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RIE = AR m o Beah, b wER B BOR B0, AR SCIR A T & A 1 FLE DL
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On the New Round of VAT Sharing Reform, Structural Fiscal
Incentives, and Regional Commodity Supply-Demand Adaptation
XIE Zhenfa ZHANG Hao WANG Zhen PENG Xin

(Institute of Economics, Xiamen University )

Summary: As a fundamental contradiction in the operation of the market economy,
the degree of coordination between supply and demand directly determines the
sustainability and resilience of China’s high—quality economic development. Factors such
as the evolution of the principal social contradiction and the deterioration of the
international political and economic environment have led to relatively insufficient domestic
demand and a decline in external demand. The situation of strong supply and relatively
weak demand is an important issue confronting China’s economic operation, necessitating
urgent mitigation through institutional and mechanistic reforms. Although the existing
literature primarily focuses on the impact of various policies on consumption, it relatively
neglects the fiscal institutional factors influencing regional supply—demand dynamics.
Based on the fiscal incentive theory and leveraging the structural incentive characteristics
of the 2016 VAT sharing reform, this study employs an intensity difference—in—differences
(DID) model to empirically analyze the role of China’s largest tax category—the VAT
sharing system—in regional supply—demand matching. This analysis aims to provide insights
for refining the new VAT sharing rules to enhance supply—demand coordination,
optimizing the sharing ratios of shared taxes, and deepening the new round of fiscal and
tax reforms.

The 2016 VAT sharing reform is a pivotal moment in the deepening of China’s fiscal
and tax system, exhibiting two typical institutional features. First, in this reform, the
sharing ratio for local governments from industries originally subject to VAT increased,
while that from industries originally subject to business tax significantly decreased. This
“one increase, one decrease’ structural adjustment in fiscal incentives directly impacted
the tax benefits local governments derived from different industries, generating important
structural sharing incentives for local governments. Coupled with the “production place
principle” of VAT revenue sharing, it fostered local government behaviors and policy
preferences favoring production over consumption, which is a potential institutional factor
exacerbating regional supply—demand disparities. Second, the reform continued the
“unified leadership, tiered management” model of China’s fiscal system reform, granting

provincial governments the authority to adjust the tax sharing ratios for governments below
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the provincial level. This resulted in significantly differentiated fiscal incentive intensities
across provinces, providing a well-suited quasi—natural experiment for identifying the
fiscal incentive effects of this sharing reform.

Based on the practical context of the 2016 VAT sharing reform, this study constructs
an intensity DID model to empirically test the impact of this sharing reform on regional
commodity supply—demand matching. The study finds that sharing incentives reduces the
degree of regional supply—demand matching, with this effect being more pronounced in
regions with a higher proportion of the tertiary industry and greater reliance on VAT
revenue. Mechanism analysis indicates that these sharing incentives lead local governments
to promote the entry of commodity production enterprises and stimulate the output growth of
existing local enterprises through means such as transferring industrial land at low prices ,
offering tax and fee preferences, and increasing production—related expenditures, thereby
driving the expansion of local commodity production. However, this output expansion is not
accompanied by a synchronous increase in residents’ income levels. Furthermore, the
relative reduction in livelihood-related expenditures suppresses the growth of local
residents’ consumption capacity and spending, thereby leading to a relative decline in the
degree of supply—demand matching.

The contributions of this study are primarily threefold. First, it analyzes the
underlying fiscal incentive logic behind regional commodity supply—demand matching from
the perspective of the fiscal and tax system, revealing the fiscal incentive roots of the
mismatch between local commodity production and consumption. Second, it emphasizes
the fiscal incentive logic and mechanism through which the sharing system of VAT-China’s
largest tax category—influences the local government, particularly its institutional incentive
effects on regional production development and consumer market construction. Third, it
innovatively constructs a measurement indicator for regional commodity supply—demand
matching, thereby overcoming the limitation of the existing literature that often remains at
the level of theoretical deduction or qualitative analysis and providing an important
reference indicator for further research on market supply—demand disparities.

Keywords: 2016 VAT Sharing Reform; Structural Fiscal Incentive; Prioritize
Production over Consumption ; Supply—Demand Matching

JEL Classification: D12; H71
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