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Preface

A university campus, if it holds no intellectual activities or possesses no aca-
demic atmosphere, no matter how physically beautiful or modern it is, it would
be spiritually desolate and barren. In fact, the earliest historical European uni-
versities started from academic learning. The relationship between a university
and the academic learning cannot just be interpreted literally, but more impor-
tantly, it should be set on the ideas and academic learning which are the so —
called sources of the energy and vitality of all universities.

Zhongnan University of Economics and Law is a high education institution
which enjoys rich academic atmosphere. Having the academic germs seeded by
such great masters as Fanwenlan, Jiwenfu, Panzinian and Mazhemin, generations
of scholars and students in this university have been sharing the favorable aca-
demic atmosphere and making their own contributions to it, especially during the
past fifty — five years. As a result, at the beginning of the new century when a
new historical new page is turned over with the combination of Zhongnan Univer-
sity of Finance and Economics and Zhongnan University of Politics and Law, the
newly established university has set its developing strategy as “Making the Uni-
versity Prosperous with academic learning; Strengthening the University with sci-
entific research” , which is not only a historical inheritance of more than fifty
years of academic culture and tradition, but also a strategic decision which is to
lift our university onto a higher developing stage in the 21st century.

Our ultimate goal is to make the university prosperous and strong, even
through our struggling process, in a greater sense. We tend to unify the destina-
tion and the process as to combine the pursuing process of our magnificent goal
with the practical struggling process. The youth’s Academic Library of Zhongnan

University of Economics and Law, funded by the university, is one of our specific
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measures.

The guideline or academic theme of this Library lies first at promoting the
publishing of selected academic works. By funding them, an academic garden
with high — quality fruits can come into being. We should also make great efforts
to form the awareness and atmosphere of selected works and improve the quality
and standard of our academic productions, so as to make our own contributions in
developing such fields as finance, economics, politics, law and literate humani-
ty, as well as in working out solutions for major economic and social problems fa-
cing our country and the Communist Party. Secondly, our aim is to form some ac-
ademic teams, especially through funding the publishing of works of the middle -
aged and young academic cadreman, to boost the construction of academic teams
and enhance the strength and standard of our academic groups. Thirdly, we aim
at making a specific academic field of our university. By funding those academic
fruits which have some original or innovative points in their ideas, methods and
views, we expect to engender our own characteristic in scientific research. Our fi-
nal goal is to form an academic school and establish an academic idea system of
our university through our efforts. Thus, this Library makes great emphases par-
ticularly on the middle — aged and young people, selected works, and original ac-
ademic monographs.

Sowing seeds in the spring will lead to a prospective harvest in the autumn.
Thus, Let us get together to cultivate this academic garden and make it be opulent

with academic fruits and intellectual flowers.

Wu Handong
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Abstract

The study of local tax system stems from the need of promoting the adminis-
trative efficiency of governments. As we know, citizens show private demands
and collective demands. Market mechanism, which provides private goods to sat-
isfy private demands, is the most effective. Market failure to provide public
goods and services for collective demands are commonly used as a basis for rec-
ommending government intervention in resources allocating. However, govern-
ment activities itself bring about inefficiency. As a result, scholars at home and
abroad commit themselves to the research to promote the administrative efficiency
of governments. They believe that citizens’ collective preferences in different po-
litical jurisdictions are diverse and public goods and services have the characteris-
tic of regional and level. Such goods and services are likely to be most effective
produced by levels of government according to citizens’ various preferences. And
this gives rise to the division of duty power and financial power among govern-
ments of different levels. Under the situation of market economy, the allocation
of property power and duty power relates to local taxations closely.

Tax sharing management system, which was carried out in 1994, confined
the distribution of tax revenue and established the local tax system at first time
since the foundation of the People’s Republic of China . Years of practice indi-
cate, after the establishment of local tax system, local governments’ positive
was promoted. The tax revenue increased steadily and the quantity and quality of
local public goods was improved. However there is one question which can’t be
denied; since the tax system reform in 1994, the tax reform focused on the col-
lection and administration of central taxes and shared taxes, the local tax system
was neglected. The delay of its reform led to a series of problems, such as the in-

stability of local finance, the expansion of the power and scale of fee collecting



2 o 77 B AT

and the contradiction of levying and administration of local taxes, seriously af-
fecting the improvement of the whole tax system and advance of the reform of tax
sharing system. It becomes one of the problems, which need to be solved urgent-
ly for setting up public finance. With the advancing of market-oriented reforms,
levels of local government play a more and more important role in providing local
public goods and harmonizing economic development within the local areas.
Therefore, the restruction of local tax system is faced with a series of correlative
questions that need to be explained and solved.

The paper discusses the restruction of local tax system in-depth from six as-
pects;

Firstly, to define the concepts concerning local taxes, such as local tax and
local tax revenue, local tax system and the structure of local taxes and local prop-
erty power and local financial capacity. The paper defines the connotation and ex-
tension of the local tax power, the factors that influence the scale of local tax rev-
enue and the match of duty power and property power based on the basic concepts
of local taxes. The author ascertains the researching scope and the basic skele-
ton, and analyzes the local tax category from the viewpoint of tax essential. In
terms of the essences and features of local taxes.

