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Tax Sharing, Fiscal Incentive and Vitality of Manufacturing Enterprises;

Evidence from China’s VAT Sharing Reform

LI Jianjun, WU Yi ( Southwestern University of Finance Economics, 611130)
Abstract: As an important dimension of China’s intergovernmental fiscal relationship, tax sharing is an
important perspective to observe the relationship between the government and the market. This paper explores
the impact of fiscal incentives generated by the reform of VAT sharing on the vitality of manufacturing
enterprises by using the data of listed companies and an intensity DID model. The study finds that the reform of
VAT sharing increases local governments’ fiscal revenue from manufacturing enterprises and improves the vitality
of manufacturing enterprises. This conclusion is still valid under a series of robustness tests. Encouraged by
fiscal interests, local governments stimulate business vitality by reducing corporate tax burdens. Further
analysis shows that the promotion effect of reform on enterprise vitality mainly concentrates on innovation-driven
enterprises and enterprises located in regions with great output per unit area. The research of this paper not only
enriches the literature on the tax sharing incentive theory, but also has policy value for optimizing the way the
government promotes corporate development and better handling the government-market relationship.
Keywords: Value-Added Tax, Tax Sharing, Fiscal Incentive, Manufacturing Industry, Enterprise Vitality
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