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Fiscal Decentralization in China

Transfer Payment and the Equalization of Basic Public Services
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Abstract: Based on the county level data  this paper adopts the two-stage least square method. On the basis of
considering the endogenous problem a more comprehensive measurement is made of the effect of fiscal decentralization
in China and transfer payment system on the equalization of basic public services. The research shows that fiscal
decentralization widens the gap in basic public services while transfer payments effectively narrow the gap but the
equalization effect is not obvious and policy guidance effect is poor. Especially there are big structural differences in the
effect of equalization in different regions different types of transfer payments and different public service projects and
there are game and cooperation in the preference behavior of local government expenditure. Therefore it is necessary to
carry out systematic system reform reshape incentive structure and behavior mode pay special attention to investment in
education and medical care and comprehensively improve the level of human capital. We should further improve the
government governance model with compatible incentives build an efficient and fair transfer payment system and
strengthen the main responsibility of provincial governments.
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