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Abstract 
The relationship between central and local finance is a basic part of the division of 
powers and responsibilities between governments. It is not only an important aspect of 
modern national governance, but also a prominent problem in the financial field, which 
is mainly reflected in the mismatch between central and local financial power and 
administrative power.Since the reform of tax sharing system, many financial system 
reforms have been promoted to alleviate this contradiction. Transfer payment is an 
important means to balance the financial resources between central and local 
governments and regions, and has achieved outstanding results.However, at the same 
time, transfer payment also has some problems, such as unreasonable expenditure 
structure, unreasonable fund distribution, imperfect supervision and restriction system, 
which need corresponding measures to be improved in order to play its role in 
narrowing the development gap and promoting the equalization of public services. 
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1. Introduction 

1.1. Central Local Financial Relations 
The core issue reflected by transfer payment is the financial relationship between the central 
and local governments.The mismatch between the central and local financial and 
administrative powers has existed since the tax sharing system reform in 1994, which is mainly 
manifested in the strong cadres and weak expenditures in financial power and the heavy local 
tasks in administrative power.In recent years, with the comprehensive pilot of "replacing 
business tax with value-added tax", at present, local governments have no main taxes that can 
bring stable and reliable income. Under the pressure of comprehensive tax reduction, fee 
reduction and leverage reduction since 2018, the pressure on local fiscal revenue and 
expenditure has further increased. 
Straightening out intergovernmental financial relations is a long established reform task, and 
progress has been made in recent years.The report of the 19th National Congress of the 
Communist Party of China put the reform of central local financial relations in the primary 
position of fiscal and tax reform, and clearly proposed to speed up the establishment of a 
modern financial system and establish a central and local financial relationship with clear 
powers and responsibilities, financial coordination and regional balance.The Fourth Plenary 
Session of the 19th CPC Central Committee further proposed: "optimize the division of 
intergovernmental powers and financial powers, establish a central and local financial 
relationship with clear powers and responsibilities, coordinated financial resources and 
regional balance, and form a stable system in which the powers, expenditure responsibilities 
and financial resources of governments at all levels are commensurate."How to improve the 
appropriate transfer payment system and improve the performance of transfer payment is of 
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great significance to the central local financial relationship and even the high-quality 
development of macro-economy. 

1.2. Understanding of Transfer Payment 
As an important means of central financial resource distribution and social income 
redistribution, transfer payment plays an important role in the financial system.Transfer 
payment usually includes general transfer payment and special transfer payment. The former 
belongs to unconditional appropriation, and the latter needs to be used according to the 
specified purpose.General transfer payments are mainly used for subsidies for local affairs, and 
special transfer payments are mainly used for central entrusted affairs, central and local 
common affairs and local affairs that need guidance and encouragement.In 2019, the central 
level revenue accounted for 46.9% and the local level revenue accounted for 53.1%.In China's 
fiscal expenditure, the central level expenditure accounts for 14.7% and the local level 
expenditure accounts for 85.3%.67.9% of the central government&apos;s disposable income is 
used for local transfer payments;Among the total local financial expenditure, 63.5% came from 
the income at the same level and 36.5% from the central transfer payment. 
In the context of the deepening reform of the fiscal and taxation system, China pays more and 
more attention to the role of fiscal transfer payment in improving the efficiency of financial 
resource allocation and straightening out the financial relationship between the central and 
local governments.The original intention of transfer payment in China is to narrow the vertical 
and horizontal financial gap and achieve the equalization of basic public services, and the 
degree of realization of these expected objectives can be shown through performance analysis. 

1.3. Performance Evaluation of Transfer Payment 
Performance evaluation means that financial departments, competent departments and units 
use scientific and reasonable evaluation methods, set and select appropriate evaluation 
indicators according to certain principles, and conduct scientific, objective and fair 
measurement, comparison and comprehensive evaluation on the operation process and effect 
of financial expenditure according to unified evaluation standards,And find out the problems in 
the decision-making and implementation of financial expenditure and the direction of 
improvement through performance evaluation [1]. 
As a kind of financial expenditure, transfer payment needs to be included in performance 
evaluation, so as to optimize the transfer payment management mode, improve the use level of 
transfer payment funds, and promote the harmonious development of society.Transfer 
payment performance evaluation should include evaluation subject, evaluation index system, 
evaluation standard and other factors. 

