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Tax-Sharing Incentives, Intra-City Factor Allocation

and Border Development
WANG Mingyue (National Tax Institute of State Taxation Administration, 225007)
SUN Tianshi, LIU Xiuyan ( Southeast University, 211189)
Summary: As spatial connectors between administrative units, border areas hold significant potential to
facilitate domestic economic flow. However, these areas generally lag in development, reflecting broader
spatial inequalities of development and posing a major challenge to achieving balanced economic growth.
While natural geographic constraints and cultural differences contribute to this disparity, administrative
divisions play a more critical role. Under China’s fiscal decentralization system and multi-tiered governance
structure, competition among local governments often leads to insufficient coordination and a “beggar-thy-
neighbor” mentality, widening the development gap between border areas and non-border areas. Tax-
sharing incentives offer a promising solution. Specifically, an increase in the value-added tax (VAT) share
creates incentives for local governments and differentiates the intensity of policy shocks between urban
border and non-border areas, thus creating a border development effect. This is because VAT is primarily
levied on manufacturing, and VAT share reform creates stronger incentives for local governments to
prioritize this sector to boost revenue. Meanwhile, urban development has obvious spatial patterns, and
manufacturing activity tends to cluster in urban border areas. Therefore, the VAT reform has a different
impact on urban border and non-border areas, which accelerates the rapid rise of the manufacturing industry
in urban border areas and drives their economic growth. Based on the above research, we use the VAT 50-50
reform in 2016 as an incentive shock, and employ a triple-difference model to identify the border
development effects from tax sharing incentives by constructing various forms of urban border buffer zones
using satellite lighting data from 2012 to 2020. The research findings are as follows: (1) VAT-sharing
incentives significantly accelerate economic development in border areas compared to non-border areas.
(2) The micro-mechanisms suggest that tax-sharing incentives enable local governments to allocate more
industrial land, manufacturing capital, and labor to border areas, leading to faster development in these
areas. Against the dual background of planning a new round of fiscal and tax reform and unblocking
domestic economic flow, this paper’ s findings provide empirical evidence for optimizing the pattern of
fiscal allocation, promoting coordinated regional development, and achieving common prosperity.
Keywords: Tax Sharing, Border Development Effect, Factor Spatial Allocation
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