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EXECUTIVE SUMMARY

Income inequality after redistribution remains high in the People’s Republic of China (PRC), as does 
wealth inequality. No gift and inheritance taxes are in place and personal income tax (PIT) focuses on 
wage income, thereby neglecting capital income. High and rising housing prices, and the absence of a 
nationwide recurrent property tax, aggravate the issue. One reason for the high level of inequality is a lack 
of redistribution: at the individual level, redistribution through PIT and public transfers is very limited; at the 
regional level, fiscal arrangements have left many local governments with increasing fiscal imbalances and 
rising debt. The level of fiscal-expenditure decentralization in the PRC is one of the highest in the world. It 
manifests itself in sizable regional differences in the delivery of public services and social security benefits. 

This paper discusses policy options for taxes and fiscal transfers to tackle income, wealth, and 
interprovincial inequality. 

On the tax side, recommendations relate to three areas: (i) further PIT reforms, (ii) rolling out a 
nationwide recurrent property tax, and (iii) introducing inheritance and gift taxes. 

(i) PIT reforms include measures to strengthen the tax base as well as to improve PIT 
progressivity and compliance. Recommendations to strengthen the tax base include 
limiting special deductions while including individual business income, pensions, annuities, 
and capital gains into comprehensive income. The inclusion of more categories of income 
into comprehensive income would also increase PIT progressivity. Tax withholding and 
reporting needs strengthening. 

(ii) A nationwide rollout of a recurrent property tax needs a legal basis that delegates specific 
taxation power and responsibility to local governments. A nationally standardized tax base 
must be defined and a moderate tax rate set (with few exemptions). Local governments 
must gain the capacity to use the property registry for valuation purposes. 

(iii) As income is currently taxed but wealth is not, inheritance and gift taxes should be 
introduced at progressive rates beyond specific tax-free amounts for close relatives. For 
these taxes, the property tax registry could be used to determine the tax base. 

Given the significant and growing gap between fiscal expenditure and revenue at the local level, reforms of 
central–local government fiscal relations should focus on (i) revisiting and, where adequate, reassigning 
fiscal expenditure responsibilities, (ii) enhancing the fiscal transfer system, and (iii) strengthening local 
government fiscal revenue. Recommendations include: 

(i) Responsibility for public pensions and unemployment insurance should be elevated to 
the level of central government in line with international best practices. More broadly, 
fiscal expenditure responsibilities should be clearly delineated, and the scope of joint 
responsibilities reduced.

(ii) Higher transfers from the central government to poorer local governments are needed with 
a strong focus on increasing transfers to poorer provinces to limit the financial burden for 
the central government. While shared-function transfers for basic public services should be 
increased, budget management at the local level and the evaluation of these services must 
be strengthened. In addition, subprovincial transfers should be formalized. 

(iii) Local government fiscal revenue must be strengthened by a recurrent local property tax as 
own-source revenue at the local level, broadening the PIT base, and introducing gift and 
inheritance taxes. Levying a local surcharge on PIT should also be considered or the tax 
sharing system could be revisited to fine-tune local government revenue.



I. INTRODUCTION

Inequality remains relatively high in the People’s Republic of China (PRC), and, without policy 
intervention, will likely rise in the future.1 This paper analyzes income and wealth inequality, and per 
capita gross regional product (GRP) at the provincial level. It discusses policy options for different 
taxes and fiscal transfers to tackle inequality. Income inequality peaked at the end of the first decade 
of the 2000s and has lessened somewhat since then, but lack of data has made it harder to get a clear 
picture of the situation since the mid-2010s. A challenge specific to the PRC is the absence of effective 
redistribution via taxes and public transfers. Personal income tax (PIT) needs further reforms to become 
more effective in reducing inequality and for raising more revenue, which was the equivalent of 1.1% 
of GDP in 2019, far below the average of Organisation for Economic Co-operation and Development 
(OECD) countries, at 8.1% in 2018 (OECD 2020).

Wealth inequality is high in the PRC and the absence of taxes keeping the concentration of wealth in 
check—inheritance and gift taxes, capital gains taxes, and nationwide recurrent taxes on immovable 
property—facilitates this concentration. These taxes need to be implemented. 

Since the mid-2000s, some gradual regional convergence has taken place as economic growth in the 
central and western regions outpaced the wealthier eastern region. At the same time, regional differences 
in the delivery of basic public services and social security benefits remain pronounced. Reforms of 
intergovernmental fiscal relations are needed to ensure that poorer provinces continue to catch up and 
do not fall behind in economic development and living standards.

This paper’s recommendations on reforming both taxation and intergovernmental fiscal relations 
provide a roadmap for reforms and highlight the connection between proposed reforms, which should 
help foster policy consistency. 

Tackling inequality is complex. Income and wealth inequality cannot be separated—high-wealth 
individuals tend to have higher income as capital generates income. High property prices and rising rents 
in the PRC’s big cities have become a social issue. In the labor market, wage polarization has contributed 
to inequality in recent years, while manufacturing jobs are on the decline as rising wages have resulted in 
some outsourcing to countries in Asia with lower labor costs. Population aging will increase the need for 
more health and other care services and put pressure on public pensions, which are a local government 
responsibility in the PRC. And local governments, for their part, face severe funding gaps and rapidly 
rising debt. 

Tackling inequality needs a more comprehensive approach than simply adjusting PIT rates at the margin. 
Policy adjustments are needed in many areas, which must be consistent and, ideally, reinforce each other. 
For taxation and intergovernmental fiscal relations, this paper offers a set of inequality-reducing reforms 
that complement each other. Taxes not only redistribute income (or tax wealth) but also account for 
the bulk of fiscal revenue. Higher tax revenue is needed to fund transfers. In the context of the PRC, one  
way of transfers is improving the provision of public health services, education, and social security—all 
of which affect income. Because local governments are mainly responsible for these services and also 
provide social security benefits, fiscal transfers to poorer regions are needed to help fund these services 
and benefits. 

1 Income inequality in the PRC is high for a country approaching high-income status according to World Bank (2021).  
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Figure 1 gives an overview of the mechanisms (thin arrows) and policy interventions (thick arrows), 
mostly mitigation measures, discussed in this paper.2 The color coding corresponds to sections II, III, and 
IV in this paper that examine inequality (red), taxation (blue), and transfers (green). 

Figure 1: Inequality and Policy Interventions
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Several factors, including skills and education, occupation, regional differences, demographics, and 
wage policies, contribute to income inequality (Figure 1). Taxation and public transfers can reduce this 
inequality, with progressive PIT mitigating inequality at the top and public transfers at the bottom. Income 
inequality can be exacerbated by wealth inequality, especially via nonwage income derived from wealth. 
Taxing wealth accrued from inheritance and levying nationwide recurrent property tax would mitigate 
wealth inequality, as would the progressive taxation of capital income—all of which are currently not in 
place in the PRC. 

The PRC is highly decentralized in terms of fiscal expenditure, with local governments accounting for 
about 85% of total fiscal expenditure. Their revenue, however, has not been sufficient to cover their 
expenditure, resulting in a fiscal gap that is being partially filled by transfers from the central government. 
Local governments also shoulder almost the entire cost of providing basic public services, including 

2 Some effects, such as the impact of demographics and wage polarization on regional inequality, are acknowledged, but 
they are not analyzed in depth in this paper because of data constraints. Wage polarization and population aging will affect 
some regions more than others given ongoing internal migration and geographic clusters of innovative industries. Central 
government employment assistance transfers to local governments are negligible.
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education and health care. And contrary to international practice, local governments are responsible 
for public pensions and unemployment benefits. Because of this, regional inequality affects individual 
income inequality beyond the job market via disparities among local governments in the delivery of 
basic public services and income maintenance. Thus, fiscal transfers from the central government to 
poorer regions can help mitigate income inequality, at least indirectly, at the individual level when these 
transfers are used to improve basic public service delivery and social security.3 Enhancing public health 
and education services provided at the local level to disadvantaged groups can help improve their income 
opportunities. General government expenditure on health is particularly low in the PRC compared with 
other upper-middle-income countries, and it is slightly below these countries on education expenditure 
(World Bank 2018).

Tax revenue, equivalent to 16% of GDP in 2019, is shared between the central government and local 
governments. It not only finances fiscal expenditure at the local level but also provides the central 
government revenue needed to finance fiscal transfers to provincial administrations.4 

The rest of this paper is structured as follows: Section II discusses the development of income and 
wealth inequality in the PRC, analyzes the drivers of this over the past decades, and examines differences 
between provinces. Section III discusses tax reforms to reduce inequality, particularly the further PIT 
reforms needed to tackle income inequality and the need to levy property, gift, and inheritance taxes 
to tackle wealth inequality. Section IV examines intergovernmental fiscal relations—focusing on 
expenditure responsibilities, fiscal transfers, and local government fiscal revenue—and the need for 
reform in this area. Section V summarizes the paper’s policy recommendations. 

3 For example, Lardy and Huang (2020) point out the weakness of the PRC’s unemployment insurance system: limited 
coverage, modest benefits, and few recipients, as only a tiny share of the unemployed receive benefits. 

4 Province-level administration in this paper includes 22 provinces, five autonomous regions, and four centrally administered 
municipalities (Beijing, Chongqing, Shanghai, Tianjin). The PRC is administratively divided into four levels below the central 
level: provincial, prefectural, county, and township. See Wang and Herd (2013) for a detailed description of this. 



A. Overview

Measuring inequality in the PRC is fraught with three main challenges. The first is the availability and 
quality of data. For income inequality, the time series of the Gini coefficient5 from the National Bureau 
of Statistics (NBS) starts only in the early 2000s and detailed income distribution data are not available 
from the NBS for the entire 2010s. Some scholars argue that the official data understate the income 
share of top earners, resulting in higher income inequality in reality (Piketty, Yang, and Zucman 2019; 
Li, Li, and Wan 2020). Scholars working on inequality in the PRC also frequently use different data sets, 
thus potentially arriving at different conclusions.6 

The time lags in the available data are the second challenge. Many findings on inequality in the PRC 
are derived from household surveys, which are only conducted after gaps of some years. While other 
countries face similar issues, this seems to affect findings for the PRC since the time series tend to be 
shorter, which makes it difficult to determine long-term trends. Kanbur, Wang, and Zhang (2020), using 
the Gini coefficient and cross checks, show that income inequality peaked at the end of the first decade 
of the 2000s. After a retreat in the first half of the 2010s, the Gini coefficient edged up in the second half 
of the decade. How inequality unfolded in the second half of the 2010s cannot be fully explained yet, but 
analysis of wage dynamics provides a piece of the mosaic (Rozelle et al. 2020), as discussed in section B.

For making policy recommendations, not only the level but also the trend in inequality is important. 
While there is sufficient evidence that income inequality after redistribution is high and warrants more 
redistribution, the trend is also important to determine the necessity and extent of policy interventions. 
In this context, demographics and wage polarization are the potential drivers of inequality in the future, 
which deserves analysis. Furthermore, the COVID-19 shock and its expected bigger impact on poorer 
households could deepen inequality. 

The third challenge is the absence of reliable up-to-date data on wealth distribution. Wealth distribution 
is frequently difficult to estimate. In the PRC, the absence of related tax data is another hurdle. The 
country has no inheritance or gift taxes and no nationwide recurrent property tax. Capital gains by 
individuals are also generally not taxed. Hence, no respective tax data exist that can support findings 
on wealth distribution. But thanks to Piketty, Yang, and Zucman (2019), using combinations of available 
data, wealth distribution estimates are available until 2015. For after 2015, it is likely that a new wave of 
house-price increases affected wealth inequality (section C).

Inequality between different regions in the PRC is pronounced. Beijing and Shanghai have reached 
standards of living comparable to cities in developed countries, but other regions, especially in the 
poorest areas, still lag significantly behind in development. Because fiscal expenditure is extremely 
decentralized in the PRC, fiscal transfers need to be increased for lagging regions for them to be able to 
improve basic public services (section D).

5 The Gini index is a measure of inequality. A value of 0 indicates perfect equality; a value of 1 perfect inequality.
6 Kanbur, Wang, and Zhang (2020) provide a survey of inequality studies and their findings. Gustafsson, Li, and Sato (2014) 

compare different data sources. 

II. INEQUALITY IN THE PEOPLE’S REPUBLIC OF CHINA
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B. Income Inequality

This section compares income inequality in the PRC with that in other countries, discusses developments 
in and the drivers of inequality in the PRC, and examines demographic change and wage polarization as 
future drivers of inequality in the country. 

