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Abstract

Fiscal public investment is the major component of public fi-
nance which influences long-term economic growth and social devel-
opment. In China, fiscal public investment plays an important role
on provision of infrastructure and other public goods. driving eco-
nomic growth, ironing economic cycle, adjusting economic struc-
ture, and coordinating regional development, In the future, as mar-
ket economy further develops, the proportion of fiscal physical in-
vestment is to decrease while that of fiscal social investment with
greater externality will increase. Therefore, it is of both theoretical
and practical importance to study the influence of fiscal public invest-
ment on economic growth and social development,

However, existing literatures ol public spending [ocus on issues
with economic aspects, other than to study social aspects. Social
effects of fiscal public spending and its coordination with economic
effects just are the focuses of this paper.

According to the practice of industrialized nations. like the U-
nited States, England, France, and Japan. the proportion of edu-
cation and social welfare expenditure is very high in public spending.
In order to deal with issues such as poverty. inadequate human cap-
ital formation and income inequality. government inclines to pay
more attention to social effects of fiscal public spending. Since the
founding of the People’s Republic of China, China's fiscal public in-
vestment has played a very important role on economic growth.
However. issues such as income distribution, social justice and har-

monious development are lack of public investment support. With



Abstract

the excessive proportion of fiscal physical investment but relative
shortage of human capital and social welfare expenditure, the trans-
formation of fiscal public spending is confronted with many obsta-
cles, doing harm to social harmony.

Economic effects are in the center of traditional public invest-
ment studies, within which Multiplier theory and Barro-Karras
methodology explain those problems from demand side and supply
side respectively. Social effects of fiscal public investment mainly in-
clude social stability and justice, poverty reduction and reliel, in-
come distribution, as well as formation and accumulation of human
capital. Analytically, there are four theoretical mechanisms to coor-
dinate economic and social effects of fiscal public investment, inclu-
ding social stability mechanism, investment-consumption mecha-
nism, credit market mechanism, and political economy mechanism.

Shenzhen is the frontier of China's reform and opening-up and it
is with high economic effects from both approaches. That means that
fiscal public spending of Shenzhen is of higher efficiency than nation-
al average in terms of both Multiplier and Barro-Karras approaches.
The multiplier of Shenzhen's fiscal physical investment is 3 times on
average, which is higher than national average and even higher in re-
cent years. In light of the Barro-Karras analytical methodology, the
ratio of Shenzhen’s fiscal physical investment against GDP has a-
chieved its optimal level, and Shenzhen's fiscal physical investment
is with greater marginal production than that of Japan. This indicates
that Shenzhen's [iscal physical investment generally coordinates with
its economic development. Shenzhen's fiscal public investment also
plays an active role on areas such as education. healthcare, and so-
cial improvement. Still. it is not adequate, neither in the whole
country. Hong Kong and Singapore are two metropolitan cities simi-

lar 10 Shenzhen, Compared with their practice and trend of public in-
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vestment, Shenzhen's fiscal public investment need adjust in fur-
ther. At present, the proportion of Hong Kong’s fiscal physical in-
vestment on public spending is as hall as Shenzhen’s, while the pro-
portions of human capital and social welfare public investments are
much more than those of Shenzhen respectively. The structure of
Hong Kong's fiscal public investment is quite different [rom
Shenzhen’s. The former emphasizes on social effects while the latter
focuses on economic effects. Singapore's proportion of defense
spending is much higher than that of Shenzhen and Hong Kong,
simply because it is a nation itself. Ruling out this characteristic,
fiscal public investment in Hong Kong and Singapore are very simi-
lar. Compared with both cities, Shenzhen's fiscal public investment
is lack of social functions, Lower proportion of {iscal physical invest-
ment with higher status of human capital and social investment is the
long-term trend, which is also experienced in Hong Kong and Singa-
pore. From these perspectives, economic and social effects are gen-
erally coordinated in Shenzhen, But the degree of coordination in
Shenzhen is lower than that in Hong Kong and Singapore.

Basic strategy [or exerting both economic and social effects of
fiscal public investment. optimizing their coordinating mechanisms,
and transforming current government investment i$ to improve the
policies of fiscal public investment, By virtue of major conclusions
drawn above, specific policy proposals are raised in this paper. in-
cluding framing more appropriate boundary of fiscal public invest-
ment, remaining its optimal scale. adjusting its structure, and im-

proving its operating system.

Key words: public investment economic eflects social effects

coordinating mechanism  Shenzhen
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