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The Determination of Fiscal Size.
An Empirical Model

TANG Yu-gang',FAN Fang-zhi*
(1. China Center for Economic Studies, Fudan University, Shanghai 200433, China
2. Fiscal and Financial Institute, Zhejiang Normal University, Jinhua 321004, China)

Abstract: We describe the dynamic evolution of China’s fiscal size with a
simple econometric model. Two effects are included in the model, substitu-
ting effect and complementary effect. The first effect deals with such exoge-
nous institutional variables as economic and fiscal decentralization. The sec-
ond effect links with the famous Wagner’s law. In transition economy, vari-
ables derived from Wagner’s law, such as income, industrialization and ur-
banization, cannot explain the change of fiscal size. We can explain it better
by emphasizing the substituting effect between government and market.

Key words: fiscal size; decentralization; Wagner’s law; co-integration a-
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