W B 55 R 1) T = IEls SR
iy U 2 OK B2 FE B o <o 1) el R
The Unintended Consequences of Fiscal

Decentralization in China: Explaining the
Rise of Non-tax Funds

TMNARBEIBEERBREABE BBEF
B h W KBEBHAEMBEIRIE BNBE&K

Tsao, Hai-Tao
(Associate Professor, Department of International Business at Asia University)
Liu, Tru-Gin
(Associate Professor, Institute of Economics at National Sun Yat-sen University)



The Unintended Consequences of Fiscal
Decentralization in China: Explaining the
Rise of Non-tax Funds

Tsao, Hai-Tao
(Associate Professor, Department of International Business at Asia University)
Liu, Tru-Gin
(Associate Professor, Institute of Economics at National Sun Yat-sen
University)

Abstract

The purpose of this paper is to explore the issue of non-tax funds in transitional
China, including its institutional infrastructure and its impact on local government
behavior. By adding land revenue, the paper recalculates the underestimated local
government non-tax funds. The rise of non-tax funds stems from central-local relations
and the property rights system which formed decentralized reform. The pursuit of non-
tax funds impels local officials to make money passionately and ignore the priorities of

government spending.
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(84.8)
1995 |2406.50 | 2088.93 (2234.85 | 92.9 - --[171.65 - - --
(86.8)
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ARy | TS (3 7 FH | 17 B S| ORI | SRSE E | M | B A S R0 3 | oAt
WON | AN | B2 e o5 A= 0 78 | BB | Sl | BUBCA |87 SR P A e [ UOA
(g | A e B | B AMICA BRI | A HE A 5B TH H
+3u5 |G b (%) A A B Bl
) il (%) (%)
waE |l MaE | Hpl

1996 |3893.342945.68(3395.75|87.2 - 27290 (224.69 |-- - --
(75.7)

1997 |2826.00(2680.92(2414.32|85.4 - 295.78 (115.90 |-- - --
(94.9)

1998 |3082.29(2918.14(1981.92 |64.3 478.41 (337.31 |-- 54.67 (1.8 229.98
(94.7)

1999 |3385.173154.72(2354.28169.5 396.51 [358.86 |-- 50.11 |15 22541
(93.2)

2000 |[3826.43(3578.79]2654.54|69.4 383.51 (403.34 |-- 59.22 (1.5 325.81
(93.5)

2001 |[4300.00{3953.00]3090.00 | 71.9 380.00 (410.00 |-- 60.00 (1.4 360.00
(91.9)

2002 |4479.00({4039.00]3238.00|72.3 376.00 (272.00 |-- 72.00 (1.6 521.00
(90.2)

2003 |[4566.80(4187.43]3335.74|73.0 287.10 (293.14 |-- 5233 (1.1 598.49
(91.7)

2004 |4699.18 (4348.48|3208.42|68.3 351.29 (213.09 |-- 64.12 (14 862.26
(9255)

2005 |5544.16(5141.58|3858.19 | 69.6 359.29 (192.94 |-- 47.84 (0.9 1085.90
(92.7)

2006 |6407.88(5940.7714216.80 | 65.8 376.49 (221.29 |-- 4491 (0.7 1548.39
(92.7)

2007 |6820.32(6289.95|4681.05|68.6 - 180.25 |-- 40.16 |0.6 1918.86
(92.2)

2008 |6617.25[6125.16]/4835.81|73.1 - 220.74 |-- 47.08 (0.7 1513.62
(92.6)

2009 |6414.65(6062.64]4598.14 |71.7 -- 220.56 |-- 84.10 (1.3 1511.85
(945)

2010 |[5794.42(5395.11]3691.82 | 63.7 -- 257.18 |-- 58.14 (1.0 1787.28
(93.1)

BRI « 1. hi A RIEMIBRBI ST RiAR - BT R 8E (ARt - TPEET R
it » 20134F) -« <http://www.stats.gov.cn/tjsj/ndsj/2012/indexch.htm
2. BZRE R AT SRR T FlAR - Hi e BN EE 2Rl SRR (b
AU HPEIREET HIRRL - 20085 )
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A 0 1995 2% » M T THFE MG AT B @A 7k 4E - 52K Rl
TR BT T M A S IR —— S R TR S T i - e
=R ATBCEE MR E 19924F KRB S THESMNROAZ
eI S BRI R AT 16.7% » B Fe SO 211975.1% © 1993~1997
R - BB —REEE90% o HE E - B19965FK » HITTBUMIE
FEFHE M TE H L —TRRE ~ REESIUH 18R (Hrh
JERRF ISR E IR T H 513056 22001 EEFRIRET TG
SHE L OO BUEATECERZE MR I FI ER WA E S ZE A T A
oo A TR A B B A TS o

