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Abstract

Since the role of human capital in the economic growth is be-
coming increasingly important, governments of different coun-
tries have strengthened investment of human capital. The rela-
tionship between fiscal policy and human capital has become a
hot topic ‘of academic research in China. This paper analyzes the
effect of fiscal policy on human capital formation and makes
quantitatively empirical analysis through Cobb-Douglas produc-
tion function. On this basis, the paper discusses the negative
effects of current fiscal policy on human capital formation and
finds the approaches of improving fiscal policy in order to pro-
mote the formation and development of human capital.

First of all, the paper gives an overview of the literature con-
cerning the relationship between fiscal policy and human capital
and defines the concept and characteristic of human capital. Ac-
cording to Schultz’s definition of human capital investment, the
investment range of human capital is introduced. On this basis,
the paper analyzes the econometric methods of human capital and
estimates stock and increment of human capital in China by using
methods of education term and newly-increased education term.
Meanwhile, the paper also studies third-industry distribution and
regional distribution of human capital stock. After the empirical
analysis of human capital and economic growth with Lucas’ s
external endogenous growth function, the result indicates that

human capital is crucial to economic growth in China. On the
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basis of analysis above, the paper makes empirical analysis of
human capital and economic growth and concludes that human
capital tends to promote economic growth of our country.

Secondly, the paper makes empirical analysis of the external-
ity of human capital investment through Folder’ s two-sector
model and points out that the externality of educational goods
tends to reduce the supply of human capital. Also, the paper
discusses the necessity of fiscal policy’s intervention in human
capital in view of public goods property of education,investment
risk of education,information asymmetry of education credit mar-
ket, maladjustment of educational structure, imperfect insurance
market and modern endogenous growth theory. _

- On the basis of analyzing fiscal policy’ s intervention in
human capital, the paper studies several elements that affect
decision-making of human capital investment, such as investment
return, liquidity, anticipation and so on. After that, the paper
studies the concrete effect of the following elements on human
capital formation in China: development function of fiscal policy,
public expenditure management, expenditure scale, tax revenue
and direction of tax and fiscal policy. And basing on Cobb-Doug-
las production function, the paper formulates human capital for-
mation function H = AT °F #N "e #(which consists of stock of
human capital H,comprehensive efficiency A, non-fiscal input of
education I, fiscal input of education F, size of labor force N,
error adjustment term e”).

Moreover, with the development of world knowledge econo-
my and change of economic construction environment since its
entry into WTO, the paper probes into the realistic background

of fiscal policy revolution in China. After that,the paper analyzes
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the social effect of fiscal policy revolution through Edgeworth
box social welfare function and shows that improvement of the
fiscal policy can effectively increase social welfare. From the
analysis above, the negative effects of current fiscal policy on
human capital formation are discussed in several aspects,such as
the degree of fiscal input into education, three-level expenditure
structure of educational funds, educational expenditure structure
of local governments and tax system,and so on.

Finally, the paper compares the ratio of fiscal educational
expenditure to GDP worldwide and matches. the educational
expenditure structure in China with Chenery’s standard struc-
ture. And the comparison provides theoretical arguments for
enlarging the scale of fiscal educational expenditure. Through
the simple production expenditure model of Glomn and Raviky-
mar (1997),the paper educes that the optimal ratio of fiscal fund
of education to GDP scale does exist. The paper derives from the
regression analysis of logarithmic non-linear model that the opti-
mal ratio in 2001 is 3. 24 %. In order to enlarge fiscal expenditure
of education,concrete quantitative index is suggested.

The paper also compares the fiscal three-level educational
expenditure worldwide, and discusses the relationship between
three-level educational investment and level of economic develop-
ment. After that the paper analyzes equity and efficiency about
social welfare. With the analysis above, the theoretical argu-
ments for optimizing structure of education expenditure are
obtained. The paper shows that the key of optimizing the
expenditure structure is to establish system of local government
transfer payment of higher education. Therefore, the paper sets

up a game model of higher education investment among multi
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governments. Using two governments as an example, the paper
adopts Stackberg game analysis . When there exists local govern-
ment transfer payments, the paper arrive at the conclusion that:
The more competition pressure a government faces, the smaller
the ratio of investment in education will be; The larger the trans-
fer payment a government possess,the larger the ratio of invest-
ment in education will be. In view of this, the paper suggests
determining the amount of local government’s transfer payment
according to net flow of talents and financing of education per
capita, based on transaction model of multi local governments.
To resolve the negative effects of current fiscal policy on human
capital formation, the paper suggests several principals in the
course of optimizing tax system: objective principal, equity prin-
cipal, efficiency principal, leading principal and gradualness prin-
cipal. And the paper proposes perfecting value-added tax,impro-
ving corporate income tax, revising Individual Income Tax, and

levying educational tax etc.
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