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Can the Reform of Tax-Related Government Functions
Improve Corporate Tax Compliance?

FAN Yuanyuan, LI Jianjun ( Southwestern University of Finance and Economics, 611130)
Abstract ; Institutional building is an important path for governments of many developing and emerging
economies to promote economic growth and enhance international competitiveness. In order to further deepen
the reform of tax-related government functions, the State Administration of Taxation of China has launched a
pilot project to optimize the tax environment for doing business. The tax authorities in the pilot areas have
shortened the tax affairs handling time, improved tax services and introduced new regulatory measures to further
improve public satisfaction and tax compliance. This paper examines whether the reform of tax-related
government functions can improve corporate tax compliance and explores potential mechanisms.

Theoretically , the reform of tax-related government functions will affect enterprises’ tax compliance. On the
one hand, the reform reduces the cost of tax compliance and improves taxpayers’ satisfaction by reducing red
tape and improving tax services, which in turn motivates enterprises to voluntarily comply with the tax law. On
the other hand, the introduction of new enforcement measures has increased the accuracy of identifying tax

evasion, thus deterring enterprises from violating the tax law. Based on the data of listed companies in China
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from 2012 to 2020 and the quasi-natural experiment of the pilot project for improving the tax environment for
doing business, this paper constructs a difference-in-differences model with multiple time periods to investigate
the impact of the reform of tax-related government functions on corporate tax compliance. The study finds that
the reform has significantly improved corporate tax compliance, and this finding remains valid after a series of
robustness tests. Further analysis shows that the reform has improved corporate tax compliance by reducing tax
compliance costs, and improving the audit capability of tax authorities and taxpayers’ satisfaction. In addition,
the above effects are more pronounced for higher-rate enterprises with stronger incentives to evade taxes,
enterprises with poorer corporate governance, smaller enterprises, and enterprises with a longer history.

Our study contributes to the existing literature in three respects. First, it expands the research on the
reform of tax collection and administration system. This paper complements the literature on the reform of tax-
related government functions, which is important for China to modernize its tax governance system and capacity.
Second, this paper examines the reasons of corporate tax compliance from both mandatory and non-mandatory
perspectives. This partly explains the “tax compliance puzzle” that the standard tax compliance model ( tax
rate, revenue, probability of audit, and severity of penalties) predicts a lower tax compliance rate than the
reality. Third, this paper identifies the causal relationship between the reform of tax-related government
functions and corporate tax compliance using the pilot project for improving the tax environment for doing
business as a quasi-natural experiment, and provides empirical evidence for optimizing the tax environment for
doing business.

Our study has rich policy implications. First, excessive tax compliance costs can discourage firms from
voluntarily paying taxes, and thus the tax system should be simplified and optimized to consistently reduce
taxpayer compliance costs. Secondly, the deterrent effect of the modern tax enforcement system helps
enterprises comply with the tax law, and the new-generation information technology such as big data and
artificial intelligence should be applied to help supervise taxpayers’ tax compliance and improve tax authorities’
collection and administration capacity. Finally, the psychological cost of taxpayers is an important factor
influencing their tax behavior, which means that tax authorities should improve the quality of tax services.

This paper mainly explores the tax compliance effects of the reform of tax-related government functions,
but doesn’t investigate the economic consequences of the change in corporate tax compliance. In future
research, we can investigate the impact of such change on corporate investment, corporate financing, and
corporate market value after the reform of tax-related government functions.

Keywords: Reform of Government Functions, Tax Compliance, Tax Environment for Doing Business,
Tax Services
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