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Central-local Fiscal Relations under
Fiscal Federalism in a Unitary State

ZHU Jun'?

(1. School of Public Finance and Taxation, Nanjing University of Finance
and Economics, Nanjing 210046, China;2. Postdoctoral Station of
Research Institute for Fiscal Science, Ministry of Finance

of the People’s Republic of China , Beijing 100142, China)

Abstract: Fiscal federalism is an application of political federalism phi-
losophy to public finance. Under fiscal federalism in a unitary state, the fis-
cal relations between central and local governments have their own charac-
teristics. By establishing an evolutionary game theory model of two hetero-
geneous populations, this paper discusses the evolutionary path of central-
local fiscal relations based on system dynamics. It concludes that the central
-local fiscal relations remain in a disequilibrium state due to current fixed tax
sharing system, and there is a cycle of chaotic state under fiscal decentraliza-
tion and inactive state under fiscal centralization.

Key words: unitary system; fiscal federalism; evolutionary game theo-
ry; fiscal relationship
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