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Financial Decentralization, Economic Growth and Fluctuations
by Zhou Ye'an and Zhang Quan

The existing literature assumes that reform of financial decentralization in China can boost economic growth
as that of other countries could, but the presented empirical evidence contradict this assumption. In addition, the
existing researches have not precisely shown a variety of effects of financial decentralization and the functional
mechanism. By the use of China's provincial panel data of 1986 to 2004, we have scanned the relationship be-
tween financial decentralization, economic growth and economic fluctuation and found that, although in the long
run financial decentralization has indeed goaded China's economic growth, the impact of this decentralization on
regions in different times varies: before 1994, it did not act upon economic growth, but after 1994, it did, and
noticeably. Meantime, we discovered that financial decentralization is the important cause for economic growth.
Under the system of decentralization, the investment in fixed assets and foreign direct investment also have simi-
lar effect on economic growth and fluctuations, and what is particular is that the investment in fixed assets will
widen the gap between regions. According to these evidences, the common explanation is that, at present, China's
decentralization is in fact an incomplete and nonstandard decentralization, and that, to weaken its effect on fluc-
tuation while keeping its effect on economic growth in order to materialize the sustained steady development of
China's economy, the crucial key is to carry out the public financial system, and to realize reasonable decentral-
ization under the said new system.
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by Ma Zihui

With the panel Granger causality and the panel data co- integration approach, we have studied the relation-
ship between the fiscal revenue and expenditure of China's provincial- level governments and found that, between
1979 and 1993, the provincial- level fiscal revenue and expenditure interact and there existed a relationship of
two- direction causality between the said revenue and the said expenditure, and that after 1994, only the fiscal
expenditure has impacted on fiscal revenue and not vice versa. In the whole period between 1979 and 2005, the
provincial- level fiscal revenue and expenditure maintained a long- term equilibrium. Our analysis indicates that
the system reform for tax division has actually strengthened provincial- level governments' controllability in terms
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