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Tax Enforcement, Expenditure Expectations and Heterogeneous
Household Consumption Responses

Li Yongyou, Yuan Yizhou (Zhejiang University of Finance and Economics)

Abstract Insufficient domestic demand is currently a prominent challenge confronting China's econo-
my. To explore the underlying causes, this paper constructs a staggered difference-in-differences model based
on a manually collected dataset on land appreciation tax (LAT) liquidation regulatory documents released by
provincial tax authorities, to examine the effect of expenditure expectations on household consumption behav-
iors from the perspective of expectations. The findings reveal that consumption of housing-free households
decreased significantly in provinces with such regulatory release compared with households in other provinc-
es. Mechanism analysis further verifies that their consumption reduction is attributable to strengthened LAT
enforcement, which drove up housing prices and raised their expectations of higher future expenditures on
housing, thereby generating a significantly stronger precautionary saving motive. To expand domestic de-
mand does not mean to relax tax regulation. Instead, the key is to clarify the impact of expenditure expecta-
tions on household consumption. Policy optimization for demand expansion should focus on alleviating
households' expectations of rising future expenditures, through measures including increasing public service
expenditure and improving the social security system.

Key words tax enforcement; household consumption; expenditure expectations
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