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International Trade Policy Design from the Perspective of Tariff and Domestic Tax Coordination
Ji Ting', Lu Yi" and Duan Yuwan'
(a. School of International Trade and Economics, Central University of Finance and Economics;
b. School of Economics and Management, Tsinghua University)

Abstract: The combination of China’s Value—Added Tax (VAT) and incomplete export tax rebates effectively imposes an export tax. De-
spite this, China has maintained a strong export momentum, showcasing the competitiveness of Chinese manufacturing while also creating new
dimensions and opportunities for trade policy making. This paper suggests that customs duties and domestic taxes should function in a coordi-
nated manner. To this end, this paper establishes a multi-country trade model that incorporates tariffs and various domestic taxes. First,
through theoretical derivation, it demonstrates how different types of taxes impact economic operations in an open environment. Then, based on
numerical simulations, it conducts a step—by—step optimal tax design analysis, including scenarios of single tax, single country with multiple
taxes, and multi-country—multi-tax interactions and competition. The research results indicate that tariffs and certain types of domestic taxes
are directly related in their mechanisms and jointly influence residents’ welfare and other important economic indicators. Therefore, they
should be planned and adjusted in a unified way when designing international trade policies. The incomplete refund of VAT can directly affect
international trade by altering relative prices, making export tax rebates a crucial component of the trade policy system, with potential for ex-
ploration and innovation in its design. Given the current tax systems of major countries worldwide, when the scope of international trade policy
competition expands from tariffs to combinations of various taxes, China can significantly alter its competitive position and gain substantial ad-
vantages.

Keywords: international trade; trade policy; structural model; optimal tariff; quantitative trade
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International Trade Policy Design from the Perspective of Tariff
and Domestic Tax Coordination

Ji Ting", Lu Yi" and Duan Yuwan'
(a. School of International Trade and Economics, Central University of Finance and Economics;
b. School of Economics and Management, Tsinghua University)

Summary: In China’s tax system, Value—Added Tax (VAT, an indirect tax) accounts for a high proportion of tax
revenue, and for export products, China implements an incomplete tax rebate policy. The combination of VAT and in-
complete export tax rebates effectively creates a de facto export tax. Despite this, China has maintained strong export
momentum, demonstrating both the competitiveness of Chinese manufacturing and creating new dimensions and oppor-
tunities for trade policy adjustments. Accordingly, this paper suggests that tariffs and domestic taxes should work in
synergy.

We establish a multi—country trade model incorporating tariffs and various domestic taxes, first demonstrating
through theoretical derivation how different types of taxes impact economic operations in an open environment. The re-
search reveals that while tariffs and domestic taxes differ in their mechanisms, their collection produces highly corre-
lated effects with significant quantitative impacts. The unreimbursed VAT serves as a direct link between the two by
functioning as an export tax, necessitating comprehensive consideration in their design. VAT influences the economy
through two channels: first by affecting the relative prices of goods and factors in the domestic market, and second by
impacting world market prices through its role as a de facto export tax. The adjustment of VAT export rebates affects
export product prices, serving as a direct trade policy tool, with potential for exploring richer forms not yet implement-
ed, such as setting different rebate rates for different export destination countries.

Based on theoretical analysis, we conduct numerical simulations at three levels: single tax, single country with
multiple taxes, and multi—country—multi-tax interactions and competition. First, through counterfactual experiments
changing individual tax types, we verify the quantitative characteristics of theoretical derivations and explore optimal
design. Second, we allow individual countries to adjust multiple tax combinations to explore optimal tax combinations
in an open environment. Finally, in the context of international trade policy competition, we allow countries to choose
and compete with broader tax combinations. The quantitative analysis shows that the expanded trade policy can com-
prehensively plan for all tax—induced distortions, achieving optimization at a higher level. For China, its unique in-
complete rebate policy can serve additional trade policy functions.

China’s incomplete tax rebate policy does not constitute an unfair trade practice; on the contrary, it operates
within a framework of equitable trade principles. A full tax rebate policy maximizes the export—promoting effect of tax
rebates to its limit, enabling domestic products to compete fairly in international markets at tax—free prices, which is
the practice adopted by most countries. China, due to its strong export capabilities, has emerged as the world’s facto-
ry despite the disadvantage of taxed exports, thus retaining the additional flexibility to adjust rebate rates as needed.
This research provides theoretical support and policy recommendations for optimizing international trade policy sys-
tems. Our conclusions are based on a static multi—country trade model framework, which inevitably has its limita-
tions. As more factors and mechanisms are incorporated into the analysis, the synergies between tariffs and domestic
taxes are bound to take on a richer form. A thorough understanding of the interaction mechanisms between tariffs and
domestic taxes, and their proper and reasonable utilization, will not only help countries formulate policies to promote
their domestic economies but also contribute to establishing a friendly, cooperative, and mutually beneficial interna-
tional trade environment. These aspects warrant further exploration and expansion in future research.

Keywords: international trade; trade policy; structural model; optimal tariff; quantitative trade
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