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Abstract:  

Centralized tax administration with top-down monitoring is regarded as a key 
element of the modern fiscal state. However, centralized administration can also 
introduce new agency problems for the monitors and create distortions across 
levels of the bureaucratic hierarchy. This paper studies how a fiscal administration 
reform aimed at monitoring local taxation can have unintended consequences on 
state capacity in late 18th-century China, using a novel dataset on tax collection 
constructed from administrative archives. We exploit predetermined variation 
across counties in exposure to the reform, which imposed formal oversight on 
county taxation by provincial treasuries. We find that the reform had a negative 
effect on tax collection. The decline in tax collection can be explained by a top-
down encroachment mechanism: the reform created greater scope for monitors 
to withhold and misappropriate county funds. Such intergovernmental fiscal 
encroachment undermined local tax enforcement capacity and distorted county 
bureaucrats’ incentives to underreport and embezzle revenue. We provide a 
range of evidence consistent with these causal chains. Our results suggest a new 
explanation for the puzzle of weak fiscal capacity of imperial China. 

  


