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The relationship between the central government and local governments is
usually an important problem in a country formed by multistage governments. Fi-
nance is an important tool and means to adjust and control economic used by
government. The financial relation is the best epitome of relationship between
the central government and local governments with the interaction of “control the
wealth by policy power, administration with the wealth”. Chinese government
pays more attention to deal with the financial relationship.

The research traces back to more than 2 000 years because the financial re-
lationship is a historic category. There are much commonality and regular of fi-
nancial relationship though it has a uniqueness and reiteration. The financial re-
lationship has been changed many times. At the beginning the revenue and ex-
penditure is overall arranged and then the tax revenue to deliver from local gov-
ernment to central government is an overall rationing system. In 1994, there was
a system of tax distribution. How to adjust the relationship is an important prob-
lem. The history takes effect to choose the route of reform. The adjusting of fi-
nancial relationship is related to history. It was influenced by past and will be
influenced too in the future. So if we find out the regular pattern and the change
orbit that we know well the direction of development of financial relationship.

It researches in the financial relationship of every dynasty and its change.
It will get some experience which can be drawn by people now with the method
of an analysis to background and information.

Many people research the financial relation always pay close attention to
these aspects such as which is better between centralization and decentraliza-
tion. This text doesn’t do such things. but with a view to return to history, and

research the essence of this word “ finance” , and it analyzes the action of gov-
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ernments by link up the relation between “ revenue” and “ policy”, central au-
thority and local governments, centralization and decentralization or such inter-
dependence factors. And get a conclusion that the behaviors of governments are
chosen by weigh gains and losses . it not only pay close attention to this angle of
central government but also giving consideration to local governments which often
be ignored. Thus make it follows a logical train of thought the behavior of local
governments, this study analyzing with the forming, change of the financial rela-
tion with the method of the Institutional Economics. It especially pays attention to
the historical flex point and with an emphasis on analyzing. Such as the financial
relationship would change to be what when Two-Tax-Law replaced Zu-Yon-Diao,
and what influence does it produce to central authorities and local government
with this change, etc.. The study carrys on research the political essence behind
the economic phenomenon thoroughly Two-Tax-Law replace Zu-Yon-Diao.

With the background of China Financial relationship for two thousands
years, we can easily find the rule that whatever it is centralization or decentrali-
zation, they are only a way or tool for Center Government to realize Centraliza-
iion, this is one of the key opinion in this article; The Second opinion is that
Center Government pressure is the important reason to push the change for Cen-
ter and Local Financial relationship. In China under feudal imperial power con-
trol, the relationship between Center Government and Local Financial is chan-
ging with the regulation of Center Government benefit; it embodies autocracy
and monopoly of imperial power, and the compromise after local government be-
ing out of control. The third opinion is that the central governments set up en-
courage mechanism and incentive mechanism to governance local governments in
order to realize the goal of central government. It was the local government’s first
goal to impose taxation and had not got the due attention to social public service
or other local public goods. There are bad consequence of supply with insuffi-
ciently and the extra-budgetary behavior of charging etc. Finally, it reaches a
conclusion that there are such problems with the financial relation now. If we
don’t pay attention to them and evade them, we will follow the same catastrophic
probably, and it is difficult to jump out the nest of history.

The structure of this text as follows it is the introduction at Chapter one, it

has explained research purpose, the method and the innovation of this text.



