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Consumption Tax as Revenue Resources and Welfare

SATO Motohiro™

Abstract

While the current Covid-19 disaster is “the crisis that is there” for Japan, the population decline and
the aging of society can be said to be the “future crisis”. As social security expenses such as pensions, medical
care and long-term care are expected to increase in the future, it has been asked how to secure financial
resources for them. Consumption tax (VAT) satisfies “production efficiency” in the sense that investment
and employment are not distorted by the input tax credit. In addition, due to the destination principle, the
international competitiveness of domestically located companies will not be impaired. Therefore, the
consumption tax can be regarded being consistent with economic growth than other tax items such as
corporate tax and social insurance premiums. On the other hand, the consumption tax has been criticized for
its regressive-ness. Therefore, a reduced tax rate for food and drink has been in place since the consumption
tax hike in October 2019, but according to the optimal taxation theory, benefits to low-income groups such as
refundable tax credit are preferable. The consumption tax rate will not remain at 10%. In order to ensure fiscal
discipline, it is desirable to provide a road map that serves as a “reference” for the outlook for the future
consumption tax rate. This article gives an overview of the economic consequences of the consumption tax
and how it should be from the perspective of economics. In the appendix, I also propose a new mechanism of
consumption tax in the wake of the digital economy.

Keywords : Consumption Tax (VAT), Input Tax Credit, The Destination Principle, Invoice, Reduced Tax
Rate, Refundable Tax Credit, Fiscal Consolidation, Digitization
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