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Abstract

Economic growth is an eternal theme of economic research, the influence of
government fiscal policy on economic growth has been an significant direction of
theories about economic growth and marco-public finance policy. However, the
influence of fiscal policy to economic growth is mainly decided by financial revenue
scales and structures. At present, there are still some problems in the financial revenue
and expenditure structure, such as the science-education-health operating expense,
social security and financial subsidy spending are far from meeting public needs, and
so on. To solve those problems, we propose this paper. This paper is based on the
problems mentioned above and intended to study the evolution of the local
government financial revenue and expenditure structure, formation, decision
mechanism and effect. Through this, we manage to optimize the structure of fiscal
revenue and expenditure of local government, to the maximum the leverage of
financial revenue and expenditure, so as to improve the level of local government
fiscal expenditure performance and social welfare.

Based on the systematic theoretical analysis and empirical study of relationship
between size and structure of local fiscal expenditure and economic growth, we can
not only promote the development of public finance, but also help the government to
establish a reliable basis for reasonable fiscal policy intervention.

On the basis of related literature review, this paper firstly uses an index and
variance decomposition method to study the regional differences of fiscal
expenditures as well as the causes of the differences. Secondly, by using the SFA
method to study the Chinese local government expenditure, we can find the factors
affecting the efficiency of fiscal expenditure of local government, so that we can
provide public goods in optimal range. Thirdly, we study fiscal decentralization under

the perspective economic growth theory. We use the microeconomic model, setting
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through the local government behavior pattern, to analyze the local government
financial behavior. Fourthly, by utilizing nonparametric method in the study of
regional fiscal expenditure and regional economic growth that we examined the fiscal
expenditure effects on economic growth. The last part is a summary and policy
recommendations.

Through the system of quantitative theoretical derivation and empirical analysis,
this research draws the following conclusions of two aspects:

Firstly, research of local fiscal expenditure scale. (1) The differences between
national fiscal expenditure per capita levels are expanding. This difference is mainly
caused by the regional internal differences among the eastern, central and western
three areas. The central region made the smallest contribution in overall differences.
Capital stock per capita effect the most on fiscal expenditure difference between
provinces. For the eastern region, capital stock per capita cause the biggest influences
between the provinces, fiscal expenditure differences between the provinces for
central China and the scale of fiscal expenditure is the biggest influence factors of the
western region. (2) Through the empirical analysis we found out that the nonlinear
relationship between economic growth and fiscal expenditure scale is significant.
Chinese fiscal expenditure scale optimal range is between 13.64% and 22.04%. For
three years Chinese fiscal expenditure scale has been at 17%, in the optimal range
which is good for Chinese economic growth. (3) From the perspective of the local
fiscal expenditure efficiency, central government is more efficient. The tax reform in
1994 has significantly improved the efficiency of fiscal expenditure of local
government in our country. But after that the local government fiscal expenditure
efficiency had been declining year by year. From the sample, we estimate the
stochastic frontier cost function parameters, so as to analyze local government fiscal
expenditure infrastructure. We study education, health care and other inputs in this
paper. Extra-budgetary revenue per capita has no significant impact on the efficiency
of local government spending.

Secondly, research of local fiscal expenditure structure. (1) We know that the
competition for growth bring us fiscal expenditure structure distortion. Reduce
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spending on infrastructure and increase investment in public goods will increase
social welfare. (2) The empirical analysis of the nonparametric additive models show
that we can increase the capital construction expenditure, education expenditure in the
eastern region. For the central region, the reform of potentialities, administrative costs
and transportation expenses can contribute to the economic growth. Increasing the
capital construction expenditure, education expenditure, administrative costs,
agricultural expenditure, and support the transportation expenditure can promote
economic growth. For the western region, increase the administrative fee will have
negative effect on economic development. Possible reason is that in the western
region is relatively backward, and the increase of administrative costs may be
hindered the marketization of the region.

Based on the research results, this paper put forward a series of policy
suggestions copping with the relationship between local fiscal expenditure and
economic growth. In summary, according to the different characteristics of local
economic development, different fiscal spending plans and policies are required to
improve the structure of government spending and promote the regional economic
growth. Finally the government can narrow the gap between the regional economic
and balance out development of regions.

Key words: Fiscal Expenditure Scale; Fiscal Expenditure Structure; Fiscal

Expenditure Efficiency; Stochastic Frontier Approach; Nonparametric Estimation
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