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An Analysis on Fiscal Systems and
Central - Local Governments Relations in China*

L E
Takaaki YOSHIOKA**

Abstract
In this paper, the author attempts to verify what sort of influence the Chinese fiscal sys-

tems have exercised over its central-local government relations.

In 1984, the Chinese Central government introduced the first comprehensive reforms on
its fiscal systems (Fiscal Responsibility System<FRS>) in its economic liberalization re-
form process started in 1978. The FRS first appeared to be a compatible incentive for in-
creasing tax revenue because local governments could have a bigger revenue share as they
collected more. However, the FRS only resulted a decrease of the central government’s
share in the total budgetary revenues as the local governments found the way to pay less
portion of the collected tax revenue to the central government.

Hence, the 1994 reform (Tax-Sharing Reform<TSS>) was launched with the intention
to take back macro-control over the fiscal system for the central government.

The author found that the TSS has steadily contributed to re-establishing the central
government’s macro-control over local governments, but has also been creating serious
problems in causing a decline in the finance base of the lower-level local governments and
creating some obstacles to public services at the local regional level due to its budgetary

process shortcomings.
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Keywords : Fiscal System, Central-Local Relation, Economic Liberalization Reforms, Fiscal

Responsibility System, Tax-Sharing Reform
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