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Abstract

Over the past twenty years of reform and opening-up in
China, economic and social development in rural regions gen-
erates significant achievement with peasants’ income growing
rapidly. However, the problems lie in agriculture, rural econ-
omy and social development call for further effective institu-
tional renovation and policy reform. By concerning as one of
the main components of the public finance system, Chinese
government needs to reform current rural public finance system
with pressing importance.

As far as the above context is concerned, this thesis ana-
lyzes the background, evolution and characteristics of China’s
county and township level fiscal system by the guidance of fis-
cal decentralization theory and public finance theory. It also
discloses the practical problems consist in local fiscal system,
specifically in county and township level. In spite of academic
perspective, this thesis primarily targets the institutional reno-
vation by the policy suggestions on how to reform and rebuild

county and township level of fiscal system under the require-
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ment of market economy. This thesis contains five parts sum-

marized as below.

The first part follows historical evolvement of the county

and township level fiscal system. Along with economic and so-
cial development history, the writer specifically introduces
county and township level fiscal system reform before tax distri-
bution system (TDS) reform from different point of views:
background, contents, and perspectives of  conclu-
sion. Afterwards this part gives out analyses on the impact of
TDS reform to the county and township level of fiscal system
and the pros and cons of that impact. The first part also gener-
ates the conclusion that the evolvement of the China’s county
and township level fiscal system is ineluctably marked with his-
torical impact of political factor, economical factor and wide
range of fiscal system as a whole.

The second part bases on the local decentralization theory
to explain how the consumer’s preference on public goods, the
motivation of fiscal decentralization, the potential pitfalls of
the fiscal decentralization, the principle and bound of the fis-
cal decentralization to explore the necessity, significance and
the best scope of the county and township level fiscal system,
which gives out a design of the financing framework with the
theoretic perspectives. Meanwhile it exams some negative im-

pacts of local fiscal decentralization such as lacking of thorou-



ghness. The second part also comprehensively evaluates pros
and cons, specifically reviews the TDS implemented in
1994. The writer’s research on this part eventually redefines the
function of the county and township level of fiscal system in
current period according to the characteristics of public goods.

The third part primarily investigates gross revenue and ex-
penditure related to China’s county and township governments
as well as its structure. The conclusion from such investigation
shows that although fiscal expenditure function is going stron-
ger, the revenue is wearing off after 1994 TDS
reform. Furthermore, county and township governments are
undertaking pressure to provide more public goods such as so-
cial welfare, public education etc than before. By this means,
county and township governments play more important role in
the field of providing fundamental public service that closely
linked with communities and individuals. Secondly, by calcu-
lating self-support capability coefficient, the writer discovers
that local governments at all levels hardly could support them-
selves. This conclusion gives more account of financial difficul-
ties the county and township governments are facing. Hence
part two summarizes that in such specific transition era in Chi-
na, the institutional cause that incurs financial strait to county
and township level governments is unbalanced with responsibil-

ity, authority and benefits, as well as problems of tax distri-
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bution. All in all, the deep-rooted reason is that county and

township level fiscal system and the government-restructuring
lag far behind market economy development in China.

The forth pat of the thesis is established in the market e-

conomy efficiency to analyze and design a framework for county
and township level government financing. In order to build up
an omni-directional, high-level efficient and risk and uncer-
tainty avoidable financing system, the main direction is to put
finance innovation tool into the use of local government finan-
cing, It is specified into five aspects: research on the major
part of financing mode-taxation; analysis on transfer payment
mechanism of the county and township governments; explana-
tion on elements, principle of design and access charge; ex-
ploration on issuing local government bonds; introduction on
related financing mode such as BOT, IPO, ABS etc.

The fifth part presents general frameworks and policy ad-
vices on how to restructure China’s county and township level
fiscal system. Above all, it needs to re-compartmentalize gov-
ernment and fiscal levels. Secondly to define fundamental func-
tion among all levels governments including county and town-
ship levels. Thirdly to construct diversified financing channels
and democratic financing mechanism to ensure democratic gov-
erning in base levels of authorities. Last but not least, to en-

close with reforms on land use right exchange, movement of
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population and rural social security system.
The Thesis emphasizes particularly on the empirical study
with guidance of related economics theories by adopting mate-

rialist conception of dialectic. It also combines with research

method of theoretical definition and quantity analysis, macro
and micro studies, as well as economics theory models and
quantitative models such as Game Theory. Diagrams and curve
graphs are widely used in this paper as well.

The highlighted innovation of this paper is to avoid the
traditional research methodology bounded by merely emphasi-
zing institutional renovation. The write pays more attention to
the breakthrough on technical level and regulation under the
understanding of institutional framework. This paper gives
prominence to the importance of the local government financing
and scheme out the diversified financing channels and pat-

terns.
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