Secondly, to discuss the theoretical mechanism of the form of local taxes
and set up a theoretical model for the restructure of local tax system. Ideally, the
existence of local taxes is derived from two aspects: One is theory of fiscal decen-
tralization, the other is the gradations and variations of collective demands. Of
course, some scholars believe the gradations and variations of collective demands
gives rise to theory of fiscal decentralization. Actually, the two ideas are similar
to each other. The reason why local taxes are derived from two facets, not one
facet is that the two ideas have different starting points. Theory of fiscal decen-
tralization refers to local governments should provide local public goods according
to local citizens’ preferences in order to promote the administrative efficiency of
governments. Because of the gradations and variations of collective demands, the
local citizens hope that the local officials they vote for would provide public goods
and services to satisfy their preferences. The former is decentralization from head

to toe, and the latter is supervision from toe to head. That is, theory of fiscal
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decentralization provides theoretical support for the existence of local taxes from
the supply. The gradations and variations of collective demands provide practical
support for the existence of local taxes from the demand. Thereby, the theoretical
mechanisms of the form of local taxes are as follows. Reasonable division between
governments—function confirming between government, and on the base, carry-
ing on the division of central government and local government - then the finan-
cial capacity matching between government on the base of intergovernmental duty
power. The research of property power match involves the local tax. Given the
power of local governments, sources of revenue for local governments include lo-
cal taxes, debt finance, users charge and intergovernmental transfer payment.
The author argues that, among these sources of revenue for local governments,
local tax revenue is one important way to finance local governments, which har-
monizes the division between the central finance and local finance, secures the
right of local government and provides fund for the supplies of local public goods
and services, This is determined by the internal attributes of local taxes.

Thirdly, to discuss the current local tax system in China. Judging from legal
basis and the division between property power and duty power, local tax system
leaves much to be improved including the unscientific division of tax power, the
absence of core taxes, irrationality of local tax categories, the scale of local tax
revenue being small and the relation not being close between local taxes and local
economy, which led to a series of negative effects. For example, fiscal revenue
structure of local governments is disorder, distort of tax and fee, and
division gap,

Fourthly, to demonstrate successful experience of foreign countries about
the restructure of local tax system. Both theory of fiscal decentralization and puk-
lic goods theory are derived from western developed countries. Thereby, the the-
sis analyzes systematically the operation of local tax system and the establishment
of local tax system. Because the centralization and decentralization influence sig-
nificantly the establishment of local tax system, so the thesis not only chooses
federal countries including America and Germany, but also chooses countries
with centralization of authority involving France and Japan to analyze compara-

tively the operation of local taxes. The thesis analyzes comparatively the estab-
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lishment and improvement of local tax system in terms of the division of govern-,
ment functions, the division of tax power, tax category and coordinated reforms
and reach to the conclusion. Furthermore, the thesis discusses the theory of fis-
cal decentralization and local tax system of transition economics countries.

Fifthly, in reference to the theoretical mechanism of local taxations and the
eperience of foreign countries, the thesis puts forth proposals for the restructure
of local tax system in China.

As to this thesis, there are some breakthroughs in the following:

Firstly, to define the local taxes theoretically, discuss the theoretical mech-
anisms of the form of local taxes and set up a theoretical for the restructure of lo-
cal tax system.

Secondly, to argue the local taxes are not only tax issue, but also political
issue. So, the thesis puts the study of local tax under fiscal theories and research
methods, not discusses tax issues solely in terms of taxes. The thesis believes
that the local tax issue, first is political issue, then is law issue and final is fis-
cal issue in terms of the relationship between fiscal decentralization and political
decentralization,

Thirdly, to divide the tax power between the central government and local
governments according to the adscription of the authority of tax legislation, col-
lecting taxes and administration in local tax system and provide theoretical basis
for the adscription of the local tax types and tax revenue.

Fourthly, to consider it is feasible property tax is used as the core local tax
type according to the experience of other countries, the feature of taxes and the
responsibilities of local governments.

However, there are deficiencies in this thesis, which will be revised and
studied in the future. The deficiencies are reflects in the following: first, the da-
ta statistics led to the shortcomings of methods in data selecting, statistic and cal-
culating, which results in some quantitative problems, such as the scale of local
tax revenue and the difficulty in demonstrating the relationship between local tax
revenue and local economic development. Secondly, the local tax problems tend
to be shown from system, such as constitionalism and democracy, system of ap-

pointing and assessing local officials, which affects local finance, then local ta-
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xes. But under current situations in China, due to fiscal decentralization re-
strained by political decentralization, those systematic questions can’t be solved.
So the problems due to the local tax system will exist. The thesis doesn’t go dee-
per into because of the space and ability. But they will be persistently concerned
in the further study. Thirdly, failing in further discussing the law structure of lo-
cal tax in terms of law study based on constitionalism and issue about the division

of tax power.

Key Words: Local Tax; Fiscal Decentralization; Duty Power; Property

Power; Principal Taxes



