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Abstract

In recent years, the debt ratios of many countries in China and in the world
have continued to rise. Also, the fiscal deficits have continued to increase. In the
face of the problems of growing debts and deficits, more and more scholars and
governments are beginning to pay attention to fiscal sustainability. Foreign studies
on fiscal sustainability can be traced back to Keynes’s (1923) discussion of the is-
sue of public debts in France. Nowadays, the angles of research are more novel
and the methods are more diversified. However, there has been no consensus on
the definition and indicators of fiscal sustainability. The researches on fiscal sus-
tainability in China are relatively simple. There is insufficient attention to future fi-
nancial sustainability. Therefore, this study will systematically summarize the rele-
vant theories of fiscal sustainability and establish a Chinese research system to ana-
lyze the status and future of China’s fiscal sustainability.

Starting from the theory of fiscal sustainability, this article systematically stud-
ies the sources, concepts, indicators and measures of fiscal sustainability. This pa-
per takes the research of fiscal sustainability indicators as the core, summarizes
and categorizes the definitions and the indicalors under the definition, and elabo-
rates the data and measurement methods needed for the indicators. Currently,
there are four phenomenological definitions of fiscal sustainability, and there are
various indicators of judgment under different definitions. These indicators either
use historical data to calculate or analyze existing fiscal sustainability or use fore-
casting data to estimate and simulate future fiscal sustainability. In specific prac-
tice, different governments and scholars prefer to choose different sustainability in-
dicators. By analyzing and comparing the characteristics of different indicators,
this chapter establishes China’s fiscal sustainability research system.

First of all, based on the sustainability observation framework of the UK
Budget Office, combined with the description and analysis of fiscal variables, this
paper generally observes the fiscal status of China. The study is based on an analy-
sis of government assets, liabilities, fiscal revenue and government debts. In parti-

cular, this article first defines the research object accurately. In this paper, fiscal
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revenue and expenditure refers to the general public fiscal revenue and expenditure
and the debt refers to the central government debt. The study finds that China’s to-
tal assets and liabilities are stable, and the fiscal revenue and expenditure are in-
creasing, and the balance of national debt is accumulating.

Secondly, this paper evaluates the status of financial sustainability in China
based on simple indicators and cointegration tests. This article describes the statis-
tics of simple indicators, such as, the rate of deficit, the degree of dependence on
national debt, the debt servicing ratio of the national debt and the rate of change of
the national debt burden. With reference to international standards, this article
presents a general understanding of China’s fiscal sustainability. In the cointegra-
tion test section, this paper uses the EG two — step method and the Johansen coin-
tegration test method respectively to test the general public revenue and expendi-
ture rate of the country and regions. The results show that China’s overall finance
is sustainable and some regions have weak fiscal sustainability. However, this pa-
per believes that local fiscal sustainability will be strengthened after considering
land transfer fees, central government transfer payments, and local debt issuance.

Thirdly, this study uses the basic gap (FIG) and fiscal gap ( Fiscal Gap) in-
dicators to predict China’s future fiscal sustainability. This paper analyzes the rele-
vant documents, international experience and historical data to reasonably forecast
the required data—GDP growth rate, nominal discount rate, and deficit rate and
calculate the gap indicators based on this. The results of the two indicators are
similar , indicating that if the current deficit rate and fiscal policies are maintained ,
China will face some fiscal sustainability problems in the next 30 years.

Finally, according to the research conclusions, this paper suggests that policy
improvement can be started from the following aspects. First, the relationship be-
tween the government and the market should be reconstructed in order to increase
financial efficiency and achieve better fiscal functions. Second, in government debt
management, especially local debt management, risk control should be strength-
ened to prevent systemic risks. Last but not least, the budget system should be
transformed to medium — term budget framework. The matching of the annual
budget and the medium — term budget should be improved, and ultimately promote

fiscal sustainability.

Key Words: Fiscal Sustainability; Source; Definition; Index; Description

Statistics; Co — integration Analysis; Simulation and Forecast



