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Diversified Sub-provincial Fiscal Expenditure

Decentralization Structure: A Case in China
TONG Youchu, LI Yongyou (Zhejiang University of Finance and Economics, 310018)

Abstract: This paper uses the data from the post 1994 tax reform of China to investigate the vertical and spatial
structure of sub-provincial decentralization of fiscal expenditure under the multi-level government system. The
detailed structural characteristics of sub-provincial fiscal expenditure decentralization in China are presented,
and they provide empirical evidence for the reform of financial authority and expenditure responsibility, as well
as the governance of sub-provincial governments. The results show that the sub-provincial decentralization of
fiscal expenditures has a tendency to gradually move toward the county level, but with great heterogeneity
among provinces. Specifically, in those economically underdeveloped regions, provincial centralization is more
significant. In terms of expenditure items, the provincial governments share relatively higher level of
decentralization of economic expenditures, while the county-level governments share higher level of social
expenditures. In addition, the internal structure of the decentralization of economic expenditures shows that the
differences among the decentralization shares of the sub-provincial governments are relatively smaller,
contrasting to the social expenditure decentralization. In terms of spatial structure, in the underdeveloped
regions, the provincial governments share higher decentralization of economic expenditures and lower
decentralization of social expenditures. However, in the developed regions, prefectures and counties share
higher decentralization of economic expenditures, and prefectures share relatively lower decentralization of
social expenditures.

Keywords: Vertical Division of Government Functions, Vertical Allocation of Fiscal Expenditure,

Vertical Imbalance
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