— s iy
=~ HEES

FARE IR REIT (RFRRISEEUN ) ISR
ABRWEANES - ERFHEAE19505-(L0) - BRI BURFA
SR ECRI S - JFHAREE E f TER R AR R R I - 19834 JEFR AR
AP 1% - Tl H R AR 7K - SR TR
BRI SR b ST CSE SRR et
HEINESHDEHELE S - BRERDHRA A

B BUKIERF)  RE SR & RKIEE R ER S AE P

A B AR AT RO A 5 Ml B S & R R & B EBUR REUT &30P B 3T
RFEHE  BERTALEARE TRARE N FR AFNEER -

31. EEE ~ BEANE - FEEGE - THUOTBORIA BRI TR - AR et B, o
BRFBCER (dE5T) - 528 (20094F2H ) » HI111~116 °

32, M > TS HEMROCEEEERY | o PRS0 RER o TR
WFHSONT =14 (JbE : B AREL - 20085E) » E330~331 °

33, Laagsd - HQ P BT SOEEE (LiE - _LIEEREERGT - 20104F) » EH245 -

34, ZE5EF - TYSSHEEESEHRESE L o PRBANERE () - F3i
(19974E3H) - H28 -
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G- RERREAR - RAEENTARBE THESEGR
B GEEBRZ A 2hh —ROEERER A ENE 4
Bl AN ERZIN  RAMEHN TRE, 2

EESHSEBUN BTN - AEA BRI BRE R iRk
EAFTRZ BB INATR - CEHERE S EBEN T SR AM o P
PRk L - BEfER RN SIS A S U RO 2% f 2
Fi - T =42 ) BURMHEARAVERRE - BAEATES (R R /KR ERE
aEr ~ B EMEEEE - DUEPHERE ) ~ s (R
YEATEERSTREAI S, ) - DURE RS (A L S0 e A i 2 B
) ESPSEAIN AR AR L B A RSB A EREY - FIR
MEFRANEER AR S ~ B ARSI 3 - DICE BBV E R - " A
#e L ERREHE - FEERENAIM (BREEE - HHEEE -
B~ RITAIRR - DURIIRERS SR AR S 3 ) RYPsE — AT
EBIRHE S - VT o BRI R EIN B LR A EE ST
BRI 2 — o RFSRFREA - FRUC ~ FINE R - A A A B R A
HA L SE A SER TR I 0 EEI T BRE Fe65~75% » ESEBRANILIBR
FE35~45% » EIRIR53% o BHF A AR - P N
AN 2B TR R A 24 1 00FEZE -

SIFREICERT - HEESEEM By E L (55 AR
FR) o fER AR TBORS ARG - SBSEBUN A BUA — B Z

35. FRTERE - T HTHIEESNE SRR AR B R LR o - iR RN BB (T it
ERERRD  GEND 2841 (20124F4H) » H30 -

36. FRIEH ~ AREH - T IREIFSAGIRESMA BT o 0 H38~44 o

37. Ran Tao, Justin Y. Lin, Mingxing Liu and Qi Zhang, “Rural Taxation and Government
Regulationin China,” Agriculture Economics, Vol. 31, No. 2-3 (December 2004), pp.
161~168.

38. Anthony J. Ody, “Rural Enterprise Development in China, 1986~1990,” World Bank
Discussion Papers, No. 161 (1992), p. 16.
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e E AR ACHR © AR T TN BRG] R - SPSHBURF SRR
W - SEeyE R B A i (An-h/NBEE ) FIBCRIT
B (UEFEAT - BEEldEE) 5 SEHBUFAMERRE EXrR 5 -
ARG BN TR ERFRIA BB ST » Ll > B SR B R0 8H
AP AR 4 -

KUY . HEESAPHE B Z R (%) 1986~19934F

1986 |1987 (1988 1989 [1990 |1991 |1992 (1993
HEWCA 100.0 (100.0 |100.0 |100.0 |100.0 |100.0 |100.0 |100.0
THEPAMA 833 | 827 | 80.0 | 759 | 746 | 720 | 715 | 738
THESNEA 5.0 4.7 5.6 6.0 6.4 6.9 7.1 6.5
HEES 1.7 | 126 | 144 | 181 | 19.0 | 21.1 | 215 | 19.8
S 100.0 [100.0 |100.0 |100.0 |100.0 |100.0 |100.0 |100.0
THRAH 775 | 76.6 | 743 | 694 | 69.0 | 663 | 659 | 67.6
THREAMN L H 6.4 6.1 7.0 7.2 7.4 7.7 7.6 7.0
HEESE 162 | 173 | 18.7 | 234 | 23.6 | 256 | 265 | 254

ZRISRJE  Christine P. W. Wong, “Rural Public Finance,” in Christine P. W. Wong ed.,
Financing Local Government in the People’s Republic of China (Hong Kong:
Oxford University Press, 1997), p. 200.