2. Literature Review 

2.1. Impact of Transfer Payment on Economic Development 
Qiao Baoyun, fan Jianyong and Peng Jiming [2] found that general transfer payment played an 
important role in economic growth.Guo QingWang, Jia Junxue and others [3] conducted 
empirical research on China from 1995 to 2006 and found that China&apos;s transfer payment 
system is generally conducive to regional economic development.Fan Ziying and Zhang Jun [4] 
found that in the short term, transfer payment will promote local governments to increase 
public expenditure and promote the development of local economy;But in the long run, it will 
hinder the growth of local economy.Hao Fengxia and Zhu Qi [5] found that transfer payment 
can promote local economic growth in areas dominated by secondary industry;In the areas 
where the tertiary industry is the main body, transfer payment has an inhibitory effect on the 
growth of local economy. 
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2.2. Impact of Transfer Payment on Financial Balance 
Jia Xiaojun, Yue Ximing [6] found that the balanced transfer payment funds are inclined to 
provinces with weak financial resources.Chen Xujia and Feng Haibo [7] found that financial 
transfer payment significantly alleviated the imbalance of local public goods supply by 
investigating the relationship between financial transfer payment and local public goods 
supply.Wang Ruimin, Tao Ran [8] Based on the county-level financial data from 1994 to 2009, 
found that transfer payment at the county-level is conducive to achieving financial balance, but 
it has poor effect in balancing the level of public services. 

2.3. Performance Evaluation of Transfer Payment 
Su Zi and song Aijun [9] proposed the construction direction of the performance evaluation 
index system of China&apos;s financial transfer payment system by using the Balanced 
Scorecard concept, and believed that the performance of transfer payment can be evaluated 
from five aspects: scale, configuration, use, management and public satisfaction.Gao Ming, Chen 
Kang et al. [10] studied the low performance of transfer payment from the management level.Fu 
Runmin, Chang bin, Miao Xiaolin [11] used DEA model to make an empirical analysis on the 
transfer payment under Yunnan Province.Wang Shouyi [12] used stochastic frontier analysis 
(SFA) to study the impact of transfer payment on the supply efficiency of local public 
services.Hou Guangping [13] used factor analysis and neural network analysis to study the 
performance of ecological transfer payment. 

3. Analysis on the Reasons Affecting the Performance of 
Intergovernmental Transfer Payment 

3.1. Unreasonable Transfer Payment Structure 
Transfer payments can be divided into unconditional general transfer payments and 
conditional special transfer payments. In 2019, general transfer payments accounted for 47% 
of the total transfer payments, common financial authority transfer payments accounted for 43% 
and special transfer payments accounted for 10%.Conditional transfer payments can be divided 
into special transfer payments and classified transfer payments.Classified transfer payment 
only sets the general direction of the use of transfer payment funds, such as education, science 
and technology, medical and health care, does not specify specific construction projects, and 
the local government has certain decision-making power.Therefore, we should reasonably 
select the correct form of transfer payment according to its own characteristics and scope of 
use. 
Tax return failed to play an equal role.Tax return is a form of transfer payment to protect local 
vested interests. It is the continuation of the old system, so that the funds of tax return are 
mainly obtained by the eastern developed regions.This not only can not achieve the 
equalization of financial resources among different regions, but also aggravates the gap 
between the eastern, central and western regions, and the effect of financial horizontal balance 
is poor.Tax rebate is the main part of the form of transfer payment, which limits the realization 
of the equalization of basic public services. 
Financial transfer payment is a form of transfer payment to truly realize the equalization of 
basic public services, which can narrow the gap between regions and achieve horizontal 
balance.However, considering the huge gap between the rich and the poor in China, especially 
the regional difference in the level of basic public services, if it can not be effectively corrected, 
the excessive difference will not only continue to exist, but also may expand. 
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3.2. Unreasonable Allocation of Transfer Payment Funds 
After the reform of China&apos;s tax sharing system, the central government accounts for most 
of the fiscal revenue, while the revenue of local governments is limited.However, in terms of 
expenditure responsibility, local governments bear more and more specific expenditure 
responsibility than the central government.With the gradual increase of financial power, the 
power of the central government did not increase correspondingly, but decreased accordingly. 
Local governments have the opposite trend.The determination of the amount of financial 
transfer payment is based on the clear division of powers.However, due to the mismatch 
between the administrative and financial powers of the central and local governments in China 
at this stage, the allocation of transfer payment funds is lack of scientific basis, and the amount 
of transfer payment allocated by the central government is inconsistent with the amount of 
funds actually needed by local governments. 
The distribution of special transfer payment is unreasonable, the distribution of many special 
funds lacks authority basis, and the cost sharing standard and the distribution of special funds 
among different regions lack strict institutional constraints.This makes the phenomenon of 
rent-seeking serious when obtaining funds. The areas that run the money get a lot of special 
subsidy funds, while the areas that sit and wait for the transfer payment from the superior are 
difficult to obtain special subsidy funds. 

