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Analysis of the Effect and Optimization Strategy of Personal Income Tax

Deduction System in China
LIANG Ji

Abstract: Improving the personal income tax deduction system is a necessary aspect of
personal income tax reform. The deduction system is a necessary and fundamental component of
the personal income tax system, and has a significant impact on the functioning of the personal
income tax function. The different combinations of deduction types and deduction methods will
bring different policy effects. The personal income tax deduction system has the elastic effect of
fiscal revenue, the progressive/regressive effect of income distribution adjustment, and the fiscal
subsidy effect. Improper design of the deduction system can lead to personal income tax falling
into the "trap" of income distribution regulation and policy effects. The next step in optimizing
China’s personal income tax deduction system should focus on the following areas: firstly,
scientifically categorizing deduction items and clarifying deduction methods based on them; the
second is to optimize the scope, standards, and criteria for determining livelihood deductions, and
minimize the adverse impact of the deduction system on personal income tax income and
distribution regulation; the third is to enrich the deduction methods, avoid the policy effect "trap"
of the deduction system, and fully release its subsidy effect.

Key words: the deduction system of personal income tax; deduction items; deduction methods
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