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Research on Chinese-style Decentralization, Vertical Fiscal Imbalance

and Supply of Basic Public Services

YAN Kun HUANG Xiao
(Chinese Academy of Social Sciences, Beijing, China)

Abstract: Basic public services are the key to ensuring and improving people’s livelihood as well as promoting
common prosperity. Since the reform of the tax-sharing system, the overall characteristics of “upward shift of finan-
cial power, downward shift of administrative power and expenditure responsibilities” presented by the Chinese-style
decentralization have led to obvious vertical fiscal imbalances, which has increased the financial burden of local govern-
ments and affected the supply of basic public services. This paper incorporates Chinese-style decentralization. vertical
fiscal imbalance and basic public service supply into an overall analytical framework, and empirically estimates the im-
pact of vertical fiscal imbalance on the level of basic public service supply. The research results are as follows: The
vertical fiscal imbalance caused by the Chinese-style decentralization has a significant negative impact on the supply of
basic public services, and the impact is heterogeneous by level of economic development, level of transfer payments,
and time periods. In addition, the vertical fiscal imbalance also has a negative impact on the supply level of basic public
services by inhibiting local basic public service expenditure preferences and increasing supply efficiency. Therefore, the
vertical fiscal imbalance should be corrected by deepening the reform of division of powers and expenditure responsibil-
ities, optimizing the division of central and local financial power and financial resources, and improving the transfer
payment system, so as to enhance the security and incentive effect of fiscal decentralization on the supply of basic pub-
lic services.

Keywords: Chinese-style Decentralization; Vertical Fiscal Imbalance; Basic Public Services; Transfer Payment
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