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Abstract

This paper is on the research of the reasons that cause fiscal risks and
the control system of these risks in the transitional term of China. It is of
great significance that it improves the analysis framework of financial risks
and prevents and reduces risks as well. Seen from the sources of risks,
the financial risks in China, which have obvious transitional feature,
consist of genernal fiscal risks, transitional fiscal risks and special fiscal
risks. Based on the analyses of measurement criteria of risks, mechanism
and cause of risks formation and control system of risks, this thesis whose
attention is concentrated on transitional fiscal risks and special fiscal risks
of China mainly studies the following questions; ‘

Having considered different ways of deficit accumulation, this paper
sets up a set of the deficit rate indexes which not only can be compared
with the general international index, but also reflect the real financial risk
level. These indexes in clude fiscal deficit rate, implicit debt deficit rate
and the government revenue and expenditure deficit rate, among which the
latter is the sum of the former two deficit rates.

This paper adopts the direct estimation methods of hidden debt deficit
rate and gets the levels of the three deficit rates in China from 1980 to
2017. Tt finds that the fiscal deficit rates have been below 3 percent since

1980 to 2008, hidden debt deficit rates yo-yo'd between 6 and 10 percent



004 | fR#7 MR K

and the government income and expenditure deficit rates have been
oscillating about 10 pencent. All three deficit rates have jumped sharply
Since 2008, and the government in come and expenditure deficit rates
have been Oscillating about 15 Percent. The government income and
expenditure deficitrates averaged 8. 8% between 1980 and 2008, and the
average betueen 2009 and 2017 was 15.2% .

Based on the economics theory and game theory, the paper builds the
formation mechanism of financial risks which proves that all the local
governments are in debt is the Nash equilibrium of their game. There is
endogenous mechanism which is eternal expanded in this kind of debts.
The central government often adopts opportunism attitude toward it. The
last measure of the endurance of the central government is mainly affected
by the crowding-out effect of the debts. It is of no substantial effect
whether the extra taxrates that imposed on the payment of the debt is high
or not.

Having quantified five qualitative aspects which are generally believed
to cause fiscal risks, this article makes a set of models to analyse the
reasons causing fiscal risks, which have been tested. It finds out that it is
the government income and expenditure deficit rate that may best reflect
fiscal risks level. The fact that the influence of local economic competition
on fiscal risks is pretty complicated may lead to the ecnomic growth of local
governments on the expense of the accumulation of debts on the one hand,
and on the other hand, it may help control the rising deficit rate.

The irrational financial and taxation system and imperfect budget
system are the main reasons that cause fiscal risks.

This paper puts forward policy proposals in controlling fiscal risks

under the consideration of the following aspects: the establishment of
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picket line of deficit rate and debt, the reforming of the financial and
taxation relationship between the central and local authorities, the

improvement of assessment mechanism of government officials.

Keywords: Fiscal Risk; Hidden Deficit; Government Revenue

and Expenditure Deficit; Control of Financial Risks
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