International perspective on income inequality 

When redistribution is taken into account, income inequality in the PRC is high compared with developed 
economies (Figure 2). The limited scope of PIT and the regressivity of social security contributions in 
the PRC contribute to this (Lam and Wingender 2015; Ahmad and van Rijn 2020). Many taxpayers only 
pay PIT at a low rate and anyway only the top quintile pay PIT, which helps explain the low degree of 
redistribution via taxes.7 

Figure 2: Income Inequality before and after Redistribution
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Source: Standardized World Income Inequality Database. Version 9.0. https://dataverse.harvard.
edu/dataset.xhtml?persistentId=doi:10.7910/DVN/LM4OWF (accessed 3 June 2021). 

Advanced economies, as Figure 2 suggests, tend to redistribute income more than developing and 
emerging market ones (Bastagli, Coady, and Gupta 2015). A more progressive PIT regime can mitigate 
inequality at the top, while public transfers can reduce inequality at the bottom (BIS 2021). Empirical 
evidence suggests the inequality-reducing effect of transfers is frequently stronger than that of taxes.8

7 Applying the PIT rates after the 2018 reform to a 2013 household data set, OECD (2019) estimates that less than 1% of 
taxpayers pay PIT at a rate of more than 10% and nearly 82% have a tax rate of zero, i.e., they do not pay PIT. 

8 See Coady, de Mooij, and Shang (2015) for a set of 24 advanced economies and Inchauste and Lustig (2017) based on a set 
of eight low- and middle-income countries.
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Internationally, inequality is high in the PRC, with the top 10% income share surpassing that of Group of 
Seven countries in the early 2000s. The PRC’s income share is now close to Japan’s but still below that 
of the United States (Figure 3). For the top 1%, the pattern is similar, with their share sharply rising in the 
early 2000s after the PRC joined the World Trade Organization (WTO) (Figure 3). 

Figure 3: Top 10% and Top 1% Pretax National Income Share, 1980–2019
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Income inequality in the People’s Republic of China

Inequality increased in two waves in the PRC. The first started in the 1980s with market-oriented 
economic reforms; the second after the country joined the WTO in 2001. Income inequality increased 
up to 2008, when the Gini coefficient was nearly 0.5. It then declined moderately until 2015, reaching 
0.46, before hovering around 0.47 over 2016–2019 (Figure 4). 

Figure 4: Income Gini Coefficient
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1. For a summary of the methodology, see S. Jain-Chandra et al. 2018. Inequality in China—Trends, 
Drivers and Policy Remedies. IMF Working Paper. WP/18/127. Washington, DC: International 
Monetary Fund; M. Ravallion and S. Chen. 2007. China’s (Uneven) Progress against Poverty. 
Journal of Development Economics. 82 (1). pp. 1–42.
2. Gini ranges 0–1, with 1 representing perfect inequality.
3. No data available for 2002.
Sources: Gini coefficients for 1981–2001 from Ravallion and Chen (2007), 2003–2019 from 
National Bureau of Statistics via CEIC Data Company (accessed 23 June 2021).
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Kanbur, Wang, and Zhang (2020), using several data sources, corroborate that inequality has declined 
since the end of first decade of the 2000s.9 But some academics argue that the PRC’s Gini coefficient 
underestimates the income of the top earners, implying that income inequality is actually higher (Piketty, 
Yang, and Zucman 2019; Li, Li, and Wan 2020).

The falling trend in the share of the bottom 50% in income distribution stabilized in the early 2010s, the 
middle 40% even slightly increased, and the top 10% slightly declined (Figure 5). Pretax income rose 
sharply in the first decade of the 2000s, with the top 10%—the 10th decile in Figure 6—gaining the most. 
This trend continued until 2015, the year for which latest data are available.

Figure 5: Income Distribution,  
1980–2015 
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Figure 6: Pretax National Income by Decile, 
2000, 2010, and 2015
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This, together with the lack of significant income redistribution via PIT and the low level of public 
transfers, explains why the distribution of disposable income has remained vastly inequal since 
consolidated data on disposable income per capita became available in 2013 (Figure 7).10 The ratio of 
the highest-to-lowest income quintile has stayed above 10 every year since then.

9 Data in Kanbur, Wang, and Zhang (2020) end in 2018. 
10 The NBS has published annual income by quintiles since 2013. Before that, there were data challenges because of separate 

surveys for urban and rural areas; see Gustafsson, Li, and Sato (2014) on this. 

https://wid.world/
https://wid.world/
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Figure 7: Disposable Income Per Capita by Income Level, 2013–2020
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Source: National Bureau of Statistics via CEIC Data Company (accessed 8 June 2021). 

The shock of COVID-19 on the economy has likely worsened income disparities as the pandemic has 
disproportionally hit poorer households.11 The disposable income of the lowest quintile expanded by 
only 6.6% in 2020, while that of the highest quintile outpaced the income of the other three quintiles 
(Figure 7). This finding is consistent with high-income white-collar workers being able to work from 
home. But COVID-19 hit low-income services jobs hard. NBS data show the average income of migrant 
workers, which account for slightly over half the workforce in the services sector, only increased by 2.8% in 
2020, down from 7.8% growth in 2019. The disposable income of the lowest quintile showed the fastest 
growth in 2020, which could be due to the concentration of this income group in rural areas, with their 
employment having potentially suffered less from frictions caused by COVID-19 mobility restrictions. 

Drivers of inequality

Jain-Chandra et al. (2018) find that education and the skills premium, as well as the rural–urban gap, 
drove the increase in inequality from 1980 to 2008. Empirical evidence suggests the skills premium has 
moderated since then, which could be a result of the sharp increase in university graduates and strictly 
enforced rising minimum wages (Zhuang and Shi 2016; Jain-Chandra et al. 2018; Li, Sicular, and Tarp 
2018).

Demographic shifts led to an aging and declining labor force, with the share of the working-age population 
(ages 15–59) peaking in 2011 and the labor force peaking in 2014 (Figure 8).12 As the PRC passed the 
Lewis turning point,13 less surplus labor came from rural areas (Das and N’Diaye 2014; Lam, Liu, and 

11 For anecdotal evidence, see Yu and Yang (2020) and Leng (2020).
12 The legal retirement age is 60 years for men and 55 for women in white-collar jobs and 50 for women in blue-collar jobs, 

while the average actual retirement age is 54 (The Economist 2021a). 
13 The Lewis turning point is characterized by less surplus labor from rural areas that leads to a rise in wages in industry. In a 

dual-sector economy (agriculture and manufacturing), the first stage of the migration of surplus labor from subsistence 
agriculture sees manufacturing expand without wage increases. With surplus labor from rural areas starting to dry up in the 
second stage, wages of migrant workers in manufacturing start to rise. 
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Schipke 2015; Goodhart and Pradham 2020). The decline in the labor force has not, however, resulted 
in higher wage growth in low-skill sectors in recent years (Figure 9).

Figure 8: Share of Population Ages 15–59 
and Labor Force, 2005–2020
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Figure 9: Average Wage Growth for Workers 
in High- and Low-Skill Sectors, 2004–2020
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Rozelle  et  al. (2020) argue that the PRC—after having followed the Lewis model of development 
in the first 3 decades after starting reforms—reached another turning point when, in the 2010s, 
rising wage pressure led to some low-wage and labor-intensive production being relocated to other 
countries, including Viet Nam (electronics) and Bangladesh (textiles). In the mid-2010s, wage growth 
began to polarize, with skill-intensive services catering to the middle class, such as finance, banking, 
health, education, and information technology, profiting from this trend. At the same time, this 
development failed for labor-intensive low-wage services that now absorb labor from manufacturing 
and construction—two industries that have experienced employment declines since 2013 (Rozelle et al. 
2020). This explanation is consistent with wages in high-skill sectors rising faster than in low-skill ones 
from 2015 until wage growth in both categories declined in 2019 and 2020 as economic growth slowed 
(Figure 9). 

The rural–urban income gap started to narrow after 2007. The growth of urban incomes outpaced rural 
incomes during the export-led growth until the global financial crisis of 2008–2009, after which rural 
incomes grew faster than urban ones (Figure 10). The ratio of urban-to-rural incomes improved from 
its peak at 3.1 in 2007 to 2.6 in 2020 (Figure 11). Increased investment in rural areas, higher productivity 
growth, and more nonfarm employment in rural areas led to a narrowing in the rural–urban income gap, 
which nevertheless remains more pronounced in poorer provinces (World Bank 2020).14 

14 Lower educational attainment continues to limit the income opportunities of rural workers (World Bank 2021). A vitalization 
of rural areas, especially nonfarm job opportunities, is needed to strengthen rural income (ADB 2021a). 
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Figure 10: Growth in Disposable Income  
Per Capita, 1980–2020
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Source: National Bureau of Statistics via CEIC Data 
Company (accessed 23 June 2021).

 

Figure 11: Ratio of Urban to Rural  
Per Capita Disposable Income, 1980–2000
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Statistics on urban–rural income disparities provide two key insights (Figure 12). First, in rural areas, income 
from businesses (e.g., selling produce) is higher than in urban areas, but the opposite holds true for net 
income from property.15 Second, net income from transfers is higher in urban areas, which is surprising as 
one would expect more transfer recipients in rural ones, which tend to be much poorer than urban areas. 
However, pensions, the country’s largest single transfer program, are very unequally distributed, and—
accounting on average for more than 10% of household income—go overwhelmingly to urban retirees, a 
minority of the population (Li, Sicular, and Tarp 2018). Consequently, contributory pensions increase the 
urban–rural gap as rural residents receive considerably lower ones (Lustig and Wang 2020).

Figure 12: Disposable Income of Urban and Rural Residents by Source, 2013 and 2020
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Source: National Bureau of Statistics via CEIC Data Company (accessed 23 June 2021).

Outlook 

While the previous sections discussed the development of inequality in the PRC, identifying factors 
driving inequality in the future can help in the choice of the right policy responses. Some developments 
that led to increases in inequality in the past, such as the market-oriented reforms of the 1980s and 
the export-led economic boom in the first decade of the 2000s following the PRC joining the WTO, 
are one-off events. But the country’s population aging is increasing inequality, which is an emerging 

15 Here, property includes several asset classes and not only immovable property.
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challenge (Jain-Chandra et al. 2018; Wang et al. 2017; Chen, Huang, and Li 2017).16 Population aging was 
found to be negatively correlated with the labor share, resulting in higher inequality (Wang et al. 2017).17

Another important question is whether wages will diverge and thereby drive up income inequality. High-
skilled professionals tend to profit from economies that are more developed. As the PRC’s economy matures, 
workers move from manufacturing to labor-intensive, lower productivity—and hence low-paid—services 
jobs, as seen in advanced economies (Rozelle et al. 2020; Goodhart and Pradham 2020).18  Contrary to earlier 
expectations that a shrinking labor force could result in shortages of workers that drive up average wages 
(ADB 2014a), recent empirical evidence presented by Rozelle et al. (2020) show that employees moved 
from manufacturing to services. This shift adversely affects wage growth because low-skill services absorbing 
manufacturing workers are more labor-intensive and have lower productivity growth (Goodhart and Pradham 
2020). This could help explain the observation mentioned earlier that the PRC’s skills premium appears to 
have increased again in recent years and that this trend is likely to continue. The PRC’s 14th Five-Year Plan and 
the longer-term goal to increase domestic technological innovation favor high-skill labor. 

To tackle wage polarization, a well-designed, progressive PIT could mitigate rising wage inequality by 
redistributing a part of the wage increases of top earners (section III).

Another cause of rising inequality in the future could be income from property—that is, capital and 
rental income—outpacing wages. From 2013 to 2020, urban wages rose by 58.8%, while net property 
income increased by 81.3% (Figure 12). Because property owners have enjoyed faster income growth 
than wage earners, capturing nonwage income for taxation purposes has become increasingly important 
to contain rising inequality (section III).

Results from the latest PRC census in 2020 stoked concerns that the population could age much faster 
than originally expected (Yu and Mitchell 2021). Although the adverse impact of population aging on 
the workforce can be delayed by increasing the legal retirement age, as envisaged in the 14th Five-Year 
Plan, costs for health care, long-term and elderly care, and public pensions will inevitably rise, putting an 
additional burden on local governments. 

 Summary

The analysis in this section found the following:

(i) By international comparison, the PRC has a high Gini coefficient after redistribution, which 
remains close to the market Gini given the very low level of redistribution. 

(ii) Income inequality rose alongside strong growth in the first decade of the 2000s, toward 
the end of which it peaked. Inequality then retreated slightly in the first half of the 2010s, 
before edging up in the second half of the decade. 

(iii) The distribution of disposable income has not changed much in recent years, with the 
Gini coefficient staying around 0.47 and the ratio of the highest-to-lowest income quintile 
staying above 10. 