TE1996%F 2 /il » HEE S AMBEBIBIERHBEASE S
Wt - HER L - BEES(E1986~1995F MR ET 65 - Bk
BRIA R SRS A R st AR R A s B - ARSI B S e H
ATEE N E S EEBIE ZE E5E100~200%  — 8@ AR H &%
SHEEE R TEE N E SHEAS0%AE G © E19954F » $PFEAT L
TR A F639.5687T » HrhIEFERICAGT30068TT » PR A%
T 1990 RPIHAZ Hify H A SR o BAR » PRI BUR A RIFEKR
B KE HEEE - M H - RERRsEE - HEEES ST

39. HER - AR T ERIBUFIASKIR R e SRR, - HS2
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B A R » R i g S BT » B BURFA
BB IRE - BRI (IHCER 20004 L BE SR -
20034EZEHET) » HUY TASR MG T SHETM, - HEESN
A AN T -

KH : [EE SR

Hi AR iEfy HEES ALK AZ
Eefl (%)

BN 1990 19.0
A6 773508 1992 50.0
AR 1989 77.4
WA 1989 725
JEE PN HEEA 1991 91.6
KA 1991 74.6
i 1991 67.0
pi[EIR 1991 41.7
WILIESR 1991 49.8
JEESRYL s 1993 85.7
R NEEE TSR 1993 63.2

1994 87.0
RN FETHHESE 1994 69.7
WG E YRS 1992 59.7

EHRIFKJR © Gang Fang, “Market~Oriented Economic Reform and The Growth of Off-
budget Local Public Finance,” in Donald J. S. Brean ed., Taxation in Modern
China (New York: Routledge, 1998), p. 212.

VY ~ -t R BT RO

S REHICER B h BRI R = i ~ BT LR
fErm DU SRR FIN SR - A sl (e - B35 i A
s C T8 B S (Y7 Y 3 5 BSORF S DAARE - St A RH B S A S U B
2t o PHEE ] B o G S b R T R a5 A B R B
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R

[ — : HTBUR A

BERPPRIR © 1. i AN RIFIBEBIR GG aH - PR EEE (dend : Bl 31
filgiit » 20134E) = {http://www.stats.gov.cn/tjsj/ndsj/2012/indexch.htm
2. 2 RpHE A RGBT & IRERHR - P LB R (bt Bt
BT EARIE ST - 20124F) -
27K 3T BOR TR LA MBCA B - 3 Y B S HE T NAE - DLAER T
HIBFERT AR » BEAR » MBI R — BB S - FPEERIFENRL
KA T A BGRE A < EEER RS =) - 2010532 LB RE TR
}7& o

-

40, HURE - TERE - REIE T BUG TR — T EIREE T B, 2T
E129 °
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ZON 1 H ETHRS MO |- b RS 2 IR AR (B4 -
(VTN

o i TESLAN | LihiEgE | JE B A | FERIICA & | FERRIRA

WA TSN | 3t /5 B B4 | GDPZ LLf
A+ L A Z BT (%)

) (%)

1980 394.40 - 39440 | 31.1 8.7
1981 425.30 - 42530 | 334 8.7
1982 532.02 - 532.02 | 38.1 10.0
1983 607.78 - 607.78 | 40.9 10.2
1984 717.94 - 717.94 | 42.3 9.9
1985 893.93 - 893.93 | 42.0 9.9
1986 1020.68 - 1020.68 | 43.2 9.9
1987 1200.77 0.35 120112 | 45.1 10.0
1988 1453.62 4.16 145778 | 48.0 9.7
1989 1586.55 4.47 1591.02 | 46.4 9.4
1990 1635.36 12.54 1647.90 | 46.0 8.8
1991 1862.20 101.87 1964.07 | 48.2 9.0
1992 2147.19 500.00 2647.19 | 56.9 9.8
1993 1186.64 511.16 1697.80 | 37.1 48
1994 1579.21 649.70 222891 | 57.3 4.6
1995 2088.93 388.06 2476.99 | 4838 4.1
1996 2945.68 349.00 3294.68 | 49.2 4.7
1997 2680.92 428.35 3109.27 | 438 4.0
1998 2918.14 499.56 3417.70 | 40.1 4.1
1999 3154.72 304.69 3459.41 | 425 3.9
2000 3578.79 699.08 4277.87 | 428 4.4
2001 3953.00 1,655.29 5608.29 | 47.7 5.2
2002 4039.00 2,416.79 645579 | 514 54
2003 4187.43 5,421.31 9608.74 | 68.5 7.1
2004 4348.48 6,412.18 | 10760.66 | 66.3 6.7
2005 5141.58 5,883.82 1102540 | 545 6.0
2006 5940.77 8,077.64 | 1401841 | 578 6.5
2007 6289.95 12,216.72 | 18506.67 | 62.0 6.9
2008 6125.16 9,736.96 | 15862.12 | 45.6 5.0
2009 6062.64 17,179.55 | 23242.19 | 60.1 6.8
2010 5395.11 27,100.00 | 3249511 | 70.6 8.1

