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Positive Analysison L ocal Fiscal Expenditure Structures
and L ocal Econamn ic Growth n China

ZHANG Gang, DUAN Che
(College of M anagament, Zhejiang U niversity, Hangzhou 310058, China)

Abstract: Along with the refom of the fiscal systan in China, local fiscal expenditure has largely
augnented with an increasing effect on local econamic growvth To understand the effect of local fiscal
expenditures on econamic growvth is becoming urgent Positive analysison the relationship betwveen local
fiscal expenditure structure and local econamic grovthwill be conducive o the understanding of the effect
of local fiscal expenditure on econamic growth However, existing researches mostly focus on the fotal
anount and little is knovn about honv the composition of fiscal expenditure affects econamic growvth The
otal anount of fiscal expenditure hasonly offered the possibility for econamic growth, and it isnot equal
to the econamic growth itself Tuming local fiscal expenditure into local economic growth depends not
only on the magnitude and growth of this figure but al® on keeping the reasonable structure of local fiscal
expenditure that optimizes the distribution of local fiscal expenditure L inking the composition of fiscal
expenditure with econamic growth by postulating an aggregate production function in which there are two
types of goverrment expenditure, the resultsof our study indicate that optmizing the composition of fiscal
expenditure can lead  a higher steady growth rate of the econamy without changing the otal anount of
fiscal expenditure Based on the analytical model, the empirical analysis further uses panel data from
1985 t 2003 © examine the linkage bewwveen Chinese local fiscal expenditure structures and local
econamic growth Considering the unbalanced development in China, the data isdivided into three parts
the data of eastern China, middle China and western China The ampirical analysis indicates that the
camposition of local fiscal expenditure has an mportant effect on local econamic growth and the local
fiscal expenditure structures of different regions have different effectson the local econamic growvth But
generally geaking, the composition of Chinese local fiscal expenditure is not rational and not campatible
o the changing econamic growvth enviomment It restricts the effects of local fiscal expenditure on the
local econamic growth Therefore, in order o pranote local econamic growth, the effect of local fiscal
expenditure structures and its difference in different regions deserve more attention Under the situation of
very limited local resources in today's China, it ismore important  optimize the structure of local fiscal
expenditure

Key words local fiscal expenditure structure; local econamic growth; positive analysis



