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From Fiscal contracting to tax sharing: Play two enthusiasm

Lv Bingyang
China Financial Policy Research Center,
School of Finance, Renmin University of China, Beijing, China

JEL 43p2K5: H77

Abstract: How to give play to two enthusiasms about central and local governments is
critical for building socialism with Chinese characteristics. This paper analyzes the central
government’s influence on local government behavior by adjusting local fiscal decentralization
under the constraints of different policy goals through constructing a theoretical model. On the
basis of theoretical analysis, this paper explores the two central and local enthusiasms during the
two periods of fiscal contracting and tax sharing. Besides, this article analyzes the economic
foundation and institutional basis of local enthusiasm. That is, as the stage of economic
development changes from the primary stage to the advanced stage, the local enthusiasm should
evolve from cultivating the market to providing public services and improving public governance.

Key words: Two enthusiasms, Fiscal contracting, Tax sharing
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NFr#3Rt (1994 £F LLRT IS N TR BN AT XA S N SIAEND
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JELETE . ST STROARM I, SCEGZ D B b R BUSN T EE L. FE R 20 p e AT T N
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Tax Reform and the Establishment of Unified Market
——The Main Path of China’s Forty-Year Taxation Reform

LI Shi-yu, FENG Jun-xin
(Renmin University of China, 100872)

Abstract: China’s tax system has changed from a simplified tax system under the planned
economy to a relatively comprehensive compound tax system under the market economy over the
past 40 years. This paper summarizes the main paths of China's tax reform as a goal and four
constraints, that is, under the constraints of fiscal capacity, central and local enthusiasm, tax
collection and management, and macroeconomic environment, China’s tax system was gradually
moving toward a “unified market”.

The goal of tax reform was not completed in one step, but achieved in several steps
complying with the constraints under different periods. Therefore, through a series of reforms over
the past 40 years, the turnover tax system completed the establishment of a unified product market,
and the income tax system achieved the establishment of a unified factor market. Among the four
constraints, the enthusiasm of central and local government has gradually become the most
important one. The reform of the local tax system has also become the main focus of future tax
reform.

Keywords: Tax Reform; Unified Market; Constraints
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