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Abstract

This book is featured as a research on the dynamic interactions between
fiscal pressures, financial functions and economic system changes, with its fo-
cus on the transforming of governmental function under economic system con-
version. Questions at three levels have been approached by and large. First,
where are the main sources of fiscal pressures at different stages of economic
system changes, and what influences they exert on financial functions, govern-
mental functions and economic system changes? Secondly, from what perspec-
tives and with what benchmark, should we explain and assess such influences?
Thirdly, with the completion of economic system conversions, what would be
the mean of financial functions and governmental functions? And the interaction
exists in between? By answering such questions, a thorough and comprehensive
understanding emerges of China’s current fiscal system reform.

The core views include; (1) the transforming of Financial functions is the
essence to governmental function transformation, and the key to grasp China’s
economic system changes. The inherent conflicts between fiscal pressure and its
function performance serve as one principal factor in deciphering the economic
system changes. (2) Financial functions within one specific economic system
are performed through financial income and expenses. Therefore, in line with
economic system changes, concrete activities of financial income and expenses
have to be analyzed in discussing financial function transforming. (3) Finan-
cial functions under socialistic market economy are the socialistic public finan-
cial functions.

The reasoning of this Dissertation has it as follows: initial fiscal pressures
originated from financial functions under specific economic system, but in turn
pushes the economic system to change; with such changes, financial functions

are subject to adjustments accordingly. When adjustments finished and new fis-
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Abstract

cal pressures arise, the above circle repeats itself until the system restructuring
fulfills. To best present such dynamic interactions, three stages are outlined
and explored chronologically in this Dissertation.

Within the traditional economic system characterized as “finance-orien-
ted”, finance was the State’s means of resource allocation in order to carry out
“surpass strategy” with heavy industries as the growth priority. Therefore, two
facets resulted in the increasingly severe fiscal pressures. On the expenses
side, as the main tool to implement governmental plans, finance controlled the
overall economy; expenses always failed to meet the soaring demands. On the
income side, traditional economic system seriously restricted the efficiency of
work units, and the fiscal revenues increased slowly which relied too much up-
on the profit turn-ins by State Owned Enterprises (SOEs). Due to these endog-
enous inconsistencies, measures meant to relieve fiscal pressures such as loo-
sing or tightening financial control, provided merely temporary solutions, and
in fact added more burdens on finance and impeded the performance of finan-
cial functions in the long term. The fiscal system reform became imperative.

The following transformation stage has seen great exits of the previously
all-around finance. Combined with the SOEs reform, such actions do help
curbing the outlay expansion. But at the same time, with the weakening of
Central fiscal power, relatively serious fiscal pressures remain. More important-
ly, time lag exists between the transformation cost payment and its future gain,
and individuals may benefit or suffer asymmetrically. To ensure the progress of
transforming, finance de facto has to sustain the reform cost and reduce the in-
terest tension. With the view to help finance out of dire straits, government will
become more self-motivated to further reform.

When the economic system changes eventually completed, a socialistic
public financial system is to be built up, in accordance with the requirements of
socialistic market economy. As a result, financial functions will also evolve into
the socialistic public financial functions. At this stage, albeit fiscal pressures
remain with financial income keeping increasing and expenses under control,
interactions between fiscal pressures and financial functions turn out to be posi-

tive.
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As demonstrated above, the significant effects of finance on economic sys-
tem changes become conspicuous throughout the evolution of financial func-
tions: pivetal causation on one hand, and iransaction cost on the other. The
root of such dual effects in the two traits of finance interconnects each other:
(1) fiscal budget is one consiraint for government actions, and changes of this
constraint may lead to changes of governmental select set; (2) within a given
system, fiscal policy could be employed by government to work on the national
economic input and the economic output then, and such specific employment
bears on the institutional environment and microeconomic foundation, as well as
the financial disposable rescurces.

With all this in mind, financial functions, financial income and expenses
are not observed separately in the Dissertation. Instead, financial income and
expense activities are used as integral parts in analyzing the dynamic interac-
tions between fiscal pressures, financial functions and economic system chan-
ges. In the framework of unifying finance, economy, politics and ideology, a
study with well balanced theory and practice, has been carried out on the role

played by government in the system transformation and economic development.
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