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Abstract

Abstract

This dissertation analyzes the impact of fiscal decentralization on the economic
growth in China, whose results can be contributed to the China’s economic
development and financial system reform, and provided as reference for the local
governments to boost their economies. This article begins with the research
background, research significance, research methodology and research ideas. And
then based on the review of the theories of both fiscal decentralization and economic
growth, as well as related empirical researches, we elaborate the process of China’s
fiscal decentralization reform, and study the impact of this reform on the economic
growth on the deliberate consideration of model design, variables selection etc..

Applying threshold regression model of panel data and with the economic and
fiscal data covering 1991 to 2010, we find a nonlinear relationship between fiscal
decentralization and economic growth, which is closely connected with the level of
local economic growth. The empirical results show that there is no evident influence
on the economic growth by fiscal decentralization among the underdeveloped districts,
while in the medium-developing areas, economy will grow by 0.412% with
decentralization degree increase by 1%. Moreover, when decentralization degree
increase by 1% in those high-developing areas, economic growth level will be
promoted by 0.684%, which is higher than the medium-developing regions by 0.272%.
The above analysis is based on the comprehensive of positive and negative effect of
fiscal decentralization.

Based on the empirical results, we provide some policy suggestion. The central
government had better to adopt different fiscal policy among regions with different
levels of developing, exploring adaptive incentive mechanisms for them. In the
underdeveloped regions, the central government should enhance properly

intergovernmental transfer to improve their infrastructure construction and investment
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Abstract

environment and promote economic virtuous cycle. In the medium-developing
regions, the central government can design a fiscal incentive mechanism to improve
fiscal decentralization institution in order to enhance the quantity and quality of public
goods and service by local governments, and to increase the ability of develop
economy independently. Moreover, Intensify supervision of central government with
the aim to restrain positive impact of fiscal decentralization on economic growth. In
the developed regions, local governments should be prevented from improper
suppression for developing autonomously, while the central government should give
the priority to the guidance to drive local governments taking advantage of
jurisdiction information to provide public goods and services matching better
residents’ preferences, optimizing investment environment, boost vitality of local

business and economic development.
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