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Reform of the Fiscal and Taxation System and Optimization of the Relationship
Between Central and Local Governments: Retrospect, Focus and Outlook

Xia Shiyuan,Zheng Liansheng

Abstract: Improving the relationship between the central and local governments is an important part of deepening the
reform of the fiscal and taxation system, and is a basic prerequisite and necessary guarantee for enhancing the level of national
governance and achieving long-term development and stability of the country. The tax sharing system and related arrangements
for central and local fiscal relationships are fundamental governance mechanisms in China, providing basic support for economic
and social development. The dynamic adjustment of the central-local fiscal relationship in China since the reform of the tax
sharing system in 1994 highlights the importance of optimizing the central-local fiscal connection in promoting high-quality
economic growth, the importance of improving national governance and promoting Chinese modernization. By summarizing four
difficulties of institutional optimization, limited financial resources, rigid expenditure responsibilities, and income mismatch in
the relationship between the central and local governments under the current fiscal and taxation system, this paper proposes a
prospect for improving the relationship between the fiscal and taxation system reform and the central and local governments from
the perspectives of institutional guarantees, policy coordination, financial support, incentive mechanisms, and strengthened
support.

Keywords: Tax Sharing System Reform, Division of Financial and Administrative Powers, Intergovernmental Fiscal

Relations, Transfer Payment System
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