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The impact of financial and fiscal decentralization
on investment and consumption ratio

HE Jun, WANG Xuerong, CAO Su
(School of Management » University o f Science and Technology of China s Hefei 230026, China)
Abstract: Based on the analysis and testing of provincial panel data in China from 1998 to 2014, financial
decentralization was taken as the threshold variable to investigate the nonlinear relationship between
China’s financial decentralization and ratio of investment to consumption. The results show that; O At
different levels of financial decentralization, China’s financial decentralization has different effects on the
ratio of investment to consumption, which is characterized by the nonlinear characteristics of “double
threshold effect”. @ The nonlinear relationship varies with different level of financial decentralization. In
provinces with low levels of financial decentralization, financial decentralization is positively related to the
ratio of investment to consumption; in the provinces with medium levels of financial decentralization, the
relationship between financial decentralization and the ratio of investment to consumption is uncertain; in

the provinces with high levels of financial decentralization, financial decentralization is negatively related to
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the ratio of investment to consumption. @ Fiscal decentralization has some influence on the nonlinear
relationship between financial decentralization and the ratio of investment to consumption. The combined
effect of financial and fiscal decentralization has expanded the ratio of investment to consumption. @ The
number of provinces with high levels of financial decentralization in China is quite small, with most of the
provinces being still in the stage of medium and low financial decentralization. In order to reduce the ratio

of investment to consumption, the financial decentralization process should be promoted vigorously in

provinces with low or medium levels of financial decentralization.

Key words: financial decentralization; fiscal decentralization; ratio of investment to consumption
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Tab.6 Datum regression results

i 18 ) 45 iR 3 FEHY 4 I 5 I 6 LR 7 iR 8
FLRIHE 20 FE SCC FE SCC FE SCC
0,447 0.447% " 0.279* " 0.279" " 0.409* " 0.409" "~
Findec
(3.393) (3.525) (2.422) (1.929) (3.659) (3.647)
) —0.370" " " —0.370" " —0.266" " —0.266" "~ —0.354" "~ —0.354" " "
Findec”
(—6.793) (—5.731) (—5.246) (—4.513) (—7.068) (—6.146)
—27.654" " " —27.654" " —49.408" * —49.408" "~
Fisdec — —
(—3.204) (—3.044) (—5.587) (—6.809)
3.327" " 3.327" " 5.885" " " 5.885" "
Fisdec? — —
(3.209) (3.048) (5.556) (6.777)
0.215" " 0.215" " 0.394" " 0.394" "
GRPCGDP — —
(2.40D) (1.832) (4.397) (3.581)
—0.187" "~ —0.187" "~ —0.233" "~ —0.233" "
Urban — —
(—3.240) (—3.021) (—4.198) (—3.625)
1.151° " 1.151° " 1.302° " 1.302° "
Industry — —
(7.130) (7.735) (8.363) (8.688)
1.303" " 1.303° "
Findec X Fisdec — — —
(6.763) (5.557)
Fisf ] [ 52 355 7 s il 1l s il s il s il s 1l
R? 0.396 0.396 0.552 0.552 0.593 0.593
Hausman £ 56 83.99" " — 32.44" " — 432.86" " —
ADF-Kao —2.571° " —2.571 —3.411"" —3.411" " —3.353" " —3.353" "
F #6536 16.828" ~ 14.966 24.453% " 413.833" "~ 27.634° " 634.893"
REAEL 510 510 510 510 510
(]S BEAEER off; « . x » 7 BRIRRE10%.5% 1% KETF B3,
4.2 HEEYF JE 1 4 Rl o ASCECHE IO Y48 AR 8 3 — S ¥ i
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Tab.7 Provinces in different threshold interval

X 16 32 Rl B
WS LTS T R B CHOR T TR R
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Tab.8 Group regression results

oL B 75 i i) A 10 i 11 iRl 12 A 13 i 14
FETHE 5 FE SCC FE SCC FE SCC
il AI% 4 il 43 A rf1 85 4 il o A T 4 A A
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(—1.897) (—2.109) (—1.006) (—0.888) (0.032) (0.075)
, , 0.682" " 0.682" " 1.763" " 1.763" "
Industry 1.666° " (4.602) 1.666* * * (7.531)

(3.516) (3.402) (8.327) (5.31D)
sf ] [ 5 3% 7 = 1l | =1l 2 1l 2 1l |
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R? 0.636 0.636 0.773 0.773 0.879 0.879
F ¥ 56 10.236° "~ 46.289" "~ 35.440" " 59.507 " 25.983% 13.677° "~
FEAKL 153 153 255 255 102 102

CHE 5 BB « (s * L * % 0 PBIFORAE 10%.5% 1% K F FB%E.
F A SCUABR PG RE AN R RE 30 A4 . AR X B A%
7 1998~2014 445 B AR B 9 FEAS , DL 4 fill 734X
Ry TR A e, 8 Rl A BN BT 2R LR e B 4
PR AR A a5 A B TR0 AR I A AR AR, DA™ 6 il 43 -0 1K 3

5 #ig

BT IH B Lo i i A il o UK 32 0 R I A R
Hh [ 28 Y A M R R L O T IRTE TR Z IR



418 TEAFZFEARAXFFIR

% 48 %

FOGTR WA 43 4 il 53 AL 00 B o3 A5 #8902 L
AR 2P G R L T 2o A% 5 1Y IR e R B R A 3 O vk
43 21 [ 1 G 565 6 b T AR DA [ 0 45 SR 2 4 7 e fee
PERE I LI A v A R 14 4 il 2 AL BOOR B2 43t 2 0
2SS A NS

