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ABSTRACT

Sub-national fiscal system is an important part of the entire in-
tergovernmental fiscal system. The former affects the latter espe-
cially in a country with multilevel of governments. Sub-national
fiscal system includes mainly the division among different levels of
governments below provincial level of expenditure responsibilities,
revenue assignments, expenditure assignments and transfer pay-
ments. Based on the framework, i.e., the fiscal system between
central and provincial governments, the existing administrative
and legal system, this thesis investigates the sub-national fiscal
system focusing on its current arrangements and problems. The
research framework of this thesis is an important point that differs
from other studies in this area.

Fiscal decentralization is the core of sub-national fiscal sys-
tem. Hence, some theories of fiscal decentralization should be re-
viewed and regarded as the guide when analyzing any sub-provin-
cial fiscal system. In China, the design of sub-provincial fiscal
system needs to follow the theories on fiscal decentralization, e

. g. optimal provision of public goods, appropriate assignment of
fiscal revenues and expenditures, maximization of guarantees of
public goods and services within local fiscal capacities, as well as
the minimization of incentives by different levels of governments to
play games in fiscal systems.

Other countries, though have different political, social and e-



conomic backgrounds, may provides us with good experiences in
terms of theories, principles and their practices in designing a
proper fiscal system in China. After studying the experiences of
other countries we can have the following conclusions:
® to define the responsibilities and expenditures of each level
of governments according to the benefit principle of public
goods provision;
® local governments must be granted with proper taxing pow-
er although the central government takes a dominant posi-
tion;
® governments at all levels can have their own heads of taxes
or share a single tax but with different rates;
® fiscal system should be established on a normalized, scien-
tific and legal basis.
Review of the history and the current sub-national fiscal sys-
tem in China has unveiled the following problems. First, the re-

sponsibilities of each level of governments are not clearly defined.

Second, the distribution of fiscal revenues among local govern- .. o

LR ER

ments is not rational. Third, the system of transfer payments is 12

far from perfect including unclear policy objectives, too many

forms and too small amount of transfer payments, weak adjust- £
%

M

ment functions, etc. Therefore, this thesis has provided the o
principles, destination, and the idea of establishing sub-national ;
fiscal system in China. It has been stated that the fiscal system in Z(C_ &
China should at least be set up according to the following princi- g :
ples. > g

® revenue distribution should be based on benefit sharing and
system regulating;

® the degree of revenue centralization should increase with the
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level of local economic development;

® revenue assignment must facilitate tax collection and reve-
nue administration;

® financial capacity must match expenditure responsibility;
and,

@ revenue assignment should be rationalized, normalized and

cost minimized.

The thesis has emphasized that the establishment of sub-na-
tional fiscal system should pay great attention to narrowing the ev-
er-widening fiscal gaps between city and county governments, in-
creasing revenues at each level to meet their need in providing local
public goods and services, motivating government efforts at all
levels to enhance fiscal administration, promoting local economic
development, and preventing over centralization of fiscal revenues
from county governments to provincial governments and munici-
palities.

A sound and scientific sub-national fiscal system consists the
three aspects including the division of fiscal activities and expendi-

“ture responsibilities among different levels of governments, the
vertical distribution of fiscal revenues and the system of fiscal
transfers from upper level of governments to lower levels, How-
ever, the first aspect is the foundation and basis of the three. The
division of fiscal activities and expenditure responsibilities should
follow the principle of multiplicity of administration levels, scope
of benefit, expenditure efficiency, externality minimization and fi-
nally, not violating relevant laws and regulations.

According to the above principles and common practices of
other countries, the basic framework for defining the responsibili-

ties of expenditures among different levels of sub-national govern-



ments have been put forward.

In light of the principle of matching responsibility assignment
with fiscal capacities, fiscal revenues assigned to local govern-
ments under the current fiscal system between the central and pro-
vincial governments can be distributed in a reasonable way among
all level sub-national governments. The tax sharing system should
be based on the principles of matching responsibility assignment to
local fiscal capacities, maximizing efficiency, avoiding taxation
competition, ensuring necessary macro-control capacities of pro-
vincial government, mobilizing enthusiasm of lower level govern-
ments and maintaining the benefits of grass-root governments as
well as integration, standardization and comparatively stabiliza-
tion. It is recommended that policy making for taxation must be
left at provincial level. Proper adjustment must be made in the ar-
ea of tax collecting and administrating among state tax bureaus,
local tax bureaus and financial departments. Taxation distribution

among provinces, cities and counties should be further defined.

The system of transfer payments at sub-national governments _ , .
is an important part of sub-national fiscal system, Due to the criti- Susa

N

cal position of provincial finance in local finances, revenues at pro-

M
B

vincial level often exceed their expenditure demands. However,

governments below provincial level always have lower fiscal capaci- z
ty than their expenditure responsibilities. Their revenues are often ;
insufficient to satisfy their basic requirements of expenditures. B
Therefore, it is necessary to employ transfer payment to realize :]
the fiscal balance of revenues and expenditures of grass-roots gov- 2

ernments, in order for them to provide equalized public services.
In addition, provincial governments can employ transfer payment

to achieve macro policy objectives within the province. The goal of
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transfer payment depends on transfer payment ideology. Different
ideology corresponds to different policy goals. Bringing forward
the ideology of transfer payment ideal lies on the influence of vari-
ous factors, including economic development status, goals and i-
deal of government practices, social undertaking development as
well as ethical and historical factors, among which economic de-
velopment weighs most. With respect to the system of sub-nation-
al intergovernmental transfer payment, the extent of balance be-
tween the general economic development of provinces and that of
cities and counties within provinces is an important factor affecting
the policy goals of transfer payment during a period of time. The
primary task of sub-national inter governmental transfer payment
is to guarantee the salary payments of governmental departments
and institutions in cities and counties. It should maintain the nor-
mal operation of these government institutions. The ultimate goal
of sub-national inter governmental transfer payment is to realize
the equalization of public services within provinces. In line with
the policy goals and general principles of sub-national inter govern-
mental transfer payment system, the thesis has suggested approa-
ches including forms and scale of transfer payment under prov-
inces, and calculation methods.

The attention and concerns to the sub-national fiscal system is
highly connected to the issue of fiscal difficulties of counties and
townships. So, the study of sub-national fiscal system should not
ignore the system of fiscal administration in counties and towns.
Against the macro-background that the national fiscal power is ev-
er enhancing, the issue of difficulties in counties and towns is be-
coming more and more serious. The reasons are complex, for ex-

ample, slow of local economic growth, loose fiscal administra-




ABSTRACT

tion, constraints of regulations and systems and so on. In the
system innovation of fiscal administration in counties and towns
and alleviating fiscal difficulties in counties and towns, the prac-
tices of “provincial governments responsible for expenditures of
county governments” and “municipalities responsible for expendi-
tures of county governments” have both pros and cons. The bot-
tom line is that choice in each locality must be made according to
local financial and economic situations. The practice of “county
governments responsible for expenditures of township govern-
ments” has positive effects in alleviating expenditure difficulties of
townships and strengthening fiscal administration. But it also has

some disadvantages.
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