3.3. Imperfect Supervision and Restriction System 
If transfer payment funds want to be used in a standardized way, the supervision and 
restriction system is essential. China lacks a perfect supervision and regulation system. 
Although the central and local governments have basically formulated laws and regulations on 
the examination and approval of budget supervision, there is a lack of laws and regulations on 
the direct supervision of transfer payment.Secondly, the degree of information disclosure is not 
enough.On the one hand, the reports related to transfer payment funds are generally not fully 
disclosed. On the other hand, there is a time lag in the disclosure of relevant information, which 
can not be disclosed in time.This will inevitably lead to the phenomenon of "only allocating 
funds, regardless of funds, only running funds, regardless of supervision".In the absence of 
strict supervision and restriction system, on the one hand, the transfer payment funds are out 
of control after allocation, and the phenomena of repeated construction and multi head 
approval of projects emerge one after another;On the other hand, the transfer payment funds 
have not been reasonably utilized and optimized, and the use efficiency of transfer payment 
funds is low.Thus, the transfer payment funds can not be arranged, reasonably utilized and 
optimized in China, and it is difficult to give full play to the equalization function of transfer 
payment and narrow the gap between the rich and the poor. 

3.4. The Incentive Mechanism of Intergovernmental Financial Efforts and the 
Assessment and Evaluation Mechanism of Transfer Payment are Not 
Perfect 

As the representative of dual interests, local governments should be responsible to the superior 
government on the one hand and the people within their jurisdiction on the other.Local 
governments will pay more attention to local interests whether for their own development or 
for the promotion of officials&apos; achievements.At present, the calculation of transfer 
payment is mainly based on the specific data of standard fiscal revenue and standard fiscal 
expenditure of local governments. The reduction of local fiscal efforts will reduce the financial 
capacity of local governments, but enable local governments to obtain more transfer payment 
funds from the central government. At present, the lack of incentive mechanism for 
intergovernmental financial efforts makes local development dependent on the transfer 
payment of the central government and can not play a subjective enthusiasm. 
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The performance evaluation of public expenditure in China is still in its infancy, and there is a 
lack of linkage mechanism of performance evaluation related institutions, especially the 
performance evaluation of transfer payment. The core of performance evaluation is the 
evaluation index system and evaluation criteria.In terms of index evaluation system, on the one 
hand, there is no scientific and reasonable economic benefit evaluation index system based on 
the type and purpose of transfer payment;On the other hand, a set of practical evaluation index 
system is not designed according to the nature and characteristics of transfer payment. 

4. Conclusions and Suggestion 

4.1. Determine the Reasonable Scale of Transfer Payment 
The problems of regional horizontal fiscal imbalance and central local vertical fiscal imbalance 
are prominent, which makes the scale of China&apos;s transfer payment unable to meet the 
needs of the central government&apos;s decentralization and local powers.Therefore, based on 
the principle of matching financial power with administrative power, we should provide local 
governments with financial power matching with administrative power, so that local 
governments can have enough funds to promote the rise of basic public service level.This 
requires determining an appropriate proportion for the relative scale of transfer payment. 
The determination of this proportion is the distribution of transfer payment funds, which 
requires a scientific and reasonable determination of the financial capacity, financial 
expenditure demand and financial effort of each region.Specifically, the fiscal capacity can be 
measured by the GDP, tax revenue and per capita disposable income of each region, the demand 
for education, infrastructure, medical and health care, social security expenditure and cultural 
expenditure can be measured by the number of schools, roads and bridges and medical facilities, 
and the degree of fiscal effort can be measured by the increase of tax revenue and the decrease 
of administrative fees.Then, according to the rule of thumb, the specific scale of transfer 
payment is determined based on financial capacity, financial expenditure demand and financial 
effort. 

