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Intergovernmental Fiscal Transfers and the Differences
of Local Fiscal Efforts under TSS Reform:
Analysis of Alternative Dutch Disease Based on
Multiple Classifications of Functions and Regions

LIU Yong-zheng' ,ZHAQO Jian-mei’

(1.Andrew Young School of Policy Studies , Georgia State University , PO Box 3992,
Atlanta , GA 30303, USA ;2.China Academy of Public Finance and Public
Policy, Central University of Finance & Economics, Beijing 100081, China)

Abstract: The paper explores the relationship between intergovernmental fis-
cal transfers and the differences of local government fiscal efforts in China under
tax-sharing system (TSS) reform. Through the theoretical and empirical analysis,
it finds that current fiscal transfer system has an overall negative impact on local
governments’ fiscal efforts. For the regional effects, fiscal transfers have enhanced
fiscal effort in eastern provinces, but restrain fiscal efforts in central and western
provinces. In terms of different types of fiscal transfers, tax rebate, as conditional
fiscal transfer, does play an important role in stimulating local fiscal efforts, while
un-conditional fiscal transfers, including lump sum and ad hoc fiscal transfers,
constrain local fiscal efforts to some extent. Therefore, it brings about the issue a-
bout the relationship between the crowding-out effect and the alternative Dutch
disease.

Key words: tax-sharing system reform; fiscal transfer; differences of
local fiscal efforts; crowding-out effect; alternative Dutch disease
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