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Abstract 

Economic decentralization is the basic institutional background for understanding 
China in the transition period. The description of the degree of fiscal decentralization 
and the investigation of its mechanism are helpful to understand the logic of the change 
of central local relations in China. Therefore, scientific and reasonable measurement and 
use of decentralization indicators is the basis and premise of these work. Correctly 
understanding and effectively preventing financial risks will undoubtedly become a 
strategic issue affecting the trend of China's macroeconomic policies in the future. 
Therefore, this paper discusses the measurement of fiscal decentralization based on risk 
prevention and the reassessment of its mechanism. It is found that only "local financial 
autonomy" has a consistent positive effect on economic growth and public goods supply. 
These findings clearly reveal that the next step of financial system reform should focus 
on the financial power level, that is, from large-scale transfer payments to giving self-
owned income matched with local government expenditures. Therefore, we must 
analyze the characteristics and sources of risks, and then put forward measures to 
prevent the risks of asset appraisal, so as to achieve effective control. 
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1. Introduction 

Decentralization is a concept opposite to centralization. Decentralization can be divided into 
political decentralization, fiscal decentralization and administrative decentralization. Fiscal 
decentralization is a type of decentralization [1]. The government system of any country is 
divided into several levels. The important goal of the central government is to enable the 
coordinated development of the regional economy through the allocation of power. Fiscal 
decentralization refers to the decentralization of part of the fiscal management and decision-
making by the higher-level government to the lower-level government. The process of rights 
[2]. Fiscal decentralization can be analyzed from two dimensions: revenue and expenditure. In 
the expenditure dimension, local governments are responsible for providing local public goods 
and public services. In the income dimension, local governments may also obtain certain tax 
rights. The difference in the degree of decentralization in fiscal revenue and expenditure may 
indicate the importance of transfer payment by the central government [3]. Give local 
governments a certain scope of tax power and expenditure responsibility, and allow them to 
independently determine the scale and structure of budget expenditure, so that local 
governments at the grass-roots level can actively participate in social management and provide 
more and better public services [4]. The financial risk, qualitatively speaking, is the benefit 
status of the national debt project itself. The better the direct benefit and indirect benefit of the 
national debt project, the smaller or even no financial risk [5]. The worse the direct benefit and 
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indirect benefit of the national debt project, the greater the financial risk. In terms of quantity, 
financial risk is the contrast between positive and negative effects of national debt projects, in 
which the scale of negative effects of national debt projects is the principal and interest of 
national debt, because the repayment of principal and interest of national debt will inevitably 
increase the corresponding expenditure pressure on finance [6]. The scale of the positive effects 
of the national debt project includes three parts: one is the net assets and income brought by 
the national debt project itself. The second is the increase in tax revenue and the decrease in 
fiscal expenditure brought about by the national debt project. The third is the increase in GDP 
brought about by national debt projects. It can be seen that the measurement of fiscal risk can 
be embodied in the following three methods: (1) Fiscal risk = principal and interest of national 
debt-net assets and income of national debt projects. (2) Fiscal risk = national debt principal 
and interest-(national debt project net assets and income + tax increase + expenditure 
decrease). (3) Fiscal risk = the principal and interest of the national debt-(net assets and income 
of the national debt project + GDP increase). However, we must strengthen the establishment 
of risk awareness, use comprehensive and effective methods to control each risk according to 
the characteristics of each risk, and minimize losses as much as possible [7]. 

2. Fiscal Decentralization 

Conceptually, fiscal decentralization refers to the process in which the central government 
delegates part of the financial management and decision-making power to local governments. 
Therefore, a certain degree of fiscal decentralization always corresponds to the financial 
autonomy actually owned by a certain level of government. The research and development in 
the field of fiscal decentralization has been more than half a century. However, there is no 
consensus on how to properly measure the degree of decentralization in the literature. The 
existing literature often adopts three indicators: "expenditure index", "income index" and 
"financial autonomy index". The first two indicators can be described by the proportion of local 
fiscal revenue (expenditure) in the fiscal revenue (expenditure) of the whole country. The third 
indicator is also called "financial self-sufficiency rate", which indicates the proportion of local 
government's own income in the total expenditure of the government at the same level. This 
ratio measures the ability of local governments to rely on their own income to finance their 
expenditure. 

 

 
Figure 1. The development strategy and economic endowment faced by the role of fiscal 

decentralization 

 

Figure 1 shows the development strategy and economic endowment faced by fiscal 
decentralization. From the perspective of revenue and expenditure, fiscal decentralization has 
various economic growth effects. For example, fiscal autonomy, income decentralization and 
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expenditure decentralization have different economic growth effects, which are compatible 
with China's constantly adjusting fiscal relations. Especially, the regional economic growth 
effects of fiscal decentralization show differences after the tax-sharing reform. Therefore, when 
studying the effects of fiscal decentralization on regional economic growth after the tax-sharing 
reform in China theoretically and empirically, we control financial development, investment 
level, industrial structure, urbanization level, labor growth and opening to the outside world. 
China is constantly adjusting the financial relationship not only between the central and local 
governments, but also between governments below the provincial level to meet the needs of 
economic growth. 