(iv) The services sector is showing signs of wage polarization. 
(v) COVID-19 likely hit lower-income households hardest, increasing inequality.19 
(vi) From 2013 to 2020, nonwage income in form of income from property outgrew wages. 
(vii) Since around 2010, growth in rural income outpaced urban income growth, and the ratio 

of urban-to-rural disposable income dropped to 2.6 in 2020, down from 3.1 in 2007. 
(viii) Demographic aging is a driver of income inequality in the PRC. 

16 Urbanization is another established inequality-increasing factor (ADB 2016; Jain-Chandra et al. 2018). 
17 Wealth capital is more unequally distributed than income in the PRC. Assuming a close association between being capital-

rich and overall income, income inequality rises when the capital share increases. See Milanovic (2016). 
18 OECD (2018) summarizes the challenges for inclusive growth in the face of digital transformation.
19 The Gini coefficient for 2020 had not been released at the time of writing.
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C. Wealth Inequality

This section discusses wealth Gini estimates for the PRC, compares the share of its top 1% and 10% 
globally, and examines housing price increases as a driver of wealth inequality. 

Wealth Gini

Reliable statistics on the PRC’s wealth inequality are difficult to obtain.20 Estimates of the wealth Gini 
coefficient show a high level of wealth inequality in the 2010s, with the coefficient at about 0.70 (Figure 
13). The richest 10% have gradually gained a larger wealth share since 1995, but this contracted for the 
bottom 90% (Figure 14). As noted earlier, income inequality declined somewhat in the first half of the 
2010s, a period during which the wealth share of the top 10% stabilized. This was likely driven by factors 
other than a moderate improvement in income,21 such as restrained increases in real estate prices in that 
period, which is discussed later in this section.

Figure 13: Wealth Gini Coefficient,  
1981–2020
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Sources: Asian Development Bank. 2016. Reducing Income 
Inequality in the People’s Republic of China. Observations 
and Suggestions. No. 2. Manila; Credit Suisse (2021); National 
Bureau of Statistics via CEIC Data Company (accessed 
23 June 2021); Economist Intelligence Unit. 2017. Wealth 
Inequality in China: A Neglected Topic. 29 September; M. 
Ravallion and S. Chen. 2007. China’s (Uneven) Progress 
against Poverty. Journal of Development Economics. 82 (1). 
pp. 1–42; Y. Xie and Y. Jin. 2015. Household Wealth in China. 
China Sociological Review. 47 (3). pp. 203–229.

     

Figure 14: Wealth Distribution,  
1995–2015

0
10
20
30
40
50
60
70
80

1995 2000 2005 2010 2015

Middle 40%
Bottom 50%

Top 10%
Pe

rc
en

t

Source: World Inequality Database. https://wid.world/ 
(accessed 22 June 2021) based on T. Piketty, L. Yang, and 
G. Zucman. 2019. Capital Accumulation, Private Property 
and Rising Inequality in China, 1978–2015. American 
Economic Review. 109 (7). pp. 2469–2496. 

20 Besides a lack of wealth-related tax data, household surveys frequently do not capture the wealth of the ultrarich, with 
corrections resulting in differences in estimates. 

21 Xie and Jin (2015) find wealth is weakly correlated with income (using 2012 data), with the correlation being more 
pronounced for the highest and lowest quartile of wealth distribution than for those in the middle. 

https://wid.world/
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Wealth of the richest 1% and 10%

Estimates in Piketty, Yang, and Zucman (2019) indicate the share of the PRC’s richest 10% has risen 
since 1995, much faster than in the United States and France (Figure 15).22 After a steep increase in the 
first decade of the 2000s, the wealth share of the PRC’s richest 10% seems to have leveled off by the 
early 2010s. Figure 15 shows strong increases in the PRC’s wealthiest 1% in the first decade of the 2000s, 
which fits the narrative of the emergence of a “new class of ultra-rich” (Li, Sicular, and Tarp 2018). 

Figure 15: Top 10% and Top 1% Wealth Share, 1980–2015
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Source: World Inequality Database. https://wid.world/ (accessed 22 June 2021) based on T. Piketty, L. Yang, and G. Zucman. 
2019. Capital Accumulation, Private Property and Rising Inequality in China, 1978–2015. American Economic Review. 109 (7). 
pp. 2469–2496.

Piketty, Yang, and Zucman (2019) estimate the average wealth of the PRC’s top 1% at CNY8.3 million for 
2015, with a threshold of nearly CNY3.0 million to join the group.23 To get into the top 0.1%, a minimum 
of CNY8.0 million was needed—and more than a million people qualified, with their average wealth at 
CNY46.2 million. In 2015, the top 0.1% held about one-sixth (16.4%) of the PRC’s total wealth share, the 
top 1% nearly one-third (29.6%), and the top 10% slightly over two-thirds (67.4%). 

Rising real estate prices 

NBS data show house prices in the PRC increased by an annual average of 7.5% from 2010 and 2020, 
with price increases most pronounced in first-tier and some second-tier cities in the second half of the 
2010s (Figure 16). The price increases made real estate less affordable, resulting in a gap between those 
who own real estate and those who do not (Zhang, Sun, and Zhang 2020; Li and Fan 2020). Rising 
housing wealth was the biggest contributing factor to wealth inequality from 2011 to 2017 and the only 
driver over 2015–2017 (Wan, Wang, and Wu 2021).24 This is not surprising given the massive property 
price increases during that period. 

22 Piketty, Yang, and Zucman (2019) do not take into account assets held abroad by wealthy PRC residents. 
23 The adult population in 2015 was 1,07 billion in the sample used by Piketty, Yang, and Zucman (2019).
24 Decomposition included financial wealth, housing wealth, productive wealth, land assets, vehicles, durables, and debt. 

https://wid.world/
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Using the available official data25 and grouping cities in tiers, it becomes obvious that first-tier cities—
Beijing, Guangzhou, Shanghai, and Shenzhen, with a combined population of 83 million—show the 
biggest housing price increases (Figure 17). The top four cities in the second tier (combined population 
36 million) have also shown steep housing price increases in recent years. Prices in all subsets of cities 
shown in Figure 17 increased by at least 10% per year over 2010–2019, with the strongest growth in first-
tier cities, averaging 12.4% per year. 

Figure 16: Price Increases for Newly 
Constructed Homes, 2011–2021
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Figure 17: Average Selling Price Increase of 
Residential Property in Tier 1 and 2 Cities
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Figure 18 shows the declining affordability of real estate in some cities over 2015–2019.26 Indeed, 
property prices are very high in relation to local disposable income, and buying property in the PRC is less 
affordable than in OECD countries.27 This is especially so in the PRC’s first-tier cities, where prices have 
increased the most and to the extent that they have outgrown gains in disposable income. The younger 
generation in particular has found itself excluded from the property market despite their generally better 
education.28 As for the effects of rising housing prices on inequality, Wan, Wang, and Wu (2021) find that 
rising property prices have slightly increased wealth inequality from 2011 to 2017, the latest year covered 
in their analysis. 

25 Real estate price data are sketchy for the PRC. The NBS publishes absolute per square meter prices for selected cities, 
calculated as an average from transactions. The data do not take into account locations within cities or the age of buildings. 

26 The government is trying to stabilize property prices (ADB 2021b; The Economist 2021b). On a wider discussion of the 
footprint of monetary policy on inequality, see BIS (2021). 

27 Housing prices in OECD countries are more affordable, averaging slightly over 10 times the annual income of a couple with 
two children for a 60-square-meter apartment in selected capitals in 2015 (OECD n.d.) Adjusted for family income and 
size, affordability in major PRC cities would still be lower than in OECD countries.

28 The real estate market in the PRC was privatized only in the late 1990s. Older generations could often either buy their home 
at a favorable price or continue to pay moderate rents due to long-standing rent contracts. 
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Figure 18: Home Purchase Price-to-Income Ratio in Selected Cities, 2015 and 2019
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D. Regional Differences 

The PRC not only faces wide regional economic disparities but also disparities in access to basic public 
services and social welfare. Since the mid-2000s, some gradual regional convergence has taken place as 
economic growth in the central and western regions outpaced the wealthier eastern region (Figure 19).29 
The ratio of the richest three provincial administrations in per capita GRP to the poorest three narrowed 
from 6.2 in 2000 to 4.7 in 2010 and further to 3.2 in 2019 (Figure 20).30

Figure 19: Real Growth in Gross 
Regional Product by Region,  

2000–2020
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Figure 20: Gross Regional Product Per Capita, 
2000, 2010, and 2019
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(accessed 21 June 2021); Asian Development Bank calculations.

Increased public investment, mostly in infrastructure and transportation, as well as increased social 
welfare spending, supported the catch-up of lagging regions since the early 2000s (World Bank 2020). 
However, a further narrowing of regional inequalities will face headwinds from diminishing returns on 
investment, financial imbalances, and increasing debt that constrain further investment-driven growth 
(World Bank 2020). Because the government tightened on- and off-budget spending in 2018, growth in 
infrastructure investment declined sharply and has remained moderate ever since (ADB 2019).

29 For a detailed discussion on regional convergence, see World Bank (2020), which identifies increased investment in lagging 
regions as the main driver. 

30 For inequality, the decline in differences between provinces contributed to the leveling-off in income inequality (Jain-
Chandra et al. 2018). 
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Sizable regional differences remain in access to basic public services and social security benefits. In 
general, wealthier local governments have higher per capita expenditure, which affects the delivery of 
public services (Figure 21). Public health and education services, as well as unemployment support, 
account for a substantial portion of local government fiscal expenditure—about 38% in 2019. Notable 
differences exist in the spending levels of provinces (Qiao et al. forthcoming). Public health services are 
better in richer provinces even though poorer ones tend to spend more on health care as a percentage 
of their GRP (Jin and Qian 2020). Although the national average of hospital beds increased from 2004 
to 2014, dispersion across counties increased (Wingender 2018). For education, richer provinces spend 
per capita more than poorer ones (World Bank 2020).

Figure 21: Fiscal Expenditure by Province and Gross Regional 
Product Per Capita, 2019
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Note: Tibet Autonomous Region data are an outlier and not included.

Sources: Ministry of Finance and National Bureau of Statistics via CEIC Data 
Company (accessed 15 July 2021); Asian Development Bank calculations.

For public pensions, the country’s largest single transfer program, the average pension of urban employees 
differs substantially across provinces. In 2015, Shanghai’s was double that in Chongqing (CNY3,644 versus 
CNY1,816), although their replacement ratios—average benefit divided by a province’s average wage—
were similar at 40% and 36%, respectively (Wong 2020). Despite substantial variations in the replacement 
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ratio across provinces, ranging 36%–63%, the ratio tends to rise with benefits—except in some wealthy 
coastal provinces that show high absolute benefits, but low replacement ratios (Wong 2020). Reforms to 
central–local government fiscal relations could help narrow regional disparities (section IV).31 

E. Reform Needs

Income inequality after redistribution remains high in the PRC by international comparison because of 
the low level of redistribution via taxes and public transfers. Although income inequality improved in the 
first half of the 2010s, it edged up in the second half of the 2010s as income growth in low-skilled sectors 
was overtaken by income growth in high-skill sectors.

Without policy action, wage polarization and a rising share of income earned from property will likely 
increase inequality in the future. Recent changes to PIT have led to a situation in which only the richest 
quintile pays some but not much PIT. So, collection remains low, equal to 1.1% of GDP in 2019 compared 
with 8.1% on average in OECD countries in 2018 (OECD 2020). PIT collection needs to be increased to 
effectively redistribute income, thereby mitigating income inequality. The current system of withholding 
taxes from formal wages, while missing out on rapidly increasing nonwage incomes, may even be 
regressive (Ahmad and van Rijn 2020).32 Section III discusses tax reforms that can tackle these issues.

An unequal distribution of wealth has led to the emergence of the ultrarich. Wealth inequality has 
been high in the PRC for some time, but where this trend is going is hard gauge. The accuracy of wealth 
inequality estimates is hard to verify, and much of the missing information on wealth inequality and the 
wealth gap is related to the absence of taxes—inheritance and gift taxes, a nationwide recurrent property 
tax, and a capital gains tax—that mitigate wealth inequality and, as a side benefit, also provide timely 
wealth-related information. 

Yet, the urban–rural income gap has narrowed for more than a decade and per-capita GRP differences 
between provinces have also narrowed. That said, basic public services and social security benefits 
remain unevenly distributed. Fiscal imbalances and mounting debt in many economically weaker 
provinces make fiscal reforms urgent (section IV).

31 County data are available only until 2009. For an analysis of intra-provincial inequality (until 2009), see Liu, Martinez-
Velasquez, and Wu (2016). 

32 In addition, social security reforms will be needed to tackle the regressivity of social security contributions (IMF 2018). 
Social security reforms, however, are beyond this paper’s scope. For reform suggestions, see ADB (2020a).



