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The Institutional Explanation of the Differences in the Budget Structure

of Local Governments: Vertical Planning and Horizontal Approaching

YAO Dongmin CUI Mengqi ZHAO Jiangwei

(Central University of Finance and Economics, Beijing, China)

Abstract: The difference of local budget expenditure is affected by the financial interactions between different lev-
els of government. It is very important to analyze the special causes of the difference of local budget expenditure for
understanding the government budget behavior. This paper constructs the paired city data from 2010 to 2018, and
uses the methods of Sharpley value decomposition and propensity score matching to examine the vertical planning and
horizontal approaching factors that affect the differences of four kinds of budget expenditures of local governments in
China. Vertically, the local governments below the provincial level have limited financial autonomy, and the budgets
of prefecture level cities are bound to be coordinated and guided by the provincial government. Horizontally, due to the
deepening of the reform of the registered residence system and the expenditure competition among local governments,
the budgets of prefecture level cities are also affected by the neighboring regions. The findings are as follows: Firstly,
due to the overall planning of the provincial government, the budget expenditure difference between cities within the
province is small, and the budget expenditure difference between cities across provinces is large. Secondly, due to the
interaction of adjacent areas, the budget expenditure difference between adjacent cities is small, and the budget ex-
penditure difference between non-adjacent cities is large. Thirdly, when affected by both vertical and horizontal fac-
tors, different expenditure types are affected by their relative intensities. For education and science and technology ex-
penditure, the horizontal converging effect is more obvious; For medical and health expenditure and social security ex-
penditure, the effect of provincial-level vertical planning is more obvious.

Keywords: Budget Expenditure Structure; Expenditure Competition; Shapley Value; Adjacent Cities
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