BRI - ARfTreiEs -
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eI ST R A - RIS T BORFAE 2 RO S H iy EE IR Y
HARBA AT S 338 - Rt RS B m iR g - Pk - A

41. Bk ~ EIE T A MR SE R TR A b S O - PREEREE R L o BB
e (es) - 528 (20105F2H) - H108 -

42. 2 F World Bank, East Asia Decentralizes: Making Local Government Work (Washington
DC: WorldBank, 2005).
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HITE TR A B ER © B4 » 1993~20034F » Hr LRI SRR IO 5 B
BRI A EEBITE35% EFHEI166% » FERABRSE H 5 fE S H EE IR RS
45% ETHE49% » BRI ECE IR R ARBUR & 32 » FHor X DUSRE
BABR BB - 1998 SRS FRARBURF EIEA B A 5 2 BB BRI
14920.3% > {H 37 H RIS H928.2% 5 20044F FHFER EE B 53 H1 Ry
17.2%831.3% 5 F20074F » HIS3H1 EFFE19%H137% © *20114E >
M BORFISCA o B S EORF IS A R B R 50.6% » {ELS HE Al 5 2
BURSZ HHY84.9% (CEWIEA » LL19804F- Refill » FHIERTEL T 4312
75.5%F145.7%)  » MU AL T AR $40,186.571% T - ¥

WL R I R S BB AT B E - AR BIRRE - K A4S
BAEAEAMELTBUN « AT BUN &= ER L SR & S FF
KERGFHI LIRS o FHorb » Mk AR i 2 P it & & 2 HEny
FHE - BERZERE - R AETERE - HEEERESHE - Bk
BUR 2 BT @A S BUN A RN B BB A o E kIR
JF S [F] B 8 A v B K B i 7 0 % Y BB B <2 HE AT 5 5~60% 1Y 2 i
SZH o 200440 —IEFREEUR - FESUEEBREIE R AT
T8%EHISHETE - 9% AR B EE - 1% /A REM AN
R E E3E2% o TEI20104E - HIFERFIEEMOK RS - BRIE © B
e ~ RS ~ nher ORI - DUSCIRZESE ST TR S H L BURRERA

43. World Bank, China: National Development and Sub-National Finance (Washington,
DC: World Bank, 2002), pp. 27~49.

44. Christine P. W. Wong, “Public Sector Reforms toward Building the Harmonious Society
in China,” in E. Lim and M. Spence eds., Medium and Long Term Development and
Transformation Of the Chinese Economy (Beijing: China CITIC Press, 2011), p. 625.

45, v A RIATEIAECES - PSR - H363~365 -

46. World Bank, China. National Development and Sub-National Finance, pp. 34~35.

47. Athar Hussain and Nicholas H. Stern, “Public Finances, the Role of the State, and
Economic Transformation, 1978~2020,” in Jiwei Lou and Shuilin Wang eds., Public
Finance in China: Reform and Growth for a Harmonious Society (Washington, DC:
World Bank, 2008), p. 21.
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48. HE A SHFIRIIA B - R B - 5374 -

49. World Bank, China. National Development and Sub~National Finance, p. 44.

50. Christine P. W. Wong, “Rebuilding Government for the 21* Century: Can China
Incrementally Reform the Public Sector?,” The China Quarterly, No. 200 (December
2009), pp. 929~952.
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51. Christine P. W. Wong, “Overview of Issues in Local Public Finance in the PRC,” in
Christine P. W. Wong ed., Overview of Issues in Local Public Finance in the PRC (Hong
Kong: Oxford University Press, 1997), pp. 27~60.
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53. iE2HL Jun Ma, Intergovernmental Relations and Economic Management in China
(England: Macmillan Press, 1997).
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54. Armen A. Alchian and Harold Demsetz, “Produtcion, Information Costs, and
Economic Organization,” American Economic Review, Vol. 62, No. 5 (December 1972),
pp. 777~795.

55. Stanford J. Grossman and Oliver D. Hart, “The Costs and Benefits of Ownership: A
Theory of Vertical and Lateral Integration,” Journal of Political Economy, Vol. 94, No.
4 (August 1986), pp. 691~719.

56. Bengt R. Holmstrom and Jean Tirole, “The Theory of the Firm,” in Richard
Schmalensee and Robert D. Willig eds., Handbook of Industrial Organization
(Amsterdam: Elsevier, 1989), pp. 62~133.
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