III. TAX REFORMS TO REDUCE INEQUALITY

A. Taxes to Reduce Inequality 

Different taxes can be used to tackle different forms of inequality. Income inequality can be addressed by 
a progressive PIT system, ideally covering all kinds of personal income. Wealth inequality can be tackled 
by a nationwide recurrent property tax and levying nationwide inheritance and gift taxes to prevent the 
unequal distribution of wealth being entrenched through generations. A recurrent property tax could 
capture part of the wealth increase from higher real estate prices and potentially slow housing price 
increases.

The PRC’s current tax structure is still heavily reliant on indirect taxes on goods and services (Figure 22). 
This contrasts with international experience, suggesting that with increasing income levels, countries 
move toward direct taxes on income and property (ADB 2020b). In 2019, value-added tax on domestic 
goods and services alone accounted for 39% of the PRC’s tax revenue, much higher than the combined 
contribution of all direct taxes (i.e., PIT and corporate income tax). The ratio of direct to indirect taxes was 
0.43 in 2019, lower than in other Asian countries and much lower than the average of OECD countries, 
where it was at 1.62 in 2017 (Qiao et al. forthcoming). 

Figure 22: General Government Fiscal Revenue, 2019 
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Sources: Ministry of Finance and National Bureau of Statistics via CEIC Data Company 
(accessed 24 June 2021); Asian Development Bank calculations.

Moreover, PIT reforms in 2018, which brought major changes to the PIT system, moved in an unfavorable 
direction from an equality standpoint. The share of taxpayers in urban employees is estimated to have fallen 
from 44% to 15% after 2018’s Amendment to the Personal Income Tax Law, according to the Ministry of 
Finance, as reported by Glenn and Qiu (2018). The amendment increased the monthly basic deduction 
for PIT from CNY3,500 to CNY5,000. It integrated income from wages and salaries, remuneration 
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for personal services, and the remuneration and royalties received by authors into “comprehensive 
income” by aggregating annual income from these categories, which—after deductions—is subject to 
a progressive tax rate.33 Changes also included the introduction of additional special deductions for 
the education of children, treatment costs for serious illness, elderly care, continuing education, and 
mortgage interest and rental expenses.

Adjusting tax brackets and increasing the monthly basic deduction to CNY5,000 made PIT less 
progressive (Figures 23 and 24). Figure 24, which shows average tax rates for monthly gross income, 
indicates the progression flattened more at the lower end, although it must be kept in mind that a 
monthly income of CNY20,000, or CNY240,000 per year, is high in the PRC (Figure 6). Before the 
PIT reforms this income was taxed at a much higher rate. Conversely, although PIT reforms resulted in a 
lower tax burden, they also caused lower revenue from this tax source.34 

Figure 23: Marginal Personal Income Tax Rate
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Figure 24: Average Personal Income Tax Rate
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PIT contributed little to total tax revenue before the reforms (8.3% of tax revenue, equal to 1.4% of GDP 
in 2017) and it fell even further after the reforms, to 6.6% of tax revenue or 1.1% of GDP in 2019.35 The 
OECD average was 23.5% as a share of tax revenue, including social security contributions, or 8.1% of 
GDP in 2018 (OECD 2020). This shows  the PRC collects comparatively little PIT.

33 The PRC has coexisting taxation schemes: comprehensive for some income categories after PIT reform and schedular (i.e., 
applying specific rates for each category) for other types of income.

34 This will further lower the redistribution effect of PIT. OECD (2019) cites an estimate by Li, Zhu, and Zhan (2017) quantifying 
the redistribution in the Gini coefficient through PIT in the PRC at only 0.25 percentage points (using 2013 data). 

35 PIT’s share of total tax revenue was 7.5% in 2020, but remained at 1.1% of GDP. The increase in the tax share was mostly due 
to declining value-added tax revenue in 2020.
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B. Personal Income Tax

Some areas of PIT could benefit from further reforms when set against international best practice.36 The 
most pressing areas are the tax base, special deductions, the burden on labor income, taxation of capital 
gains, and tax compliance:

(i) Tax base. This needs to be broadened. As mentioned earlier, the high basic deductions 
reduce the number of taxpayers, as they fall below the taxation threshold. In 2020, the 
annual basic deduction of CNY60,000 stood at 1.9 times average disposable income, at 
CNY32,189 per capita. For widening the tax base, individual business income, pensions, 
and annuities should be included into comprehensive income, as is done in OECD 
countries. Uniform progressive tax rates should also be applied—except on the portion of 
pensions or annuities stemming from contributions made out of previously taxed income, 
which should be excluded to avoid double taxation (ADB 2020b). A further step could be 
to integrate capital and rental income by individuals into comprehensive income. 

(ii) Special deductions. These should be limited and capped. Adding special deductions to 
the already high basic deduction would result in a very high level of overall deductions. 
Furthermore, basic and special deductions partly overlap in scope, which should be avoided. 
In OECD countries, taxpayers frequently cannot claim both simultaneously. Hence, it is 
important to delineate the scope of these two types of deductions and streamline them. 
The lack of caps on applying special allowances enables high-income earners to enjoy 
substantial tax benefits, undermining the role of PIT in income redistribution. Special 
deductions are intended to reduce the tax burden for some types of taxpayers, for example, 
those with many children. Because these deductions frequently aim at smoothing income 
or redistribution, they should be capped to avoid the possibility of excessive deductions 
from rising total personal income. Measures should also be taken to verify deductions to 
avoid tax fraud.

(iii) Burden on labor income. Capital income should be integrated into comprehensive 
income—a change that would also make PIT more progressive by adding additional 
income while leaving tax brackets unchanged. Rental income, which is currently also 
taxed at a flat rate, should be integrated into comprehensive income, moving toward 
capturing all individual income under the umbrella of comprehensive income and applying 
a progressive tax rate on the entire amount instead of using different tax schedules. 

(iv) Capital income. Capital income, unlike wage income, generally follows a flat tax in the 
PRC. While the PIT reforms introduced comprehensive income and applied a unified 
progressive tax rate from 3% to 45% to it, capital income is generally taxed at a flat 20%. This 
dual system—taxing capital and labor income separately—has drawbacks. It weakens the 
role of PIT in income redistribution, especially since capital income tends to increase with 
personal income. This system, however, is characterized by a high degree of administrative 
efficiency because the flat tax on capital income allows final withholding (de Mooij, Lam, 
and Wingender 2017). To avoid tax evasion, withholding can still be applied to capital 
income in a system with aggregated income and a unified tax-rate structure, although 
administration costs would increase somewhat. A solution is to increase the withholding 
rate and take the individual top marginal tax rate into account later. This would result in a 
tax credit in case the taxpayer’s top marginal rate is below the withholding rate and in an 
additional tax liability if the top marginal rate exceeds the withholding rate (ADB 2014c).

36 This section draws on ADB (2020b). 
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(v) Capital gains. The capital gains of individuals should be taxed. As noted earlier, these are 
generally not taxed in the PRC except for some real estate transactions.37 Coupled with the 
absence of inheritance and gift taxes, this leads to uncorrected wealth accumulation and 
inequality. Capital gains should be treated as part of personal income, thus subjected to 
progressive taxation. And again, withholding a part of realized capital gains at the source 
will strengthen tax compliance.

(vi) Tax compliance. PIT-collection compliance should be strengthened as tax compliance in 
the PRC is generally low. Besides weak legal and institutional tax enforcement, reasons for 
low compliance include the lack of a unified and national taxpayer database, which limits 
information sharing and matching and targeted tax auditing. To tackle these shortcomings, 
the enforcement of tax laws must be improved to strengthen compliance. Specifically, it 
would be helpful for increasing individual compliance to set up a unified national taxpayer 
database with a two-way declaration system among taxpayers, withholding agents, and tax 
authorities. 

In sum, the PRC’s individual income taxation system could be developed further to combine more 
sources of income into a taxable aggregate, thereby mitigating the system’s current low degree of 
progressivity due to different tax schedules. Other possible options to increase PIT revenue, such as 
reducing the basic deduction, increasing tax rates, and narrowing the brackets so that higher rates start 
earlier, should only be considered after the reforms outlined under (i)–(vi) have been implemented.38 
Table 1 summarizes the recommendations.

Table 1: Recommended Further Personal Income Tax Reforms 

Challenge Proposed Reform Steps

Weak tax base • Include individual business income, pensions, and annuities into comprehensive income
• Consolidate and cap special deductions 
• Tax capital gains as part of personal income

Low progressivity • Merge more income categories into comprehensive income
• Subject income taxed at a flat rate (e.g., capital income) to progressive rates

Low tax compliance • Set up a unified and national taxpayer database
• Withhold taxes, at least in part, at source where possible 

Source: Author.

C. Recurrent Property Tax

The PRC has no nationwide recurrent property tax, but rather five property-related taxes: real estate tax, 
urban land-use tax, land appreciation tax, cultivated land occupation tax, and deed tax. Revenue from 
all five types combined totaled 2.0% of GDP and contributed to 25% of local government tax revenue in 
2019. Because the tax structure focuses on transactions, underreporting these amounts is an issue (ADB 
2014c). 

A property tax is usually imposed on owners of immovable property based on the value of the property. 
Property taxation is common throughout the globe due to its many advantages, such as being a steady 

37 Gains from the sale of property are taxed at 20%, with exemptions frequently applicable to individuals selling their homes. 
38 The top PIT rate is the highest among all PRC tax schedules and relatively high by international comparison (IMF 2018). 

Reducing the basic deduction or narrowing the tax brackets would, at least in part, unravel recent PIT reforms.
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source of local government revenue. Property taxation was piloted in Chongqing and Shanghai in 2011, 
and restricted to high-value properties. There are several exemptions to this tax, which only covers a 
small part of the housing market and therefore raises little tax revenue (ADB 2014c). In October 2021, 
the Standing Committee of the National People’s Congress authorized the State Council to expand 
pilot schemes for a property tax in some regions, with the State Council determining the locations to be 
involved and other details (Xinhua 2021).

Property taxation is used in many countries because it has advantages, such as revenue stability and 
predictability as property taxes are less affected by downturns in the business cycle and, when properly 
enforced, difficult to circumvent. Property taxes tend to be progressive since property wealth usually tends 
to increase with income, and recurrent property taxes have been found to be least distortive to long-
term growth (Norregaard 2013). Recurrent property taxes also help to strengthen local government fiscal 
revenue. This aspect is particularly important for the PRC, where local governments face substantial funding 
gaps. A local property tax could provide an efficient and sustainable way to help ensure the provisioning of 
public goods at the local level—and it could help dampen house-price increases (OECD and KIPF 2016). 

A property tax in the PRC could be gradually rolled out, starting with a subset of properties or regions. The 
taxation base could then be broadened by including more units or regions. The following steps would be 
needed to introduce a property tax: delegation of taxation responsibilities to local governments, defining 
a nationally standardized tax base and the range of the tax rate, and enhancing local government capacity 
to administer the tax (ADB 2014c).

The following international best practices are relevant to the PRC: 

(i) Tax assignment. Property taxation is typically assigned to local governments since they 
are closest to the residents on which the tax burden is imposed and who profit from the 
services financed by the tax. Local governments are also usually in a better position to 
assess the size or value of a property in their jurisdiction. Most countries choose a form of a 
differentiated property tax when levying recurrent property taxes; this requires defining an 
appropriate base and valuation method to avoid the regressivity of a flat tax (Norregaard 
2013). 

In the PRC, local governments need to have the authority to collect and enforce property 
taxes in their jurisdictions that follows clear principles and includes limits on taxation. 
Internationally, rates usually vary from 0.1% to 1.0% of the property value, depending on 
the property type, while the revenue potential of property taxes can reach 2%–3% of GDP, 
with the average being about 1% (de Mooij, Lam, and Wingender 2017). Whether local 
governments should be granted the autonomy to decide on the tax rate within limits set by 
the central government is debatable. This might lead to poorer cities and regions taxing the 
highest because they urgently need the additional revenue, and richer ones not availing of 
the full scope.39 That said, the absolute amount of property tax payable would be higher in 
expensive cities than in low-tier cities under a valuation system that proxies market value. 
A differentiated tax-free basic allowance depending on the city or region could account 
for that (de Mooij, Lam, and Wingender 2017). 

(ii) Tax base and rate. The definition of a nationally standardized tax base and the range 
of tax rates is the technically most complex part of levying a property tax. It requires a 
proper valuation method, an understanding of the tax base, and an adequate choice of tax 

39 This possibility is real. A similar situation happened for social security contributions. Poorer provinces frequently collected 
higher percentages of salaries and wages than richer ones until the central government capped contributions in 2019 to 
reduce regional differences (ADB 2019). 
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rate. A broad tax base enables local governments to set a modest tax rate and still receive 
significant revenue. Hence, the tax should ideally cover all properties, and exemptions 
should be kept at a minimum. Local governments should provide support to property 
owners who have affordability issues, typically those at the lowest income level (ADB 
2014c). 

