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The Study of Fiscal Decentralization and Economic
Fluctuation: Based on the Perspective of AS-AD

DING Cong-ming'?, CHEN Zhong-chang'

(1.School of Trade and Administration, Chongqing University, Chongqing 400030, China ;
2.school of Economics & Management ,Chongqing University ,Chongging 400030, China)

Abstract: Based on the AS-AD framework and Blanchard -Quah’ s
SVAR decomposition, the paper analyses the effect of fiscal decentralization
on economic fluctuation. Because of the crowding-out effect of public invest-
ment and the capital efficiency difference among sectors, fiscal decentraliza-
tion not only causes the positive effect of demand shock, but also the nega-
tive effect of supply shock. The results of the shock effects are as follows:
firstly, price is positively correlated with output; secondly, economic fluctu-
ation is featured by the cycle of economic booms and slumps,namely, decen-
tralization leads to the increase of output and price, and restrictions on the
overheated economy leads to the decrease of output and price; thirdly, de-
centralization can promote economic growth, which is due to the increase of
social demand, not the increase of social supply. On the basis of the annual
data from 1952 to 2007, the paper tests the inferences above and also points
out that frequent adjustment to the fiscal relationship between the central
government and local governments is the key reason for economic fluctua-
tion.

Key words: fiscal decentralization; economic fluctuation; AS- AD
model; structural VAR (FTHERE F #)
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