
The impact of a permanent VAT hike and a temporary VAT cut on household spending: 

Evidence from Hypothetical Scenarios 

 

Kazuki Hiragaa       Takeshi Niizekib,c,† 

 

a Nagoya City University, 1, Yamanohata, Mizuho-cho,Mizuho-ku, Nagoya, 467-8501, Japan 

b Chiba University, 1-33, Yayoicho, Inage-ku, Chiba-shi, Chiba, 263-8522, Japan 

 c Cabinet Office, 1-6-1 Nagata-cho, Chiyoda-ku, Tokyo 100-8914, Japan 

 

January, 2024 

 

Abstract 

This paper examines the impact of a change in the value added tax (VAT) rate on household spending 

based on randomly assigned hypothetical VAT rate scenarios. Our findings are as follows. First, an 

unanticipated VAT hike from the current 10% to 20% lowers non-durable spending, but is not 

statistically significant. Second, an unanticipated temporary VAT cut from 10% to 0% significantly 

stimulates household spending through intertemporal substitution effects. Finally, the way in which 

increased tax revenue by the VAT hike is used and the way in which decreased tax revenue by the VAT 

cut is compensated do not affect household spending behavior. 
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