For valuing a property, the three most common methods are capital valuation (property 
tax based on the assessed property value), rental value valuation (tax assessed on the 
potential rent in an open rental market), and area-based valuation with the tax base 
being the area and size of the property, taking location or use into account or not. Capital 
valuation, the preferred method in many countries, has proven complex in volatile markets 
because valuation is backward-looking, administration-intensive, and requires a constant 
flow of input data. In practice, valuation for taxation purpose frequently ends up below 
market prices (Norregaard 2013). 

The PRC’s rental market is comparatively small, reflecting the preference for home 
ownership. This might make rental valuation for taxation purposes difficult, as could 
the fact that there are many subsidized rental schemes, especially for civil servants and 
employees of state-owned enterprises. Capital valuation might be a preferred option in 
theory, but it would be complicated by high annual valuation gains in some cities and areas 
that would require either constant updating or choosing a tax base below market that 
would undermine the equity principle. As long as proper valuations are not available—and 
it will take time for them to become available given the size of the housing market—an 
area-based valuation system could be used. Parameters could comprise the size, location, 
use (residential or commercial, with possible exemptions for agricultural buildings), and, 
potentially, the age of a building.40 Many emerging market economies use such area- and 
proxy-based systems (de Mooij, Lam, and Wingender 2017). Because these factors tend 
to be stable over time, they can be combined with price indexes to determine the annual 
property tax liability. An area-based valuation system should be flexible enough to be 
rolled out nationwide in the absence of a complete capital valuation system.

(iii) Government capacity. Government capacity is essential for successfully implementing 
property taxes. Good-quality property data in particular are needed to ensure completeness, 
consistency, and fairness to determine property values for taxation. This could be achieved, 
at least partly, by relying on commercial transaction data and by separating appraisal and 
tax collection authorities. For valuing property, difficulties persist for assessing market 
value in the PRC, especially for the subsidized housing of government and state-owned 
enterprise employees. Property appraisal also continues to be largely done by subsidiary 
companies of local governments, which have vested interests (ADB 2014c). 

Local government capacity and the property registry need to be improved so that property 
can be valued for taxation purposes. To this end, a consistent valuation system must be 
created, probably with central government support, and appraisers trained to run the 
system (ADB 2014c). In the meantime, an area-based valuation system could be a suitable 
solution. 

A nationwide recurrent property tax would both boost local government revenue and help keep rising 
property prices in check. While many technical details of a recurrent property tax must be evaluated, 
the most difficult part in practice will be to strengthen the capacity of local governments to properly 
administer a recurrent property tax. Once operational for property taxation, the nationwide real estate 

40 The age of a building can help proxy property value in areas where newer buildings of higher value have been added. The 
need for such an additional, differentiating parameter also depends on how granular location is defined. 
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registry could also be used for inheritance and gift taxation. A nationwide rollout of a recurrent property 
tax could be done fairly quickly using an area-based method proxying property value. Estimates of the 
revenue potential differ slightly: 1.0% of GDP (Bahl, Goh, and Qiao 2014; ADB 2014c) to 1.0%–1.5% of 
GDP (Lam and Wingender 2015). Table 2 summarizes the recommended steps for a recurrent property 
tax.

Table 2: Summary of Recommended Steps for a Recurrent Property Tax 

Challenge Proposed Steps

No legal basis for local government 
to levy property tax

• Delegate specific taxation powers and responsibilities to local governments, with 
limits set by central governments 

Lack of a nationally standardized 
tax base and tax rates

• Define a nationally standardized tax base, using an area-based valuation system 
based on size, location, use (residential/commercial), and age of building

• Set the tax rate, starting with a moderate unified rate, with few exemptions
• Possibly move to a valuation-based system later 

Weak local government  
tax administration capacity 

• Enable local government to use the property registry for valuing property

Source: Author.

D. Inheritance and Gift Taxes

Levying inheritance tax in the PRC would be in line with the OECD’s recent call for strengthening 
inheritance and gift taxation in its member countries to tackle increased wealth inequality. Nine OECD 
countries have abolished inheritance or estate taxes since the early 1970s and 24 still levy them, mostly 
recipient-based inheritance taxes.41 Other OECD countries follow different approaches for inheritance, 
estate, and gift taxes, but these are usually set by central governments (OECD 2021a).

The design of inheritance, estate, and gift taxes varies widely across OECD countries, with significant 
differences in the levels of wealth that can be passed on free of tax. Despite varying practices, tax 
exemption thresholds usually favor close relatives. While most OECD countries have progressive tax 
rates, others apply flat rates. Other than that, tax rates differ widely (OECD 2021a).

Numerous provisions have narrowed inheritance tax bases, reducing potential revenue, efficiency, and 
fairness, so that only 0.5% of total tax revenue is sourced from these taxes across the OECD countries 
that levy them. The share in total tax revenue is the highest in Belgium, Japan, France, and the Republic 
of Korea, ranging between 1.3%–1.6% (OECD 2021a).

In the PRC, inheritance tax should focus on the rich—specifically, the wealthiest top 1% or so.42 Progressive 
tax rates should also be applied. While aiming only at the top 1% may not seem broad enough, one needs 
to keep in mind that this percentage includes more than 10 million people, all of them dollar millionaires. 

41 Inheritance taxes are recipient-based, while estate taxes are charged against the estate. Gift taxes are levied on transactions 
gratuitously transferring property among persons who are living at the time of the transfer. Gift taxes limit the possibility to 
circumvent inheritance taxes.

42 OECD (2021a) compiled data on the share of estate subject to inheritance tax. Nationwide data are available only for a 
few countries. In Germany, Italy, Japan, the United Kingdom, and the United States this share is below 10%, with the United 
States at the very low end (0.2%) and Germany leaning toward the upper end. For the PRC, targeting at most the top 5% of 
wealth is therefore recommended, and possibly even the top 1% only.
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Obvious challenges emerge when looking at levying these taxes from the perspective of real estate 
wealth. Housing prices in the PRC’s big cities often reach seven-figure US dollar amounts for apartments. 
Exempting these properties from tax so that family homes can be passed on largely tax-free means 
foregoing tax revenue, but not doing this will result in hefty inheritance tax bills for family homes in major 
cities, even for middle-class families. The drawback in trying to avoid this by undervaluing real estate for 
inheritance tax purposes is that this would simultaneously increase the attractiveness of investing in real 
estate, which runs against government efforts to stabilize housing prices in big cities. Furthermore, property 
valuation for inheritance tax should be in line with the valuation used for the recurrent property tax. 

The issues just highlighted on real estate taxation are examples of the complexity of designing an 
equitable inheritance tax. In the end, there might be a stronger case for targeting high wealth with an 
inheritance tax and ensuring proper compliance. Differentiated inheritance and gift tax free amounts for 
close relatives should reflect this. 

Evidence from OECD countries on the revenue potential of inheritance and gift taxes shows that 
the contribution of property taxes—inheritance, estate, and gift taxes; recurrent taxes on immovable 
property and net wealth; and taxes on financial and capital transactions in the OECD classification43—to 
government funding is limited overall. Property taxes averaged 1.9% of GDP in OECD countries in 2018, 
with France and the United Kingdom having the highest (4.1% of GDP each), followed by Canada (3.9% 
of GDP) (OECD 2020). 

While levying taxes on wealth using a recurrent property tax, coupled with inheritance and gift taxes, 
would yield additional tax revenue in the PRC, the actual amount would mainly depend on the rate 
of these taxes and their scope, especially in case of a recurrent property tax. If these taxes were levied 
without many exemptions, they would cover the vast majority of population, as over 85% of households 
own their home (de Mooij, Lam, and Wingender 2017).44 But the revenue from inheritance and gift taxes 
would likely be limited, reflecting the findings just discussed from OECD countries.

International comparisons show that even the OECD countries with the highest proportion of property 
tax in total taxes rely much more on PIT for revenue than on wealth taxes. From 1965 to 2018, the share 
of taxes on property fell from 7.9% to 5.6% of total tax revenue (including social security contributions) 
across OECD countries, with Canada, the Republic of Korea, the United Kingdom, and the United States, 
among others, having property tax revenue exceeding 10% of total tax revenue. This is still far less than 
their revenue from PIT, which accounted for 36.2% of tax revenue in Canada, 18.4% in the Republic of 
Korea, 27.3% in the United Kingdom, and 41.1% the United States in 2018 (OECD 2020). 

To address unchecked wealth accumulation and concentration, inheritance and gift taxes should be 
levied in the PRC; these taxes should target very high wealth using progressive rates. Table 3 summarizes 
the recommended steps for this.

43 Capital gains of individuals are part of personal income.
44 Estimating the revenue potential of a property tax is fraught with challenges, because no consistent property valuation 

exists in the PRC and nationwide property price data are not publicly available.
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Table 3: Recommendations on Inheritance and Gift Taxes

Challenge Recommendations

Income is taxed, wealth is not • Levy inheritance and gift taxes, and roll out a recurrent property tax nationwide

Unchecked wealth accumulation 
and concentration

• Introduce inheritance and gift taxes at progressive rates beyond specific tax-free 
amounts for close relatives 

• Levy property taxes according to the (proxied) property value

Low overall tax revenue from 
individual taxes 

• Levy wealth-related taxes, while concurrently increasing personal income tax 
revenue 

Source: Author.



IV. REFORMING INTERGOVERNMENTAL FISCAL RELATIONS

A. A Bird’s-Eye View of Fiscal Arrangements

Intergovernmental fiscal relations in the PRC have been frequently subject to change. In 1994, 
a comprehensive fiscal reform led to the redistribution of fiscal revenue from local to central 
government, while the bulk of fiscal responsibilities stayed with local governments (Figure 25). A 
formal intergovernmental fiscal transfer system was established to potentially ameliorate regional fiscal 
disparities (Liu, Martinez-Vazquez, and Qiao 2014). 

Figure 25: Government Fiscal Expenditure and Revenue, 1980–2020
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Fiscal expenditure as a share in GDP increased after 1994’s fiscal reforms. Local government accounts 
for about 85% of total government fiscal expenditure as they provide almost all basic public services 
and administer social security (Figure 25). Local government fiscal expenditure is the highest in the PRC 
among all comparators in OECD and UCLG (2019).

Yet, fiscal revenue as share of GDP has been declining (Figure 26). It averaged 19.9% of GDP during 2016–
2020, down from 21.8% during 2011–2015, as tax revenue declined from 18.5% of GDP to 16.6% in the 
period. Sizable cuts in value-added taxes (VAT) plus shortfalls during the COVID-19 pandemic and, to 
a lesser extent, PIT reforms contributed to the decline in tax revenue. As a result, local government fiscal 
expenditure has increasingly exceeded fiscal revenue. In 2019, the vertical fiscal gap,45 proxied by local 
government fiscal expenditure (20.7% of GDP) minus fiscal revenue (10.2% of GDP), was 10.4% of GDP 
(Figure 27). This shows that local government fiscal revenue is insufficient for the level of expenditure. 

45 The vertical gap can be proxied by fiscal expenditure not covered by own revenue (Qiao et al. forthcoming). In 2020, the 
gap was even wider at the equivalent of 10.9% of GDP given revenue shortfalls due to COVID-19. 
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Figure 26: General Government Fiscal and 
Tax Revenue versus Fiscal Expenditure, 

1985–2020
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Sources: Ministry of Finance and National Bureau of 
Statistics via CEIC Data Company (accessed 24 June); 
Asian Development Bank calculations.

    

Figure 27: Local Government Fiscal 
Imbalance, 1980–2020
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Higher fiscal transfers would be beneficial for narrowing regional disparities, but the big question here 
is how to finance additional transfers. This is not only a question of how much additional funds local 
governments need but also how much more the central government can provide on a sustainable basis. 
And here the picture is not a favorable one: the fiscal balances of local governments have gradually 
deteriorated, while the central government’s fiscal surplus peaked in 2011 (Figure 28).

Figure 28: Central and Local Government Fiscal Balance 
before Transfers, 1980–2020
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Company (accessed 1 July 2021); Asian Development Bank calculations.
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Because local governments are neither allowed to levy taxes46 on their own nor issue debt without 
approval by the central government, they depend on fiscal transfers from the central government.47 
But these as percentage of GDP have been stagnating for some time (Figure 29). As a result, the fiscal 
balances of local governments after transfers from the central government have been negative for all 
provinces except for the Tibet Autonomous Region (Figure 30).

