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ABSTRACT

The economic growth is one of the most important topics of our
times, since the times of Adam Smith, economists continue to study this
topic, what is the mystery of economic growth is attractive to economists.
The Nobel laureate economist Robert Lucas once said “Once you start
thinking about economic growth, it is hard to think about anything else. ”
Since China began its economic reform at the end of the 1970s, different
from other country in transition which fall into economic stagnation and
ongoing political turmoil, China’s economic development has achieved re-
markable results. Most economists predict that China’s successful transi-
tion and high economic growth rate over the past 30 years is bound to
have far-reaching impact on economic developmeni. To explore the mys-
tery of China’s economic growth so as to provide successful lesson of ex-
perience for other countries in transition and promote more in-depth re-
form so as to maintain sustained and steady economic growth has become
the subject of academic study. What induces China’s high economic
growth? Initially scholars have focused on the household contract respon-
sibility system reform in rural areas, on the enterprise system reform
which introduce material incentives in enterprises, on the two-irack sys-
tem of price, and the introduction of technology and encourage exports,
but neglect the fiscal decentralization reform which is breakthrough of the

economic system reform. China’s economic reform began in fiscal decen-
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tralization reform, regardless of the initial impetus to the reform from the
financial pressure or excellent vision of the government leader. Fiscal de-
centralization was one of the main polices thrusts used in the economic
strategy, and its role and impact were very significant.

In recent years, with the rise of international study about the rela-
tionship between economic growth and fiscal decentralization, scholar
gradually started to pay more attention to the role of China’s fiscal decen-
tralization reform on China’s sustained high-speed growth. The relative
literature about this topic also started up, but these literature did not sys-
tematically explore the impact mechanism of fiscal decentralization on
economic. The existing literature about the mechanism got beautiful re-
sult by introducing different level government expenditure in the economic
growth models. This way can clarity the direct effect of fiscal decentrali-
zation on economic growth, but probably neglect the indirect effect of fis-
cal decentralization. Fiscal decentralization may indirectly affect econom-
ic growth by affecting those variables which would affect economic
growth. We argue that in transition country, the indirect effect may be
more important, so neglecting the indirect effect may lead to inappropri-
ate evaluation of the effects of China’s fiscal decentralization on economic
growth.

The essence of economics is trade-off, Wise said: “The disadvanta-
ges of the two-phase value evils, the right to choose the two-phase re-
Lee. ” The Government has always pursued multi-goal, nowadays China’s
development strategy is adhere to scientific outlook on development, to
promote regional , urban and rural areas, people and nature, man and so-
ciety etc over-all development. But under current economic growth-orien-
ted evaluation mechanism it is worth study the topic about to what degree
other economic and society goals realizes meanwhile government pursues
economic growth.

So this article would expand the study of fiscal decentralization from



\ A*ﬁ%éﬁﬁ&l-ﬁ»*iﬁ-_%
\ ABSTRACT

the conceptual of economic to relative factors closely related to economic
growth and evaluate both the direct effect of fiscal decentralization on
economic growth and the effect of fiscal decentralization on those factors
closely related to economic growth such as the regional market segmenta-
tion, the supply and Equalization of China’s public service and local gov-
ernment efficiency which are all relate to fiscal decentralization system. If
there is only one level government or there is no fiscal decentralization in
which local government is only the executing agency of central govern-
ment, there is no doubt that will not have a market segmentation because
local government can not benefit from segmentation. Also here is no
doubt that will not have non-equalization of public service because the
central government would offer uniform public service for all people. Lo-
cal government also have no incentive to improve the efficiency.

This book includes 9 chapters, which are organized as follows:

Chapter 1 is the “introduction”, which mainly introduces the study
background and the problem and the structure of this book.

Chapter 2 is about the evolution of China’s fiscal decentralization,
mainly focusing on fiscal tax share system reform since 1994, including
the improvement and perfect of it. This chapter not only introduces the
fiscal decentralization contents between central and local government, but
also sub-provincial fiscal decentralization contents. Also this chapter
summarizes county administrated by province fiscal system reform intro-
duced by many provinces in China and briefly introduces the pilot reform
of the dividing of fiscal expenditure responsibilities between sub-provin-
cial governments taken by Hebei province.

Chapter 3 is about the theoretical framework of the effect of the fiscal
decentralization on economic growth. Firstly, reviewing the relative argu-
ments about the effect of the fiscal decentralization on economic growth
including the arguments favoring fiscal decentralization and cautioning

against fiscal decentralization. Secondly, this chapter introduces the ex-



