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Abstract

The imbalance between resources supply and demand leads to bottleneck congestion
according to the study of economics of bottleneck. This paper introduces the
bottleneck theory into the area of public finance to analyze the fiscal difficulties of
subnational governments, including provincial and sub-provincial governments in
China.

Revenue and expenditure are two basic elements of subnationa public finance. On the
whole, the revenue of subnational governments in China has been increasing at a high
rate in recent years. But many governments face the problem of revenue shortage and
increasing expenditure due to al kinds of reasons. The huge imbalance between
revenue and expenditure leads to fiscal bottleneck of subnational governments, which
not only influences the fiscal health of subnational governments at all levels, but also
concerns the future development of local economy and the construction of public
financia frame in the whole country. Therefore the study on fiscal bottleneck of
subnational governmentsin Chinais of great importance.

To start with, this paper gives an empirical study on the situation of subnational fiscal
bottleneck in three different perspectives, including examining the subnational level
as awhole, anayzing subnational governments at each level and in different regions.
Our findings indicate that fiscal bottleneck in subnational governments became
obvious after the 1994 tax sharing system reform in China. For four levels of
subnational governments, township and county governments which locate at the
bottom level have the most serious fiscal bottleneck problem. For different regionsin
China, the severity of fiscal bottleneck in the western region is comparatively stronger
than in other areas. The following section examines the effect of intergovernmental
fiscal transfers on the bottleneck congestion relief. Then comes the further anaysis of
subnantional fiscal bottleneck concerning revenue from government funds and
extra-budgetary items. Based on the above, afiscal bottleneck model has been built in
this paper, which discusses the distribution of subnational financial resources under

the bottleneck congestion. In the final section, the causes of fiscal bottleneck in



subnational governments are analyzed and some thoughts on easing the bottleneck are
put forward, which can be summarized into two major aspects. rationalizing

expenditure and enlarging the capacity of the bottleneck.
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