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Promoting Comprehensive Reform of the Fiscal and Taxation System
Through Pilot Projects

LYU Bing-yang, LI Zhao-yi
(School of Finance, Renmin University of China, Beijing 100872, China)

Summary: The complexity and difficulty of the current fiscal and taxation system reform far exceed those of previous
reforms. Faced with multiple challenges such as economic downturn pressure, globalization, digitalization, population aging,
and increasingly constrained fiscal policy space, the goals of the new round of fiscal and taxation system reform become
increasingly complex and diverse. However, the major challenge lies in the lack of consensus among various sectors of
society on the direction of the reform. Therefore, reform pilot projects should be prioritized. This approach not only enables
local governments to exercise subjective initiative and explore the optimal reform path but also helps to mitigate reform risks.

The key to fiscal and taxation system reform pilots resides in the synergy between top-level design and pilot projects.
At the same time, pilot projects must be independent, capable of mobilizing local government initiative, and have nationwide
significance. This paper summarizes eight areas suitable for reform and pilot projects, including reform of the tax-sharing
system, reform of the structure of local fiscal revenue, reform of categorized transfer payments, reform of powers and
expenditure responsibilities, reform of horizontal inter-governmental cooperation in powers, budget formulation reform,
reform of budget transparency and openness, and reform of local debts.

The paper suggests focusing on optimizing the tax-sharing system reform pilot projects, with the main schemes
including principles such as the consumption-based principle, population-based principle, and extraterritorial sales
principle, aiming to address issues of vicious competition and regional fiscal disparities in the tax-sharing process.
Regarding pilot projects for local fiscal revenue structure reform, measures are proposed to reduce the proportion of transfer
payments and increase the proportion of local tax sharing, thereby reducing reliance on transfer payments, enhancing the
fiscal autonomy of local governments. Pilot projects for powers and expenditure responsibilities reform aim to address the
mismatch between local government authority and fiscal capacity. It is proposed to select certain provincial-level regions for
pilot projects, allow provincial governments to formulate reform plans based on local conditions, gradually optimize the
allocation of authority and expenditure responsibilities. Pilot projects for horizontal inter-governmental cooperation in
powers reform aim to address cross-administrative issues, particularly in environmental governance and regional economic
coordination. Inter-governmental cooperation would facilitate joint development of environmental protection policies,
promotion of ecological compensation mechanisms, and advancement of regional economic development. Pilot projects for
budget formulation reform aim to address issues with the traditional annual budget formulation in China. It is suggested that
pilot projects on cross-year budget balancing and medium-term budget planning can better balance fiscal sustainability.
Pilot projects for budget transparency and openness reform aim to constrain government expenditure behavior by publicly
disclosing budget data. Pilot projects for local debt reform include decentralizing the issuance authority of special bonds and
reforming the information disclosure methods.

Key words: reform pilot; fiscal and taxation system; high-quality development; inter-governmental fiscal relationship
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