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Tax’ BB (Y0 2 3 X BLWOBCA / GDP
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Open it AR BE (20) & ML X HE Y DR % L IX GDP
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7SN HIE K (Rate)  3X—F bR 52 B 02 N 1 & 8 3 B % by o7 BRSO S% 0 1 5% o EL A4 J2: LA
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D B A e U5 K B8 v HRRAE
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U DI AR SE ARS8 b 2 W GE 18 122 CEPS A P RV SBCER T WD 3 . P A P A DX ) B
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A FEAS 7 FIME e /ME P NIE o i 1%
HbJ7 UM B S% T (Effort) 360 1. 001 0.738 1.323 0. 080
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W0F B 1 2 Al (VD 360 0. 680 0.149 0.938 0.195
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PEFFS FEA FIME e/ ME K KME bR R

2235 K B K (Pedp) 360 10. 526 8. 967 11.928 0. 539
R 32 1B (Govern) 360 0. 230 0. 087 0. 627 0.098
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[ 22 7% 7= % 7% (Invest) 360 0.176 —0. 635 0. 540 0. 140
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Fiscal Vertical Imbalances., Balanced Transfers and

Local Government Tax Effort
CHU De-yin, SUN Meng

(School of Finance and Public Administration, Anhui University of Finance and Economics, Bengbu., Anhui 233030)

Abstract; The establishment of a new type of central-territory fiscal relationship with clear authority and
responsibility, coordinated financial resources and regional balance is one of the core elements of
establishing a modern fiscal and taxation system; and as an important policy to balance the financial
relationship between the central and local governments, the transfer payment system is to a certain
extent conducive to regulating the revenue behaviour of local governments. Based on the typical fact of
Chinese decentralization, this paper first systematically explains the mechanism behind the fiscal vertical
imbalance, balanced transfer payments and local government tax effort and their non-linear effects from
a theoretical level. Secondly, by a dynamic panel regression model constructed to empirically examine
the effects of fiscal vertical imbalance and balanced transfers on local government tax effort, it is found
that balanced transfers are conducive to increasing the level of local government tax effort, but fiscal
vertical imbalance restrains the increase of local government tax effort. Thereafter, a panel threshold
regression model was constructed by selecting fiscal vertical imbalance as the threshold variable to
further investigate whether there is a significant non-linear relationship between equilibrium transfers
and local government tax effort along with the change in the degree of fiscal vertical imbalance, and the
results show that equilibrium transfers show a significant non-linear effect on local government tax effort
along with the increase in the degree of fiscal vertical imbalance. When the degree of fiscal vertical
imbalance is less than the threshold value of 0. 6098, there is a significant positive effect of equilibrium
transfer on local government tax effort; while the degree of fiscal vertical imbalance is between the
threshold values of 0. 6098 and 0. 7636, the impact of balanced transfer payments on local government
tax efforts changes from positive to negative, and when the degree of fiscal vertical imbalance is greater
than the second threshold value of 0.7636, the negative dampening effect of equilibrium transfers on
local government tax effort increases further significantly.

Key words: fiscal vertical imbalances; balanced transfers; tax effort; non-linear effects



