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A Comparison of Effectiveness of
Consumption Tax and Fuel Tax

Jungt X1a0
(Fudan University)

JiE Sun

(Shanghai University of Finance and Economics)

Abstract This paper studies the taxes on cars and fuel by modeling the demand and sup-

ply of Chinese automobile market with the BLP model. Counterfactual analyses of the adjust-

ment of consumption tax and the implement of fuel tax are conducted. Our results indicate

that

the consumption tax does increase the sales of low-displacement cars while reduce that of

the high-displacement ones, by lowering the tax rate of low-displacement cars while raising

that

of the high-displacement ones. Hence the adjustment of consumption tax improves the

fuel efficiency of new cars. Meanwhile, the implement of fuel tax discourages the demand for cars,

which significantly reduces fuel consumption. We also analyze the welfare effects of the two taxes.
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