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Central-Local Fiscal Games Under State Governance:
Typical Characteristics and Governance Strategis

FU Min-jie
(Institute of Economics, Chinese Academy of Social Sciences, Beijing 100836, China)

Summary: The particular feature of China’s central-local fiscal relationships can be manifested as a combination of economic
decentralization and political centralization, which leads to both a competitive relationship based on market foundations and
a vertical order based on political hierarchy. Intergovernmental fiscal relationships reflect China’s unique complexity due to
the government - market boundaries. Based on basic facts and institutional foundations of the central - local fiscal
relationships, this article summarizes typical characteristics of the central - local fiscal relationships performed in
government fiscal incentives, economic growth, and social development since the 1994 tax sharing reform, analyzes national
functions and roles required for central-local fiscal relationships governance, and proposes basic strategies of the reform of
central-local fiscal relationships.

Findings of this paper are as follows: (1) The current tax sharing system based on the sharing of main taxes established
by the 1994 tax sharing reform now works as the basic framework of local-central fiscal competition under the clear development
orientation of the central and local governments. (2) Compared with regular and lawful government systems of the developed
countries, the politics -commerce relationships, the administrative hierarchy, and the quasi-government systems of social
organizations greatly expand the resource allocation capacity of the Chinese government. They also encourage informal
competitive behaviors of local governments under strict political orders. (3) The fiscal goals of the central government are prone to
distorting local government behavior: the stable growth of the central fiscal revenue enlarges initial financial gap between local
governments; legalizing central fiscal revenue expands the non-tax revenue between local and national governments; and the
people’s livelihood expenditure bias of the central government fiscal expenditure contradicts to production and construction
bias of local governments; the intergovernmental transfer payments system aimed at narrowing the local fiscal gaps expands
the projects and weakens fiscal allocation rules. (4) The changes in the narratives of government budget reports before and
after the 1994 Budget Law of the People’s Republic of China reflects the complexity of the relationships among the central,
local, state, and national fiscal entities, and also shows the paralleling of central and local fiscal powers under the unitary
fiscal system, which is in contrast to the vertical political order.

Under the centralized and unified leadership of the CPC, this paper concludes that to promote the state governance of
central -local fiscal relationships, it is necessary to consolidate a third - party function of the National People’s Congress,
improve the design of the Constitution and legal system, regulate government behavior, control the social costs of policies,
cut joint responsibilities of the central and local governments, and establish a “zero - competitive space” between the
central government and the local governments, so as to form a benign intergovernmental fiscal development of “vertical
complementarity and horizontal competitiveness” .

Key words: tax sharing system; fiscal game; fiscal sharing system; fiscal expenditure
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