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The regional dimension

Shaanixi Province

The Rest of China
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Sectoral structure of output and employment (%)
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Factor endowment

Shaanxi as % of China

Population Labor forece
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The position of Shaanxi in the Western development

I
e The economic size and the growth rate are at the forefront, but the
living standard of the people is relatively low in the western region.
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The feature of the model

e 2 Regions - Shaanxi province and rest of
China

e 32 production sector and 2 representative
household by rural and urban

e 5 production factors

— agricultural land, capital, agricultural labor,
production worker, and professionals

e Comparative static
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Production and Factor market

Structure of Production

XP

Domestic

Suppl
/({T—> pply
—

Export

SECTOR OUTPUT

CES

CES Production Cost-Minimizing

Input Bundle

KEL Capital-Labor-Energy

Bundle

CES
Capital-Energy

Labour Input Bundle KE

Bundle AL

an

Labour Demand
by type

CES

Energy Bundle

e

Energy Demand by type

Capital -Land

Capital

/X

Land
K T

N\

Non-Energy Intermediate
Input Bundle ND

LEONTIEF

composite composite composite
goods 1 goods 2

XA




Production and Factor market

Capital and labor forces are fully mobile
across sectors

Imperfect interregional factor mobility
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Interregional Trade and International Tade

International Trade
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Income Distribution and Demands

Capital revenues
Land revenues
Labor income
Tax

Transfers
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Income Distribution and Demands
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Two governments

Local government

Central government

Extra-budget Public Sector
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Macro Closure

the government budget

aggregate savings and investment

the balance of payments.
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DEE

the benchmark data set: two regional SAM
Shaanxi SAM
ROC SAM

The benchmark year: 1997
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The macro SAM for Shaanxi, 1997

1 2 3 4 5 6 7 8 9 10 1
od Gt G Total
Comodity (40) Adivity(40) Fedos))  Huseholds Erterprises ExtrabLcget/systen RC  ROW
gemet gwemet Aooount
1 | Commudity(40) 20,647,074 656355 10024 23765 10223% 5461 70¢ ABAGX
2 | Adivity(40) 26,7746/ 3125 6204X 8&AX BIRBT7E
3 | Fudos 11,6404z 11,649142
4 | Houshods 83365 P2 ZHBAX 95193%
5 Enterprises 32B471 326411
6 | Lo ot 507,624 263F A 6007E 1,487,8%
7 | Grter et RIE  5BAL B TH 647,5%
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9 | Cupital Acoourt 2PN0E 206726 24K 2205 127466 20450 5461703
10 | Restofthe Courtry 75408 1A
1 | Retoftherd 560,96 62,98
Total UBAGE BIB7E NGO 951936 326477 1M78E 6475 1023% 5461 70C 75408 5298
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Tax system

e The current tax system embody a number of
serious distortions

— Nominal tax burdens are high
— Compliance rate Is low

— Inequality or unfairness across ownership,
iIndustry and region
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Simulations Design

e Scenario 1

Trade liberalization: elimination of trade-related
distortion
— zero tariff
— unification of import VAT rates across sectors
e Scenario 2:

Domestic tax reform: elimination of sectoral
distortion of current tax/subsidy system

— unification of rates of VAT, other indirect tax,
production subsidy and fees across sectors % *
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Impact on sectoral output of Shaanxi

Percent change relative to base case
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Impact on employment of Shaanxi

Change relative to baseyear (10000 person)
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Impact on sectoral exports of Shaanxi

Percent change relative to base case
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Conclusions

e The current tax system is in favor of mining and
heavy industry in Shaanxi province.

e Removal of the sectoral distortion in tax system
would promote the development of labor intensive,
light industry sector in Shaanxi.
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