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How Does the Reform of the National and Local Tax Collection and
Administration System Foster Firm Specialization

YOU Jiaxing', WANG Haoyu®, WEI Shanshan’

(1. School of Management, Xiamen University, Xiamen 361005, China; 2. Xiamen National Accounting Institute,

Xiamen 361005, China; 3. College of Management, Ocean University of China, Qingdao 266100, China)

Summary: The tax collection and administration system is an important component of the national governance system. Its
operational efficiency and institutional arrangements not only affect how government fiscal revenue is collected but also
profoundly shape micro-level firm behavior and resource allocation efficiency. Unlike previous reforms that focused
primarily on adjustments to tax rules or upgrades to tax administration technologies, the 2018 reform of the national and
local tax collection and administration system centered on institutional integration. By merging national and local tax
authorities, it dismantled the long-standing dual-track tax administration structure under the tax-sharing system and unified
and centralized tax collection and administration authority. Firm specialization is an important determinant of modern
firms’ organizational efficiency. By outsourcing non-core activities and focusing on core production processes, firms can
optimize resource allocation and thereby improve productivity. Therefore, examining the formation mechanism of firm
specialization from the perspective of tax administration not only deepens our understanding of the economic consequences
of the tax system but also enriches the institutional foundations of the theory of the division of labor.

Using the 2018 merger of national and local tax authorities as a quasi-natural experiment, this study employs a
difference-in-differences (DID) approach based on panel data from non-financial A-share listed firms in China from 2015 to
2021. It finds that the reform fosters firm specialization. Relative to the control firms, the treated firms experience a rise of
2.9% in firm specialization. The results remain valid after a series of tests for the validity of DID estimation and robustness
checks. Mechanism analysis reveals that the effect operates through two channels: reducing institutional transaction costs
and improving firms’ financial conditions. Heterogeneity tests reveal that the impact of the reform is stronger among firms
with higher digital transformation, firms facing more intense industry competition, and those located in regions with greater
fiscal pressure.

Compared with existing literature, this study makes two marginal contributions. First, it extends research on the
economic consequences of the reform of the national and local tax collection and administration system from the perspective
of firms’ production organization. By focusing on firm specialization as a form of production organization, this study reveals
how tax administration institutions influence firms’ division-of-labor decisions, thereby broadening research on the
microeconomic consequences of the reform. Second, it enriches research on the determinants of firm specialization from the
perspective of the tax administration system. By revealing how the reform of the national and local tax collection and
administration system affects firms’ division-of-labor decisions, this study provides new empirical evidence on the
institutional foundations of firm specialization.

Key words: the merger of national and local tax authorities ; tax collection and administration; firm specialization
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