Figure 29: Central Government Fiscal 
Transfers to Local Governments,  

1990–2020
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Sources: Ministry of Finance and National Bureau of 
Statistics via CEIC Data Company (accessed 1 July 
2021); Asian Development Bank calculations.

   

Figure 30: Local Government Fiscal Balances 
after Transfers, 2019
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Sources: Ministry of Finance and National Bureau of Statistics 
via CEIC Data Company (accessed 13 September 2021); Asian 
Development Bank calculations.

The fiscal gap at the level of local government has two major implications: the unequal provision of basic 
public services and rising local government debt. Although the main elements of 1994’s fiscal reforms 
are still in place, the revised Budget Law that came into effect in 2015 allowed local governments to issue 
their own debt—general debt and, for project-financing, special debt—within limits set by the central 
government.48 As a result, government debt rose and accrued at the provincial level (Figures 31 and 32).49

Overall, outstanding official government debt—central government debt, and local government general and 
special debt—rose to 45.8% of GDP at the end of 2020; most of this (25.3 percentage points) was local 
government debt (Figure 31). However, debt distribution between provinces is uneven, with some of the 
richest ones having the lowest debt-to-GRP ratios and many poorer ones showing high ratios (Figure 32). 

46 The choice of the selection of tax rates of the urban land-use tax, the environmental protection tax, and the resource tax 
within legislated limits is the only element of subnational tax autonomy (Qiao et al. forthcoming).

47 No institutionalized transfer system exists for horizontal transfers at the provincial level in the PRC. 
48 The Budget Law was revised mainly to bring onto the balance sheet infrastructure-investment financing by local 

governments, hitherto off-budget. Since 2015, the PRC has used four budgets. The public finance budget covers fiscal 
expenditure and revenue and the government-managed funds budget funds major investment projects. The other budgets 
are the state capital operations budget and the social security budget.

49 While this paper focuses on the public finance budget, local government special bond issuance leads to increases in public 
debt that can adversely affect debt sustainability. 
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Figure 31: Government Debt, 2006–2020
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Figure 32: Outstanding Local Government Debt 
by Province, 2019
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B. Mounting Reform Pressure 

Pressure to reform current fiscal arrangements is mounting because growth in fiscal transfers has 
been slowing (except in 2020) and local government debt has increased. As noted earlier, the local 
government fiscal balance is deteriorating because transfers from the central government have 
stagnated as percentage of GDP. Total fiscal transfers cover less and less of the local government fiscal 
gap, with a drop in 2015 when the revised Budget Law became effective (Figure 33). However, the central 
government transfers most of its revenue to local governments—about 80% in recent years, which rose  
in 2020 because of the COVID-19 shock to the economy (Figure 34). Taken together, these findings lay 
bare a dilemma. Transfers cover an ever-smaller part of the fiscal gap of local governments, while the 
central government already spends most of its revenue on transfers—a situation that is unsatisfactory 
for both sides. In addition, the growth rate of central government transfers to local governments has 
been declining for many years, reflecting lower revenue growth (Figure 35).50 

50 With COVID-19, 2020 was an exception: transfer growth accelerated, while central government revenue declined.



32   ADB East Asia Working Paper Series No. 46

Figure 33: Fiscal Transfers as Percentage 
of Local Government Fiscal Gap,  

1994–2020
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Figure 34: Fiscal Transfers as Percentage of 
Fiscal Revenue and Expenditure, 2007–2020 
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Figure 35: Central Government Fiscal Revenue and Transfers versus  
Nominal Gross Domestic Product, 1995–2000
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Sources: Ministry of Finance and National Bureau of Statistics via CEIC Data Company 
(accessed 1 July 2021); Asian Development Bank calculations.
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Two developments will put additional pressure on the central government’s ability to increase transfers. 
Population aging will lead to an increased need for spending on health care and services for the elderly, 
as well as putting more pressure on public pensions. Dealing with both will require additional funding 
for local governments.51 At least a part of these funds will need to come from the central government 
either via increased transfers or by taking on more expenditure responsibilities, or a combination of both. 
Another source of pressure on transfer growth is slowing economic growth and the likely prospect that 
this trend will continue (Zhu, Zhang, and Peng 2019; Brandt et al. 2020). Fiscal revenue growth tends to 
moderate alongside weaker GDP growth, which implies that the fiscal space for increasing transfers will 
shrink—and local governments increasing their debt financing is not a sustainable solution.52 

New debt issuance will likely become more challenging in the future, especially for highly indebted 
provinces with lower GRP per capita and those with unsustainably large fiscal deficits. Poorer provinces 
tend to have higher debt per capita (Figure 36), and those with bigger fiscal deficits after transfers tend 
to be more indebted (Figure 37), limiting their capacity to take on additional debt. 

Figure 36: Public Debt and Gross Regional 
Product Per Capita by Province, 2019
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Figure 37: Public Debt and Fiscal Balance 
after Transfers by Province, 2019
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51 The central government requires that growth in local government expenditure on health and medical care not to be lower 
than that of fiscal expenditure (Qiao et al. forthcoming).

52 Central government fiscal revenue is also prone to economic shocks as it highly relies on indirect tax income (e.g., VAT), 
which in turn depends on economic activity that decreases rapidly during recessions (Fan and Wan 2017).
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C. Fiscal Expenditure Responsibilities 

In 2016, the State Council announced reforms in its Guiding Opinions on Advancing the Reform of 
the Division of Revenue Assignments and Expenditure Responsibilities between the Central and the 
Local Governments to clarify expenditure responsibilities between the central government and local 
governments. The aim was to minimize joint responsibilities, centralize key functions at the level of 
central government, and consolidate and enhance the fiscal transfer system to strengthen the financial 
resources of less-developed regions. 

The gap in fiscal expenditure between the central government and local governments is significant. 
Central government fiscal expenditure, excluding transfers, was the equivalent of 3.5% of GDP in 2019 
and at 20.6% of GDP for local government. Hence, central government accounted for less than 15% of 
general government expenditure, virtually the same level as in 2015. This is much lower compared with 
OECD countries, where central government spent on average 41.3% of general government expenditure, 
including social security, in 2019 (OECD 2021b). 

According to 2016’s Guiding Opinions, the central government is responsible for national security, foreign 
affairs, migration, national transportation infrastructure, and natural resources, while local governments 
are responsible for local public services and facilities, public security, and municipal transportation 
and infrastructure. Areas of joint mandate include science and education, research and development, 
social security (pension, health, and unemployment), food security, and environmental protection. The 
delivery of basic public services remains with local governments. On financing, the Guiding Opinions did 
not grant own-revenue sources to local governments. 

The delineation of joint responsibilities started in 2016 with national defense and state security 
(Qiao et al. forthcoming). This was followed by the delineation of basic public services, health, science 
and technology, education, transport, environmental protection, culture, emergency response, and 
natural resources (State Council 2018a–b, 2019a–c, 2020a–d). Eighteen public service categories, many 
of them critical to people’s well-being, remain classified as joint fiscal expenditures, including compulsory 
education, student subsidies, employment services, pensions, basic medical insurance, health and family 
planning, living assistance, and affordable housing (State Council 2018a).

The central government divided 31 province-level entities and five specially designated cities (Dalian, 
Ningbo, Qingdao, Shenzhen, Xiamen) into five categories according to their financial situation to 
determine the central government’s financial support, with poorer regions receiving more grants for 
seven basic public services for education, basic medical insurance, and public health services. The central 
government’s share differs as follows: 80% for 12 entities (5 autonomous regions and 7 provinces in the 
western inner region), 60% for another 10 provinces in the middle north-south zone, 50% for 3 eastern 
coastal provinces, 30% for another 3 eastern coastal provinces and 5 specially designated cities plus 
Tianjin, and 10% for Beijing and Shanghai (Chan 2019). The central government’s share is different for 
subsidies ensuring the minimum basic pension for urban and rural residents. It covers 100% for province-
level entities in the two poorest categories and 50% for the remaining ones (State Council 2018a). 

This paper recommends that the expenditure responsibilities between the central and local governments 
are further clarified and joint areas of responsibility are reduced as much as possible. This could help reduce 
the unnecessary multiplication and overlapping of administrative procedures (Sow and Razafimahefa 
2017). Qiao et al. (forthcoming) point out that the lack of legal norms in expenditure assignments leads 
to responsibilities ending up at the local level. And most of these will remain there because delineations 
of responsibilities tend to be incomplete or not sufficiently clear, especially in complex areas, such as the 
delivery of basic public services. In the end, it is frequently local government that needs to take action. 

Progress is needed in the centralization of some responsibilities. Central government expenditure in 
joint-mandate areas remains scant. The expenditure of local governments on health, education, and 
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social security and employment has been rising slightly, accounting for about 38% of their fiscal spending 
(equivalent to 7.9% of GDP) in 2019 (Figure 38). Yet, the central government spent only about 9% of its 
expenditure (0.3% of GDP) on these categories in 2020 (Figure 39).

Figure 38: Breakdown of Local Government Fiscal Expenditure, 2007–2019
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Figure 39: Top 10 Central Government Fiscal Expenditure, 2020 
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The role of central government should be strengthened in areas where a centralized approach is 
international best practice and brings efficiency gains. For instance, the centralization of pension 
insurance for urban employees, including national revenue pooling, would bring about efficiency 
gains in collection and administration—and have an element of redistribution (ADB 2019, 2020a). 
Implementing this reform would align the PRC with international best practice since pension 
insurance is usually a central government responsibility (Dollar and Hofman 2006; ADB 2014b; 
Wingender 2018). Unemployment insurance is also generally centralized internationally (Dollar and 
Hofman 2006; Wingender 2018); this provides automatic stabilization in economic downturns when 
unemployment rises (Wingender 2018). But even with these changes in fiscal responsibilities, the 
central government’s expenditure share would still be moderate by international comparison because 
the PRC is extremely decentralized in fiscal expenditure.53 

International practice varies widely on health care. For increasing public spending on health, the PRC 
would need to overcome the fragmentation and low coverage rates of its public health care system. 
Higher transfers from the central government to fund the budgetary health-care outlays of local 
governments will be crucial for increasing coverage and reducing individuals’ out-of-pocket health care 
expenses (Wingender 2018). 

For other areas, clarity of function may be more important than assigning exactly the best level for a task 
(Dollar and Hofman 2006; Bahl, Goh, and Qiao 2014). 

In sum, the main recommendations on assigning fiscal expenditure are:

(i) Expenditure responsibilities should be delineated as clearly as possible. Ideally, the scope 
of joint responsibilities would be reduced. 

(ii) Following efficiency considerations, some fiscal responsibilities, especially pensions and 
unemployment insurance, should be elevated to central government. 

(iii) Some basic public services, such as primary health care, should not be centralized, but 
the central government should ensure local governments provide them at a satisfactory 
standard. To this end, an increase in fiscal transfers from the central government to 
local governments is needed, but these funds must be used properly, as discussed in the 
next section.

D. Fiscal Transfers

This section offers recommendations to improve the fiscal transfer system for the overall size of transfers 
and their distribution by province, and to improve the system’s efficiency.

Size of fiscal transfers and their distribution 

For a substantial increase in fiscal transfers, the central government will need a higher fiscal surplus to 
avoid debt financing. In 2020, its fiscal revenue, equal to 8.1% of GDP, exceeded its expenditure, at 3.5% 
of GDP (before transfers but including debt service), by 4.7% of GDP, while the local government budget 
deficit was 10.9% of GDP. The central government’s total fiscal transfers to local governments, at 8.2% 
of GDP, exceeded the central government’s entire fiscal revenue. In 2019, the year before the COVID-19 
crisis, the situation was, however, slightly better. 

53 OECD and UCLG (2019) find the PRC has the highest share of subnational expenditure in total general government 
expenditure of countries covered in their study and ranks also comparatively high in subnational tax revenue. 
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The current level of fiscal transfers to local governments, at about 8% of GDP, has not been enough 
for them to fund their fiscal expenditure without accumulating additional debt. The goal should be 
sufficient transfers to fund legitimate expenditure without local governments accumulating more debt 
(ADB 2015a). Currently, no fiscal space exists to increase transfers without incurring more debt at either 
level of government. Thus, fiscal revenue must be strengthened to make room for additional transfers. 

For the distribution of fiscal transfers, poorer provinces tend to receive higher transfers per capita 
(Figure 40). ADB (2014) estimates that raising the fiscal resources of local governments to the national 
average would require a 27% increase in transfers with 13 provinces receiving additional transfers. Such a 
large increase was judged as likely unaffordable, and some redistribution of transfers from fiscally richer 
to poorer provinces would be required. 

