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ABSTRACT

This book tries to construct a Macro-Con-
trol framework to be beneficial to scientific de-
velopment for Chinese government, whose theo-
retical framework is constructed by answering
three basic questions as follows. The first one
is, what kind of policy mix should a benevolent
government adopt when confronted with macro-
economic instability? The second one is, why are
Chinese local governmerits apt to conduct expan-
sion-biased fiscal policy not to be beneficial to
macroeconomic stability? The third one is, how
to guarantee Chinese local governments ta act as
a benevolent government?

The first question is answered in Chapter 2
where literatures on the fiscal theory of price
level and its policy suggestions are reviewed,
Our point is that a benevolent government, gen-
erally, should adopt a policy mix of active mone-
tary policy and local Ricardian fiscal policy in

normal times, while a policy mix of passive mo-



netary policy and non-Ricardian fiscal policy
should be taken in abnormal times.

In Chapter 5, a theoretical hypothesis that
expansion-biased fiscal policy is interactive out-
come between Chinese-Style decentralization and
soft budget constraint is brought out, which is
the key for answering the second question.

For the sake of answering the third ques-
tion, three suggestions are mentioned in Chapter
6-as following: reforming the governarice mode
of Chinese style decentralization, revising the
Budget Law and enhancing fiscal transparency.
We suggest that central government should
adopt political performance assessment mecha-
nisms that economic stability is priority and the
public’s demand should also be taken into con-
sideration, A

In addition, we believe that an effective
Macro-Control framework should have its empir-
ical foundation. Therefore, the FTPL’s applica-
bility in- China and the expansion-biased fiscal
policy hypothesis are tested respectively in the
book. Empirical results show that each theory
has been verified well. By applying Sala’s VAR
and Kim's SVAR , following evidences that sup-
port FTPL from different perspectives are found



in Chapter 3: (1) in general, the response of re-
al interest rate to a positive shock of real revenue
from tax is positive; (2) there are significant re-
verses both inflation and output growth rate,
Based on the latest empirical literatures, Chinese
local governments’ cyclical policy response func-
tion is estimated by using an annual balanced
panel for 27 provinces over 1994—2004 in Chap-
ter 5, where System GMM estimation is em-
ployed. As a result, it is found that Chinese lo-
cal governments conduct a more active expan-
sion-biased fiscal policy during the recession than
during the boom, whatever we estimate this
based on total expenditure or decomposed ex-
penditure. Then, it verifies our hypothesis by
two government competition indicators,

Apart from the above-mentioned, deflation-
growth puzzle in China is also under discussion
in this book, and we believe that based-FTPL
hypothesis may shed light on the demand-defi-
ciency hypothesis from policy-mix perspective,
which shows the importance of reasonable policy
mix.

Key Words: Chinese Style Decentralization,
Policy Mix, Expansion-biased Fiscal Policy,

Framework.
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B R B AR T W BUBLSR 4 T » AR5 BURF R B RBUE
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SBATH AR M BBOR W, ok, AMBE L E
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AT, BACA B 3= S B SR B 4 B B B SR B sk 2 B
SRR 8 2 X — ) L = 4 T B3 8B 4057, Woodford (2001,
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FREMBBORAS . Ml REd XRMBORA AW LIFR
Hr e BURBL SR T HOR AR HF2= R A EBUR AL & B LA
BB TRERE—-HENEREKEERE. ANt
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