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Can Paired-Aiding Horizontal Transfer Payment Correct Fiscal
Imbalance? An Empirical Research Based on
Difference-in-Differences Model

SUN Kai', NIU Xiao-yan', ZHANG Lei’

(1. School of Public Finance and Taxation, Dongbei University of Finance and Economics, Dalian 116025, China;
2. School of Public Administration, Dongbei University of Finance and Economics,Dalian 116025, China)

Summary: Paired-aiding horizontal transfer payment is a policy tool with Chinese characteristics that regulates fiscal
relations between governments at the same level, and has outstanding advantages in correcting fiscal imbalance. Research
on transfer payment and fiscal imbalance in the academia mainly focuses on the relation between vertical transfer payment
and fiscal imbalance. However, there are few achievements in exploring the impact of paired-aiding horizontal transfer
payment on fiscal imbalance by focusing on the function of paired-aiding horizontal transfer payment. Previous studies have
only conducted qualitative discussions from a theoretical perspective, but there is a lack of empirical research on the
impact of paired-aiding horizontal transfer payment on fiscal imbalance.

This paper first reviews the historical background and evolutionary logic of the paired-aiding horizontal transfer
payment. It reveals the compatibility between paired-aiding horizontal transfer payment and the financial system in different
periods, and summarizes facts and features of each stage. Secondly, from a theoretical perspective, it systematically
interprets and summarizes the impact mechanism of paired-aiding horizontal transfer payment on fiscal imbalance. Given
that existing literature mostly explores fiscal imbalance from a single vertical or horizontal dimension, this paper will
incorporate both vertical and horizontal fiscal imbalance into the study. Using data from prefecture-level cities in the
western region from 2003 to 2019, this paper measures fiscal imbalance from both vertical and horizontal dimensions, and
empirically tests the effectiveness of paired-aiding horizontal transfer payment in correcting fiscal imbalance using
difference-in-differences model. Research results show that paired-aiding horizontal transfer payment is beneficial for
reducing vertical fiscal imbalance; after receiving paired-aiding horizontal transfer payment, the per capita financial
resources in underdeveloped areas has increased, and horizontal fiscal imbalance has been alleviated. After conducting a
series of robustness tests, this conclusion still holds. This paper further analyzes the different impacts of paired-aiding
horizontal transfer payment on fiscal imbalance from the perspective of economic development level. It is found that
compared with regions with weak economic foundations, the policy effect of paired-aiding horizontal transfer payment is
stronger in regions with relatively developed economic conditions.

This paper not only provides new evidence for the functional research of paired-aiding horizontal transfer payment,
but also provides theoretical reference for promoting the construction of a Chinese-style horizontal transfer payment system,
which contributes to the adjustment and improvement of relevant policies.

Key words: paired-aiding; horizontal transfer payment; fiscal imbalance; difference-in-differences model
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