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江苏

台湾
Taiwan

The country consists of 
23 provinces, five autonomous 
regions, four municipalities, and 
two Special Administrative 
Regions (Hong Kong and Macau).

https://www.visualcapitalist.com/china-provinces-country-population/



The	basic	set	up
• One	party,	one	system

https://crsreports.congress.gov/product/pdf/R/R46977
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Centralized	and	Decentralized

• 1.	the	system
• Ultimate	authority	resides	in	the	Communist	Party
• --many	details	not	fully	institutionalized	but	operate	consistently	most	of	the	time





Centralized	and	Decentralized

• 2.	One-party	state
• Government,	courts,	media,	companies(both	state-owned	and	private),	universities,	
and	religious	organizations---top	officials	in	all	these	organizations	are	appointed	by	
the	party.	

• The	party	exercises	its	control	in	a	flexible,	not	a	dogmatic	way



Centralized	and	Decentralized
• 3.	formally	centralized,	but	in	practice	highly	decentralized

• China’s	observed	level	of	decentralization	is	consistent	with	the	behavior	of	a	federal	
democracy----share	of	government	expenditure	that	takes	place	at	the	subnational	
level.	

• Decentralization	of	production
• Local	experimentation and	a	high	degree	of	latitude	for	local	officials	in	interpreting	
and	executing	central	directives	--- special	economic	zones,	etc…

http://english.cctv.com/20090522/102250.shtml





The most decentralized…..
• by the	proportion	of	fiscal revenue	and	expenditure	handled	by	local	governments



Yet…

• Tax policies are mostly determined by Beijing
• Localities have little leeway to adjust these parameters

• Local government officials rotation

• Local government debt

• àlocal business protection, etc. ..



https://www.chinausfocus.com/finance-economy/breaking-out-to-find-new-solutions-chinas-local-government-debts-under-the-new-budget-law





Car plate management system



• The	pre- 1994	phase	was	one	of	rapid	decentralization
• most	revenue	consisted	of	operating	surpluses from	state- owned	
enterprises	(SOEs)	rather	than	taxes

• This	revenue	was	collected,	and	remitted	to	the	central	government.	
The	center	then sent	money	back	down	to	the	provinces	each	year	to	
fund	the	next year’s	investment	quota	and	to	cover	the	administrative	
expenses	of the	local	governments

1994 tax reform--Background



• Two challenges:
• 1: began	to	devolve	the	responsibility	for	investment	decisions down	
to	the	enterprises.	

• 2: to	encourage	local	officials	to promote	market- driven	economic	
activity,	allowed	localities	to retain	any	tax	revenues	they	collected	
above	a	fixed	annual	quota that	had	to	be	sent	to	Beijing.

• => to	reduce	the	roles	of	state	planning, central	control, permit	
market	forces	greater	play

1994 tax reform--Background



• Total	government revenues	fell	from	over	30% of	GDP	in	1978	to	less	
than 11% in	1994

• SOEs	no	longer	sent	their	profits	to	the	treasury.
• central	government may not	have	enough	revenue	to	finance	its	
activities, keep	localities	in	line	and	enforce	national	policies.

1994 tax reform--Background



1994 tax reform



1994 tax reform



• VAT: 75% central, 25% local	
• Local: All	the	revenue	from	the	“business	tax”( a	tax	on	enterprise
revenues) , corporate	income	tax	paid	by	locally	controlled firms.	

• Central: Centrally	controlled	SOEs	corporate	income	tax
• è
• 1. increase	total	government	revenue
• 2. ensure	that	the	central	government	directly	controll half or	more	
of	those	revenues

1994 tax reform



Comparison	and	lessons	learnt	from	others

• Making	a	transition	from	a	centrally	planned	economy	to	a	more	
market-driven	one

• “Development	is	the	only	iron	law”
• Dynamic	economy	and	tightly	controlled	political	structure	are
complementary	to	each	other	