Figure 40: Fiscal Transfers to Provinces and Gross Regional 
Product Per Capita, 2019
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The central government will need to reduce transfers to wealthy provinces to gain the fiscal space to 
increase transfers to poorer ones. Wealthier provinces could be partly compensated by introducing a 
property tax that would be local government revenue. As housing prices tend to be higher in wealthy 
municipalities and provinces, those would profit more than poorer ones. 

Efficiency of the transfer system 

In addition to the overall volume of transfers and their distribution, transfers need to be efficient, which 
is closely related with the composition, types, and aims of transfers.54 

Intergovernmental transfers used to be accounted for in three categories: special transfers, general 
transfers, and tax rebates, with some of these transfers being conditional and others not (Bahl, Goh, 
and Qiao 2014). Despite being counter-equalizing, tax rebates were introduced to compensate richer 
provinces for revenue losses following the 1994 fiscal reforms. Their share in transfers has diminished 
over time, while the share of general transfers—with equalizing transfers (i.e., those designed to reduce 
fiscal disparities among provinces) being part of that category—has increased over time (Figure 41). 

Figure 41: Breakdown of Central Government Fiscal Transfers  
by Type, 1995–2018
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Notes: Data before 2008 from Y. Wu et al. 2017. Transfer Payment Structure and Local 
Government Fiscal Efficiency: Evidence from China. China Finance and Economic Review. 
5 (12). Categorization changed after 2018. 

Sources: Ministry of Finance via CEIC Data Company (accessed 2 July 2021); 
Wu et al. (2017); Asian Development Bank calculations.

The transfer system was reformed in 2019. Tax rebates were put under general purpose transfers, a new type 
of shared-function transfers was introduced, and related old transfer schemes (general and special) were 
subsumed under this new category, which is temporarily classified under general transfers. The new model of 
transfers still needs to be improved in scale, mode, and policy coordination (Qiao et al. forthcoming). 

54 As well as their gap-filling role, transfers can fulfil three purposes: equalization, positive spillovers, and ensuring national 
standards (Boadway and Eyraud 2018). In the PRC, ensuring national standards for the delivery of basic public services and 
social security could help reduce regional disparities in living standards.
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Three areas warrant further attention: the transfer mix and budget accountability, evaluating the 
performance of fiscal transfers and budget management, and formalizing subprovincial transfers. 

(i) Transfer mix and budget accountability. Increasing fiscal transfers, especially 
unconditional ones, could encourage local governments to spend money inefficiently 
because they are not responsible for financing the outlays. But hard budget constraints 
tend to be difficult to impose when local governments heavily depend on transfers 
(ADB 2014b; Wingender 2018). Assigning own-source revenue to local governments 
is one solution to potentially increase their accountability (Wingender 2018; Qiao et 
al. forthcoming). Because local governments would have to finance improvements in 
public services through higher taxes, local fiscal expenditure would be linked to local 
revenue. This link, however, is still no guarantee that additional funds will be exclusively 
used for improving public services. Furthermore, granting own-revenue sources to local 
governments will likely have counter-equalizing effects that need compensating, an issue 
discussed in greater detail in the next section (E).

(ii) Evaluating the performance of fiscal transfers and budget management. Evaluation 
has so far primarily focused on special purpose transfers, but the disclosure of information 
on expenditure performance remains insufficient (Qiao et al. forthcoming). Because the 
system needs to further reduce the number of targeted transfers and to simplify these 
transfers, which are complex and costly to administer, greater emphasis should be put on 
the quality of public services (ADB 2014b; Wingender 2018). The budget management 
and transparency (information, evaluation) of local governments needs strengthening to 
increase accountability in their delivery of public services.

(iii) Formalizing subprovincial transfers. Provincial-level entities, within their jurisdiction, 
share revenue and arrange transfers at their discretion (OECD 2017). To make a system of 
revenue, expenditure, and subprovincial transfers work properly, related rules need to be 
developed and implemented at the province level. Failure to do this could result in the replay 
of the problem of a higher administrative level setting the rules and lower levels having to 
deal with the implications. Subprovincial accountability mechanisms need strengthening 
to ensure that transfers are properly used. Local government at the subprovincial and 
provincial levels also need incentives to be able to properly weigh spending on economic 
development and construction against spending on social areas (Martin-Velasquez and 
Qiao 2010).

Summary of recommendations

The main recommendations for improving the efficiency of fiscal transfers are:

(i) General fiscal transfers to poor provincial governments should be increased to narrow the 
fiscal gap (equalization goal). Wealthy provincial administrations should get less transfers, 
but, as a compensation, they would profit more from the rollout of a nationwide recurrent 
property tax (section E). 

(ii) Shared-function transfers should focus on providing better basic public services. Transfers 
to poorer provinces need to be increased, but, at the same time, the provision of better 
public services needs ensuring. This will require increased accountability at the local level 
and these services being measured and evaluated. Budget management and transparency 
at the local level should be strengthened to enhance accountability. 

(iii) A system for subprovincial transfers should be gradually introduced and formalized.
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E. Local Government Fiscal Revenue 

This section discusses reform options to strengthen local government fiscal revenue. It covers tax 
revenue and the tax sharing system, assesses reform options for the system, and analyzes the potential 
effects of introducing local government own-source taxes. 

Tax revenue and sharing 

Increasing tax revenue, both at central and local level, is crucial to enable the central government to 
increase fiscal transfers and to narrow the local government fiscal gap.55 Tax collection in the PRC is low 
compared to OECD countries. In 2019, tax revenue, including social security contributions, in OECD 
countries averaged the equivalent of 33.8% of GDP; in the PRC, it was 22.1% of which 16.0 percentage 
points were taxes and 6.1 points social security contributions (OECD 2021c). 

The current tax sharing system in the PRC has resulted in the central government receiving 
proportionally higher tax revenue—equal to 8.2% of GDP—compared with local governments (7.8%) 
(Figures 42 and 43). 

Figure 42: Breakdown of Central 
Government Fiscal Revenue, 2019 
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Sources: Ministry of Finance and National Bureau of 
Statistics via CEIC Data Company (accessed 1 July 2021); 
Asian Development Bank calculations.

    

Figure 43: Breakdown of Local 
Government Fiscal Revenue, 2019 
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55 The extent to which transfers to local governments need to be increased depends on many factors, including the central government 
taking on more expenditure responsibilities (section C), the envisaged level of redistribution via fiscal transfers and the ability of the 
central government to actually finance these transfers (section D), and local government fiscal revenue (section E).
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Major taxes are shared between the central government and local governments as follows: VAT (50/50), 
corporate income tax (CIT) (60/40), and PIT (60/40).56 The substantial revenue share of the central 
government stems from its share in VAT and CIT. Taxes exclusively assigned to local government tend to 
be insignificant unless the five land- and property-related taxes are considered combined. 

The current derivation-based revenue sharing system—one where the amount of transfers received by 
a region is proportionate to the share of taxes collected there—engrains the focus of local governments 
on competing for investment to generate CIT revenue (Bahl 2019). This is not surprising when looking 
at tax revenue: CIT is a much bigger revenue source than PIT (VAT is the biggest) in the PRC, where CIT 
accounted for 23.6% of total tax revenue in 2019. In OECD countries, CIT in 2018 only accounted on 
average for 10.0% of total tax revenue, including social security contributions, or 3.1% of GDP (OECD 
2020).57

Although the PRC’s tax sharing system mobilizes investment, it leaves local governments vulnerable to 
central government–mandated cuts in the tax base, as well as to adjustments to their share in taxes (Bahl 
2019).58 It is also an incentive for local governments not to increase and strictly enforce minimum wages, 
as this might impede local economic growth and investment, thereby lowering local CIT revenue.59 In sum, 
the current system prioritizes efficient tax collection over income redistribution (Qiao et al. forthcoming).

Reform options for the tax sharing system

The tax sharing system favors provinces with bigger tax bases. Not all taxes have the same revenue 
potential, which distorts incentives, such as competing for local corporate tax bases. Changing the 
tax sharing system could potentially help local governments, but this is difficult to implement, as the 
following three options discussed in the literature show:

(i) Shift in revenue shares. Here, provinces would receive a higher tax share and the 
central government a lower one. This shift, however, would disproportionally benefit local 
governments with higher tax bases (Figure 44), which would be counter-equalizing and 
require compensation for provinces with weaker tax bases. 

Zhang and Li (2017) suggest shifting PIT collection completely to local governments. 
Given the size of their budget deficits, such a move would still be insufficient in revenue 
terms, especially without broadening the tax base and increasing progressivity, as discussed 
earlier. The ensuing revenue shortfall on the central government side is another issue to 
take into account. Changes to the current tax sharing system can be considered to fine-
tune local government revenue.

56 Qiao et al. (forthcoming) also provide an overview on exceptions, which especially affect CIT sharing.
57 VAT accounted on average for 20.4% of total tax revenue (including social security contributions), or 6.8% of GDP, in 

OECD countries in 2018 (OECD 2020). 
58 A needs-based formula for transfers instead of the current tax sharing system would lessen the incentives for subnational 

governments to compete for tax bases (World Bank and DRC 2019).
59 Local governments have room to increase minimum wages, which—measured as a ratio of local minimum wages to local 

average wages—tend to be low compared with OECD countries (OECD 2017).
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Figure 44: Tax Revenue by Province and Gross Regional Product 
Per Capita, 2019
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Company (accessed 13 September 2021); Asian Development Bank calculations.

(ii) Single sharing rate with a vertical revenue pool. Bahl, Goh, and Qiao (2014) suggest 
reforming the revenue sharing system by having a single sharing rate for a vertical pool. 
This would include all taxes where the rate is set by the central government—and by 
implication cover virtually all tax revenue. Here, subnational governments would receive 
a fixed share of that pool, and not, as is currently the case, different sharing rates for each 
tax. A system with a single rate would be non-distortionary in terms of the type of tax 
and be easy to administer. This system, however, has drawbacks. The central government 
might be tempted to frequently change the general sharing rate. It would also lose the 
ability to fine-tune the revenue flow to local governments by increasing their share in a 
specific tax category, as is the current practice.

(iii) Horizontal revenue sharing across provinces. Bahl, Goh, and Qiao (2014) and World 
Bank and DRC (2019) consider a horizontal sharing pool among provinces. Doing this 
would, however, change the nature of the intergovernmental transfer system and be 
politically contested as richer provinces (those with a high tax base) would likely end up 
losing revenue. This approach would also necessarily eliminate the entitlement to share 
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revenue raised at the local level, thereby eliminating incentives for local governments 
to increase the rate of revenue mobilization. Because this is generally weak in the PRC 
compared with internationally, making this change would very likely increase pressure on 
the system.

In sum, because any fundamental change to the current tax sharing system would have major 
implications, it would require detailed consideration, preparation, and political negotiation. Even if it 
is put on the agenda, it would likely take years for major changes to become fully effective given the 
complexity of changing the tax sharing system.

Own-source revenue

The extent to which revenue should be decentralized is generally a political choice, but this choice 
nevertheless has implications for central–local fiscal relations and their reform.60 Sizable own-source tax 
revenue—that is, revenue raised by a government from imposing a tax on its own—at the level of local 
government would reduce the need for fiscal transfers (and vice versa). So, why have local government 
own-source taxes not already been introduced?

One difficulty has been finding a good source of local tax revenue that can be administered at a reasonable 
cost, yield significant revenue, and does not result in exporting the burden of payment to residents of 
other jurisdictions (Bahl, Goh, and Qiao 2014). The local tax source should also be stable and tax bases 
not unevenly distributed (Arora and Norregaard 1997). The latter is an important point for the PRC 
because of its vast regional disparities.

Granting local governments own-source revenue, even within narrow limits, would lead to some degree 
of tax autonomy. Because the local government budget deficit is sizable, the revenue potential of own-
source taxes would need to be significant. Tax autonomy, even within limits, would entail risks—and if 
it failed, regional disparities could even widen. Poor local governments would need to levy higher taxes, 
but end up providing subpar public services. If that happened, people might migrate from these regions 
and the remaining population would have to cover the outstanding local government debt—and poorer 
regions tend to have higher per capita public debt.

Significant own-source tax revenue would enable local governments to raise revenue independently 
from the central government. Revenue autonomy nevertheless comes with administration costs. So, 
using a centrally legislated tax base to levy a local tax within specified limits—piggybacking, in other 
words—would help limit administration costs. This would work best at the provincial level as lower 
levels of administration might face high administration costs. These levels should therefore rely more 
on improved transfers and the allocation of specific taxes (ADB 2015b). An example of such a tax is the 
proposed nationwide recurrent property tax.

Piggyback taxes also have drawbacks. From an equity standpoint, there is a danger that revenue-
constrained local governments will maximize tax revenue without improving basic public services. 
Granting local governments taxation powers could increase disparities by catalyzing the migration 
of qualified workers from poorer to richer regions. Because the PRC’s household registration system 
(hukou) still ties many access rights to the place of official residence, mobility is limited, especially for 
those who depend on public social services. These people would benefit from increased fiscal transfers 
to poorer regions. 