4.2. Optimize the Structure of Intergovernmental Transfer Payments 
Tax return protects local vested interests and reduces the resistance of financial reform, but tax 
return accounts for a certain proportion in transfer payment, which increases the difference 
between developed and backward areas and hinders the realization of the equalization goal of 
transfer payment.Therefore, in the short and medium term, we should retain the tax return and 
improve the design of the tax return system below the provincial level;In the long run, tax 
returns can be incorporated into balanced transfer payments [14]. 
Secondly, increase the proportion of balanced transfer payment.Since many items of financial 
transfer payment are expedited by national policy changes, such as rural tax reform transfer 
payment and resource exhausted urban transfer payment, it can be considered to integrate the 
transfer payment of these different items into a systematic balanced transfer payment, and use 
a comprehensive transfer payment calculation formula to determine the amount according to 
the factor method. 
Thirdly, clean up and integrate special transfer payments.For the existing special transfer 
payments, integrate the projects with repeated transactions, and resolutely clean up the special 
transfer payments that have changed the situation, are not worthy of the name, cannot achieve 
the objectives of the central government and cannot reflect the national principles and 
policies.The scale of special transfer payment funds should change with the changes of the 
central government&apos;s economic policies. When the central government wants to achieve 
more of its economic objectives or improve basic projects and public welfare projects through 
special transfer payment, the proportion of special transfer payment should rise. 
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4.3. Improve the Supervision and Management System of Intergovernmental 
Transfer Payment Funds 

An efficient and reasonable transfer payment system must have a corresponding supervision 
and management system.As the local government is the representative of dual interests and 
has the subjective demand of natural budget maximization, the use of transfer payment funds 
will deviate from the goal of the central government for the sake of local interests, making it 
difficult for transfer payment funds to achieve the expected goal.Therefore, the central 
government should allocate transfer payment funds according to local economic development, 
resource endowment, basic public service level and other factors, and investigate the use of 
transfer payment funds, the provision of basic public service equalization projects and the 
impact of transfer payment funds on local economic growth,So as to fully understand and 
supervise the specific implementation of transfer payment, in order to improve the 
performance of transfer payment. 
According to the different types and characteristics of transfer payment, different supervision 
and management mechanisms are determined.For example, the general transfer payment 
should be based on the budget law, and whether the budget arrangement meets the actual 
needs, whether the budget implementation is stable and whether the implementation effect is 
conducive to the equalization of basic public services should be reviewed by the people&apos;s 
Congress at the same level and the finance at a higher level;The importance and feasibility of 
special transfer payment projects shall be ranked, and the prior application and review system 
shall be carried out for important and large amount projects such as education, medical and 
health care. The amount of funds of each project shall be reasonably calculated and paid on 
schedule. Each project shall be tracked and supervised, the work progress shall be reviewed, 
the important projects shall be subject to in-process review, and the benefit assessment shall 
be carried out after the project acceptanceExperience summary to realize the supervision and 
management of the whole process of special transfer payment projects. 

4.4. Establish and Improve the Incentive Mechanism of Intergovernmental 
Financial Efforts and the Assessment and Evaluation System of Transfer 
Payment 

Only by establishing and perfecting the incentive mechanism of intergovernmental financial 
efforts and the performance evaluation system of transfer payment, can we improve the use 
efficiency of transfer payment funds, improve the performance of transfer payment and realize 
the policy objectives of transfer payment.Establishing and improving the incentive and 
restraint mechanism of intergovernmental financial efforts is not only a necessary means to 
achieve the efficiency goal of transfer payment, but also an important measure to better 
promote social equity.In general, the allocation of financial transfer payment should not only 
consider the financial needs and financial capacity of local governments, but also consider the 
financial efforts of local governments, so that the allocation amount of transfer payment is 
linked to the subjective efforts of local governments and the transfer payment performance of 
local governments. 
Improving the transfer payment assessment and evaluation index system should include the 
following three aspects.First, according to the classification and purpose of transfer payment 
items, establish the performance evaluation index system of transfer payment, and evaluate the 
performance of transfer payment accordingly.For projects with unsatisfactory use of transfer 
payment funds and low performance, relevant departments can be required to make 
rectification regularly and put forward rectification requirements and suggestions.Second, 
combined with the nature and characteristics of transfer payment funds, establish transfer 
payment performance evaluation standards.Transfer payment performance evaluation 
standard refers to the standard sample data predicted and analyzed by using the principle of 
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mathematical statistics under the support of certain sample data.Third, select the appropriate 
evaluation method according to the different types and characteristics of transfer payment 
funds.As far as transfer funds are concerned, we can consider a combination of administrative 
evaluation, expert committee evaluation and other methods. 
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