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Abstract

Science the reform and opening up, with the rapid growth of China’s total economic
output, the residents’ income gap is widening. If the income gap is ignored by the government,
it will not only impede the economic development, but also lead to insufficient consumption.
The harmonious development of the society and Economic relations will become empty
words if the social stratification can’t be controlled effectively. Financial expenditure system
reflects the scope and direction of the government activities, the functions of the government
as well as the public policy focus. Because of this, it is regarded as an important policy tool to
regulating economic and social development, adjusting the economic structure and promoting
social equity and justice. To reversing the growing income gap, what should to do is to adjust
the fiscal expenditure structure turning towards the people’s livelihood.

In this paper, we study how will the structure of fiscal expenditure impact on the
residents’ income disparity by using analysis methods which combine theory with positivism
based on domestic and foreign research results. In theory parts, we first introduce the
correlation theory on the fiscal expenditure helps adjust the effect of residents’ income
disparity. Then we focus on analyzing the mechanism of action of different fiscal expenditure
item on narrowing residents’ income gap including general public services, education,
scientific research, culture, health and medical community, social security and employment,
urban and rural community affairs, agriculture forestry and water affairs. After that, we
research the reason of the income disparity caused by the current structure of fiscal
expenditure by combing current outstanding contradictions of the residents’ income gap
between urban-rural areas, different provinces and industries.  In the empirical part, the
paper takes the income gap between urban and rural residents as the indicator to measure the
degree of equitable income distribution, and then establish a dynamic panel data model to
examine the existing fiscal expenditure structure of the regulatory effects of the income gap
between urban and rural residents by selecting the financial expenditure data of China's 31
provinces, municipalities and regions between 2007 - 2011. The empirical analysis reaches
the following conclusion: this three types of fiscal expenditure including social security and

employment, urban-rural community affairs, agriculture-forestry and water affairs play
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important roles in narrowing the residents’ income gap, while the other fiscal expenditures
used for general public services, education, scientific research, culture, health and medical
community widen the gap. The fairness degree become worse to be contrary to the
government’s intention.

At last, based on the result of theory and empirical parts, the paper proposes some
valuable advice to optimize the fiscal expenditure structure to narrowing the income gap from
three aspects: Firstly, it’s imperative that we speed up the perfection of the social security
system and heath care reform. Secondly, we must boost development of social undertaking to
promote the level of education, scientific research and culture in an all-around way. Finally,
strengthening of agricultural support and protection is necessary to balance the urban and
rural development.

Key words: the residents’ income gap; fiscal expenditure structure; empirical analysis
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