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Abstract

As an important market failure, the solve of the environmental pollution is an inescapable
responsibility for the government under the perspective of the public finance, of which the
core is “to make up for the market failure”. In recent years, the Chinese government has
continuously increased the intensity of environmental protection, but the problem of
environmental pollution in China continues to deteriorate and the problem of environmental
management is still very grim. A basic logical deduction is that there is a serious problem of
government failure in the field of environmental governance, and therefore the market failure
of environmental pollution has not been corrected.

To verify whether the government failure phenomenon exists. This paper firstly divides
the government failure into two in the process of market failure formation (environmental
pollution formation) and government intervention according to the process time sequence of
the market failure based on the existing literatures. And the first is the government initiative
failure, while the latter is the government intervention failure. According to the final form,
the government intervention failure is divided into two, one of which is not adequate
government activities and another is not effective intervention policy. This paper makes the
corresponding empirical research in this system, to validate the existence of the phenomenon
of government failure.

First of all, this paper discusses whether the government activities in economic decision-
making can cause the problem of market failure, which is the government's initiative failure.
This paper examines the effect of change of fiscal system in the provincial level on the
environmental pollution. The empirical results show that the centralization of VAT has
increased the financial pressure of local governments, the resulting financial incentive
enables local governments actively to introduce enterprises to enter the local, and in this
process the local government are even willing to reduce environmental regulation. This
shows that the government activities has artificially intensified the scope and depth of the
"market failure™. This paper also finds that the state-owned enterprises play an important role

in the process of the new investment. From the perspective of the pollution effect of the fiscal

Vi
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system change, the government's current function is still the organization of financial
revenue, under which goal the government is willing to give up the good quality of
environment. This shows that there is the government initiative failure.

Secondly, this paper studies whether the expansion of the scope of the field of market
failure can increase the activities and the intensity of government interventions, which
involves the problem of the first type of government intervention failure. This paper studies
the impact of environmental pollution on the local environmental inputs. The results show
that the increase of environmental pollution does not make the local government increase
investment. Based on the results of the sub sample regression of environmental protection
cities and political cities, this paper argues that different incentives and restraint mechanisms
result in different behavioral responses of local governments. It can be seen that the
government's financial expenditure is not increased with the expansion of the scope of market
failure. This shows the first kind of government invention failure truly exits, which is the
important reason of difficult management of environment.

Finally, this paper makes an empirical test of whether the government's environmental
governance policies of the Pigou tax can effectively offset market failure, which is related to
the second government intervention problem. Despite the government using the refined oil
consumption tax to increase higher fuel costs, reducing the use of motor vehicles, to achieve
energy saving and emission reduction, the results show that the effect is small. Under the
background of private cars rapid development trend, correcting the fuel consumption
externality through environmental tax is difficult to achieve. The government departments
should not simply rely on improving the tax burden to regulate consumer behavior. It may be
more required to develop public transport tracks and improve energy subsidies and other
ways to promote green travel way. This shows the second government intervention truly
exits, which is the important factor of the environment keeps deteriorating.

In a word, the current government activities not only increase the environmental
pollution degree of market failure, but also not intervene effectively the field,which is the key
of being unable to sovel the pollution.Fudenmentally,the future environmental management
needs the transformation of government functions and solving the government failure, of

which the public finance should play an important and even a key role.
Vi1
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