In China's fiscal system, there are two parts of funds, on-budget and off-budget. The budgetary 
funds are the income and expenditures of the funds after the review by the National People's 
Congress, which is a planned arrangement. Extra-budgetary funds are funds that comply with 
national laws, policies and other relevant regulations and are not included in the budget. The 
income and expenditure of extra-budgetary funds are an important supplement to the funds in 
the budget. From the actual situation, the source of taxation is the main part of fiscal revenue. 
The local government does not have the right to formulate taxes and determine tax rates, nor 
does it have the right to distribute taxes. The retained proportion of local government income 
reflects the size of the autonomy given by the central government to local governments. Extra 
budgetary funds are not included in budget management and are at the disposal of local 
governments, which have greater autonomy over extra budgetary funds. The calculation of 
income decentralization indicators is based on the perspective of local fiscal revenue, which 
mainly reflects the degree of decentralization of fiscal power. The mechanism of fiscal 
decentralization on economic growth is shown in Figure 2 below: 

 

 
Figure 2. Mechanism analysis of the effect of fiscal decentralization on economic growth 

 

3. Fiscal decentralization risk prevention 

As far as "the logic of decentralization" is concerned, the general theoretical explanation of the 
impact of decentralization on the supply of public goods also needs to be started from the 
allocation efficiency and production efficiency. In terms of allocation efficiency, local 
governments have a better understanding of their demand for public goods because they are 
close to residents in their jurisdictions. Therefore, the provision of public goods by local 
governments can meet different needs and preferences, and this feature can enhance social 
welfare through competition among local governments. The theories about decentralization 
promoting the production efficiency of public goods supply should be slightly diversified. 
Generally speaking, there are three transmission mechanisms: first, decentralization enhances 
the voters' control over local elected politicians. Second, decentralization encourages local 



Volume 2 Issue 9, 2021 

DOI: 10.6981/FEM.202109_2(9).0053 

382 

Frontiers in Economics and Management 

ISSN: 2692-7608 

governments to compete on scales. Third, decentralization helps reduce the lobbying role of 
interest groups. Through these mechanisms, the decentralized supply of public goods 
encourages local governments to reduce waste, reduce supply costs, and improve output 
quality. Regarding the negative effects, some scholars believe that decentralization leads to the 
loss of economies of scale, which means that the supply of public goods requires higher costs. 
Other scholars believe that decentralization will make it easier for local leaders to be captured 
by interest groups, thereby worsening the supply of public goods. A summary of the impact of 
fiscal decentralization is shown in Figure 3: 

 

 
Figure 3. Summary of the impact of fiscal decentralization 

 

Financial risk is mainly reflected in the quality of national debt projects. Therefore, starting 
from the national debt project, establishing the performance evaluation mechanism of national 
debt project is an important measure to prevent China's financial risk. The national debt project 
can be regarded as the latent stage of financial risk from the establishment to the end of 
operation. Only by systematically supervising it, can we have a precise understanding of the 
actual scale of financial risk and take corresponding countermeasures. On the contrary, if there 
is no corresponding supervision mechanism for national debt projects, we will know nothing 
about the quality of national debt projects, and we can not take measures to solve them in time. 
It is very dangerous for China, a large developing country. 

So, what kind of national debt project performance evaluation mechanism is more in line with 
China's reality? Generally speaking, there are two ways to establish this mechanism: one way 
is to evaluate it by civil organizations. Another way is for government departments to take 
charge of evaluation. Since China's current non-governmental organizations do not have the 
corresponding conditions, government departments should take the lead in building such 
organizations. Establish financial risk assessment centers at the central and provincial levels. 
Relying on the Financial Risk Assessment Center to provide a series of services. If the appraisers 
are not loyal to their own appraisal career, have low professional ethics, have a weak sense of 
responsibility, and follow their own subjective opinions on appraisal, then the risk of financial 
appraisal will greatly increase, which will also affect the development of the industry. Therefore, 
it is necessary to improve the integrity of the assessors, strengthen the sense of responsibility 
and the ideology of dedication, so as to fundamentally prevent financial assessment risks. 
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4. Conclusions 

To sum up, the discussion on the action mechanism of specific indicators is helpful to put 
forward targeted policy implications. China constantly balances and changes between fiscal 
decentralization and centralization, with the intention of balancing regional financial resources, 
but in fact, it intensifies regional fiscal inequality to some extent, which makes the growth effect 
of fiscal decentralization have significant regional heterogeneity, and then affects the balance 
of regional economic growth. We know that the establishment of the Evaluation Center for 
treasury bond projects is conducive to taking the lead in establishing the credit system in the 
huge treasury bond projects, better guiding the establishment and improvement of the social 
credit system and making up for the shortcomings of the market itself. We find that only 
"financial autonomy" has a consistent positive effect on regional economic growth and local 
public goods supply. These findings have important policy implications for the further reform 
of China's financial system. At present, the academic and policy discussions on the financial 
relationship between Chinese governments mainly focus on the asymmetry of local 
governments' "financial power" and "administrative power". At present, there are two main 
policy ideas: one is to try to solve the problem by means of "financial resources" and 
"administrative rights", that is, to further seek the transfer payment from the central or higher-
level government to fill the financial gap of local governments. However, the negative effects of 
the transfer payment system have become increasingly prominent since it has been running for 
more than ten years. Another way of thinking hopes to reverse this dilemma by raising the 
power of affairs, especially increasing the proportion of central government expenditure. 
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