60 For the degree of revenue (de)centralization, the case is different from expenditure (de)centralization. For revenue, the 
case for (de)centralization is often less clear. While tax administration costs play a role, the level of redistribution via fiscal 
transfers also depends on equalization efforts and national standards, both of which are frequently subject to political 
considerations.
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Which taxes are potentially suitable as local government own-source revenue besides property taxes? 
In the literature,61 mostly three piggyback taxes and surcharges62—on CIT and PIT, and on a national 
carbon tax—are discussed.

(i) Piggybacking on corporate income tax. This could be challenging because it is often 
difficult to determine where corporate profit is actually generated (ADB 2014b)—and 
local governments already intensively compete for firms to locate in their jurisdiction 
because of the current tax revenue sharing system. Local governments being able to levy 
additional taxes on the CIT base would intensify this competition, which could lead to a 
race to the bottom where richer local governments do not piggyback on CIT and thereby 
force others to do the same to remain competitive. 

The central government stipulating strictly positive minimum rates or fixing rates in the 
case of a CIT surcharge would increase CIT rates. The PRC’s standard PIT rate of 25% is in 
line with the Asian and the global GDP-weighted average of statutory corporate tax rates 
(Asen 2020). Also, the tax base of CIT is very unevenly distributed across the PRC. For all 
these reasons, piggybacking on CIT has drawbacks that will be difficult to overcome.

(ii) Piggybacking on a national carbon tax for fossil fuel carbon emissions.63 Doing this 
would require a national carbon tax to be implemented in the first place, which seems 
unlikely. The central government would also probably need to stipulate minimum rates 
to prevent a race to the bottom for the same reasons mentioned in the previous point on 
piggybacking on CIT. In 2021, the PRC started a carbon emission trading scheme for the 
energy sector, and its scope will be gradually broadened to more sectors. Since the scheme 
will be expanded, the political room to enact a national carbon tax should shrink. Although 
it is not realistic to expect a national carbon tax, one would nevertheless be favorable for 
at least two reasons: facilitating the transition to a zero-carbon economy and providing 
additional revenue. Even though the chances of a national carbon tax are low right now, 
the proposal could be revisited, especially if the expansion of the carbon emission trading 
scheme to other sectors gets delayed.

(iii) Piggybacking on personal income tax.64 Provinces could piggyback on PIT within a band 
set by the central government, which could incentivize them to collect PIT by using their 
information on rich residents, including their sources of nonwage income. But because rich 
people tend to live in more developed neighborhoods, piggybacking on PIT could increase 
spatial inequalities, which would require a refined fiscal equalization framework that takes 
into account differences in own-revenue bases (Ahmad, Neuweg, and Stern 2018).

The danger also exists that poorer local governments would need to make use of all available 
taxation possibilities, while richer ones would not need to do this. Hence, the PIT burden in 
economically weaker regions would be higher than in more prosperous ones, which would 

61 See for instance ADB (2014), Bahl, Goh, and Qiao (2014), Morgan and Trinh (2016), Ahmad, Neuweg, and Stern (2018), 
Ahmad (2019), and Qiao et al. (forthcoming).

62 Piggybacking on a national tax means using a central government-defined tax base, which local governments use to levy 
taxes. Local governments can set, within limits, the tax rate. If the central government sets a percentage surcharge, local 
governments would not have discretion to set rates, as is the case with the urban construction and maintenance tax, and 
the educational surtax. 

63 Discussed in greater detail in Ahmad, Neuweg, and Stern (2018) and Ahmad (2019).
64 This is often proposed in the literature. See for example ADB (2014b), Bahl, Goh, and Qiao (2014), Ahmad, Neuweg, and 

Stern (2018), and Ahmad (2019). 
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run contrary to equalization and redistribution efforts.65 These effects could be aggravated 
by hukou restrictions remaining in place, especially for rich municipalities, such as Beijing 
and Shanghai. If residents have lower surcharge rates than poorer provinces, those in richer 
regions would pay lower taxes than those in poorer ones at the same level of income. This 
would be very hard to justify. Fiscal transfers to compensate poorer provinces would also 
need to be calibrated in a way that takes into account the potential for own-revenue and 
not actual tax collection in case richer provinces choose surcharge rates lower than the 
maximum allowed. In other words, differentiated sur-rates would bring several challenges. 

Because of this, the central government would need to fix surcharge rates, resulting in a 
fixed percentage surcharge. Although this would weaken the link between local government 
fiscal revenue and expenditure with the aim of achieving greater local government 
accountability, the calculation of extra revenue would be simple. Wealthier provinces 
would also benefit more, which could compensate them for lower fiscal transfers as the 
central government increases these transfers to poorer provinces, financed by a reduction 
in transfers to wealthier provinces. 

Introducing a PIT surcharge or increasing the PIT tax share of local governments—while in 
both cases compensating provinces with weaker tax bases—would lead to higher revenue 
at the local level. The PIT surcharge would, however, also increase the tax burden of 
PIT payers, while changes to the weights in the tax sharing system would shift revenue 
distribution. However, PIT reforms to broaden the tax base remain key for increasing  
revenue in the first place so that the potential additional revenue for local governments 
would be meaningful. And with the current PIT base heavily dependent on wage income, 
adding a surcharge would put wage earners at a disadvantage. 

Overall, reforms to PIT, including widening the tax base and increasing its progressivity, 
should lay the foundation for further adjustments, such as changing the share of PIT 
that local governments receive or adding a surcharge. A surcharge on PIT, offset by increased 
transfers to fiscally weaker provinces, remains an interesting option as a part of broader reforms.

Summary of recommendations on the revenue side 

Enacting major shifts in the tax sharing system is not recommended, but fine-tuning the rates for shared 
taxes could be considered to balance local government budgets on the margin. More importantly, a 
nationwide recurrent property tax should be rolled out at the local level. 

Raising local government revenue by piggybacking on existing taxes is fraught with difficulties. But 
a potential tax for piggybacking would be a national carbon emission tax, which is not in place.
Piggybacking on PIT in its current form has very limited revenue potential. Because of this, further 
reforms to increase the revenue potential of PIT remain essential. Because a surcharge on PIT would 
disproportionally benefit wealthier municipalities and provinces, poorer provinces would need to be 
compensated by an increase in fiscal transfers financed by a reduction in those to wealthier regions. 

A key issue is to raise overall tax revenue. The sharing of additional revenue can be adjusted through 
fine-tuning the tax sharing system and fiscal transfers. 

65 Granting local governments tax autonomy could end up in a Matthew effect, similar to social security contributions. 
Before employers’ pension contributions were capped at 16% (effective May 2019), rates varied from 14% in Zhejiang and 
Guangdong to 19%–20% in most other provinces (ADB 2019); that is, richer provinces had lower rates.
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F. Implementing Fiscal Reforms

This section briefly discusses reform challenges and the sequencing of reforms.

Challenges

As discussed earlier, a three-pronged approach to reforming central–local government fiscal relations is 
needed: shifting some expenditure responsibilities to central government, increasing fiscal transfers to 
poorer provinces, and increasing tax revenue, especially at the local level. These three reform components 
are interrelated—and less reform in one area will require more in the others. At the same time, winners 
and losers depend on the specific reforms implemented.

To successfully implement fiscal reforms, more fiscal responsibilities taken over and paid for by the 
central government would be welcomed by local governments. But increased fiscal transfers to poorer 
regions will not be supported by richer ones if this ends up at their expense. The situation is the opposite 
for enhancing the tax revenue of local governments by granting them limited tax autonomy. Here, local 
governments with a higher tax base will profit disproportionally. Because of this, the central government 
will need to carefully manage the tax autonomy of local governments—and compensate disadvantaged 
ones to avoid an increase in spatial inequality. 

Overall fiscal revenue is currently not enough to finance overall government expenditure. A key 
requirement for successful fiscal reforms is the mobilization of domestic resources. Higher contributions 
will need to mainly come from individuals (not firms) via a recurrent property tax and higher PIT 
collection, both of which are unpopular. The accountability of local governments for delivering basic 
public services will need strengthening to ensure that funds are properly used. 

Reform sequencing

Mobilizing additional tax revenue should be among the first steps. Concurrently, the newly implemented 
transfer system can be refined, and practical experience gained from delineating joint responsibilities, 
especially for basic public services. Improving budget management at the local level will be essential for 
measuring the delivery of these services and for better targeting transfers. 

Because the PRC’s fiscally poor local governments urgently need additional funds, postponing an 
increase in fiscal transfers until budget management at the local level has considerably improved is not a 
viable option. Thus, there are conflicting goals of increasing transfers while insisting on and concurrently 
implementing further measures for a more efficient use of funds. Ensuring fiscal discipline at the local 
level if fiscal transfers are increased could be a challenge. Introducing local government own-source taxes 
on a broad and significant level to link revenue to expenditure would require compensating transfers to 
poorer regions to avoid a rise in regional disparities. The dilemma remains: supporting fiscally weaker 
local governments via increased transfers limits regional disparities, but makes it difficult to harden 
budget constraints at the local level. At the same time, regional disparities rise when tying local fiscal 
expenditure to local fiscal revenue via own-source taxes to harden budget constraints and increase local 
government accountability. But gradual improvements can be achieved with the central government 
centralizing some fiscal functions, strengthening budget management at the local level, and increasing 
transfers supporting the convergence of living standards across the country. 



V. SUMMARY OF RECOMMENDATIONS

Table 4 summarizes the recommendations to help reduce inequality through taxation reforms and 
changes to central–local government fiscal relations.

Table 4: Summary of Recommendations for Tax and Fiscal Reforms 

Item Challenge Recommendation

Taxation

Further personal income 
tax (PIT) reforms 

Weak tax base • Include individual business income, pensions, and  
annuities into comprehensive income

• Tax capital gains as part of personal income
• Consolidate and cap special deductions

Low progressivity • Merge more income categories into comprehensive 
income 

• Subject income currently taxed at a flat rate (e.g., capital 
income) to progressive rates

Low tax compliance • Establish a unified and national taxpayer database
• Withhold taxes at least in part at source, where possible

Roll out nationwide  
recurrent property tax

No legal basis for local 
government to levy  
property tax

• Delegate specific taxation powers and responsibilities to 
local governments with limits set by the central gov’t

Lack of a nationally  
standardized tax base  
and tax rates

• Define a nationally standardized tax base using an area-
based valuation system based on size, location, use, and, 
potentially, the age of the building

• Start with a moderate unified tax rate with few exemptions
• Possibly move to a valuation-based system later

Weak local government tax 
administration capacity

• Enable local gov’t to use the property registry for valuing 
property

Inheritance and
gift taxes

Income is taxed, wealth 
is not

• Levy inheritance and gift taxes 
• Nationwide rollout of a recurrent property tax 

Unchecked wealth  
accumulation and  
concentration

• Introduce inheritance and gift taxes at progressive rates 
beyond specific tax-free amounts for close relatives

• Levy property taxes that reflect the proxied property 
value 

Central–local government fiscal relations 

Fiscal expenditure  
responsibilities 

Suboptimal assignments • Pensions and unemployment insurance should be elevated 
to the central gov’t, including their financing 

Unclear responsibilities or 
mismatch in financing 

• Expenditure responsibilities should be clearly delineated, 
and the scope of joint responsibilities reduced 

• For some basic services, e.g., primary health care services 
that could be better provided at the local level, the central 
gov’t should increase transfers to enable local gov’ts to 
provide them at a sufficiently high standard 
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Item Challenge Recommendation

Fiscal transfers Insufficient equalization • Increase the level of general transfers from the central gov’t 
to local gov’ts to advance equalization 

• Increase transfers to poorer provinces (shift in priorities) 
• Increase shared-function transfers to poorer provinces 

(support to improve basic public services)

Weak accountability at the 
local level

• Evaluate local gov’t public service delivery 
• Enhance budget management and transparency on local 

gov’t level (information, evaluation)
• Formalize intra-provincial transfers 
• Roll out a property tax as own-source revenue at the local 

level

Strengthening local gov’t 
fiscal revenue

Insufficient local gov’t tax 
revenue

• Roll out a nationwide recurrent local property tax as own-
source revenue at the local level 

• Broaden the tax base of PIT and increase its progressivity, 
thereby increasing local gov’t tax revenue

• Levy inheritance and gift taxes, with revenue shared 
between the central and local gov’ts 

• Consider levying a surcharge on PIT (and compensate 
those provinces that only gain little additional revenue 
from the surcharge) and potentially revisit the tax sharing 
system to fine-tune local gov’ts PIT revenue 

Source: Author.
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