tax burdens will indirectly 
reduce their income by affecting commodity prices, thereby reducing consumption; direct tax 
burdens by deducting residents' personal income, the income of residents will be directly 
reduced, which will have a greater impact on residents' consumption, which is not conducive 
to expanding domestic demand and stimulating residents' consumption. In terms of the 
proportion of the number of people in education, this paper selects the ratio of the number of 
students in secondary and higher education to the resident population, and the results show a 
significant inhibitory effect at the 0.3-0.5 percentile. This is because college students have 
almost no source of income during their studies, the salary level after graduation is not high, 
and they face greater social pressure, so it is difficult to stimulate consumption in a short period 
of time. 

5. Research Conclusions and Policy Implications 

This paper uses 2005-2020 provincial and municipal panel data and panel quantile regression 
methods to analyze the impact of tax burden on the consumption of national, urban and rural 
residents, and draws the following conclusions: Indirect tax burden and direct tax burden are 
at low, medium and low scores. It has a significant inhibitory effect on the consumption of 
national residents. For urban residents, the indirect tax burden at the 0.2-0.7 quantile is 
extremely unfavorable to the consumption of the middle-income group, and the corresponding 
high-income group at the higher quantile is not sensitive to changes in tax burden; for rural 
residents, , the indirect tax has no significant inhibitory effect on residents' consumption only 
at the 0.9th quantile, but it severely restricts residents' consumption at other quantiles, and the 
inhibitory effect is higher than that of urban residents. The direct tax burden has no significant 
inhibitory effect on the consumption of urban residents and rural residents. 
Based on the previous conclusions, this paper proposes the following policy recommendations: 
First, continue to implement larger-scale tax cuts, especially measures to reduce indirect taxes. 
Indirect tax has a significant inhibitory effect on household consumption, while direct tax does 
not have a significant inhibitory effect on consumption. Therefore, it is necessary to optimize 
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the tax system structure, reduce the proportion of indirect tax in the tax system and strengthen 
the role of direct tax in the tax system. Gao Peiyong proposed that increasing the proportion of 
personal income tax and property tax in direct tax can reduce the tax burden of low- and 
middle-income earners, narrow the income distribution gap between residents of different 
strata, thereby improving residents' consumption ability and willingness to consume , which is 
conducive to the development of tax policy. It plays a "regulatory role" in the distribution of 
residents' income, thereby avoiding the "intergenerational cumulative effect" of unfair income 
distribution, reducing the burden on residents and reducing the "tax pain index" of the public. 
Second, accurately locate the income groups affected by indirect taxes, and effectively stimulate 
the consumption of middle-income groups. Since the middle-income group is the main force of 
consumption and has a high propensity to consume, the tax burden of the middle- and low-
income groups, especially the urban middle- and low-income groups, should be appropriately 
reduced, and small and low-profit enterprises and individual industrial and commercial 
households should be given tax burdens. Moderate tax incentives can effectively stimulate the 
income of middle-income groups to increase and release residents' consumption. Third, 
increase financial subsidies in rural areas and give appropriate tax incentives to enterprises 
investing in and building factories in rural areas, so as to promote employment of rural 
residents, make full use of rural surplus labor, improve employment levels and wage rates in 
rural areas, and increase rural residents’ income , and strive to promote the transformation of 
low-income groups in rural areas to middle-income groups, increase immediate consumption, 
and achieve stable economic growth. 
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