1A 2550 0 e 50 2R B 4l 3 A5 8 90 2% LU AR AE
XU TSN 1A AEL 43 591 Ry 0.628 1 1511, Hy L4
FEAEHE TP Y 30 A48 10 K 43 I 4 b A3 A b 45 4
Al 43 BURI 25 4 Rl A B = S R R R A 145 SR R
OTEAR A il o ALY BE L 4 il 43 U5 38953 9% EL I Al
K5 7E H A G Rl A3 ALY B 4 Rl A A B9 T 9% L i
R FR R AE 5 6 5 A il o ALY B, 4 il o0 LS B8 T
B L TAH 6. @ 4 Al -5 08 BRI A A0ON 5 4% BT 2R L
IEAHSE, SR MBOR S W BBOR A GBS InE T
T H B0 ARTH 00 ] L O F [ H A 4 4 ALY
B A AR 6B AE 3G I A% 4 Al 43 BB B 1 48 4 HE AN
WU/ o F 3 05 A B AT 4 43 BT A 1 A 1 L
AN A 2 K BB B b A5 4 il A BB B i A8 4 o L
e K s e A A RO B i 8 O R st i VLR
WL AR T RANE .

HRAE R FE A8, A SC45 AR BOR g

B, HEAR £ Rl o AN R BRI 2 L I B B AR
FHRLHE R BUE BRAS 5 |5 85 9% 0 2% Lo i A2 46 7 1),
T 45 Fil 73 AL A 3K B 28 — AN T TR A 4 1 32 1
J7 BORF A 4 il 0 R I b 0 b A B 4 il g3 UK
-5 FE A Rl A3 A S M AR — A T B Ak B 5 A
TR A 9 28 0y o 1 4 il o BT i R B AT 55 L
77 BUR 1% 5 | 5 4 il 5% R AE 22 W28 B b & 45 B AR
FH S k4 il A3 UK 19 42 5 e 48 412 1 15 5% 3 2% LA
T AR AV 1) & 3L X ).

B L B M T BUR R BB AL L kG i
i 3k B e A R B B B 4 il 43 A 0 I 4y AR
ALA 5B S A7 A I 1 56 &R L L BUR AFE R R
TP I 4 R A 3 ) IsF e % B 25 0 R O B B L
T b, 5 BSCRT 28 B BURE R 1 5% 0, 8028 L GDP 1
Kk 2 R o 1 T AL L B 2 2 5% Oy BUR IR
55 A b B A% 10 B 1 R R B L BE G0 BN R DR
g0k

55 = PR T 2548 T A il & R OKOE L 46 /N 4 il
Oy AN 25 S A 1) 4 i A UK A R G4 0 T
B Ll s I A1 BTG R 4 il 43 O 76 R 28 5 11 R 2
KA BRI SC TR A4 T 4 il e AR 25 R AR
T AR L IX 4 il UK S v P R b X 4

il UK S B AEG AT Ik v 1 30 4t Xl D7 R A K
e ey T 22 T W e n] LA 22 25 8 4 R e BB VR T
M 4 M3 b 7 < R A R L i M O FAE Al 7E
FAT b v A M AR 4R R AR SRR R AR 4 Rl AL
Xt 5 W28 B A T 1 ARURR A58

FHE T W0 B3 A, 4 Rl o BORAS L2 Bk 37 0
AR MR A+ PR F X < il o0 A F 5t A RO B L A
SCHRIEFE 38 A7 A AR 22 0] L) Bl ik 9 3 07 . 78 4 Rl
BRI 14 JEE 4 b 3 AR SR A 2 SCRRL 18 145 th iy il
BTk R EZ R R T AR I T
JE A8 7 IR R A6 T8 SO SRS R AR 2 AT AR R
R, (E 2 BE BT B AT 3 T6 ¥ 7 4 Bl Ak 2 A8 BB
T $R B HAR A B 52 0 1 %R 98 5 6 Rl 2 KSR
e LA 220 m i RLOR ok B AT 5 28 548 B HEIASUL Y
S o3 BRE A 5 1 A B T 2 AL 30 43 L el g A
AL v e B A T3 B ) A 3 A A 1
BRI 18] B9 73 KL 5 LR R L il o A4 T LK)
G A 4 Tl A AL 4 4 SR SO < vl e R 5 BRI AL
AR SAUAL T S8 T AN [R] /2 2 B )2 T 73 A, A T
Xt BURF AT 373 18] 23 A LA B 46 il 23 BUAS [] 9 245 19 2%
JE L PR R — 25 W 5 B R T ) )2 T B4 4 Rl AR
TWZET B, ik — 20 A0 G Bl AN 2 5T
— HB 3 S XTI B L A B e R oK ke R (B
5T 1]

£ % 3 #k (References)

(1185, ZRNR. Sl EHE . oy TS h g de
ML, B¥#ESm, 2015(10): 47-53.

[ 2] MONTINOLA G, QIAN Y, WEINGAST B R.
Federalism, Chinese style: The political basis for
economic success in China[ J]. World Politics, 1995,
48(1) . 50-81.

[3]LINJY, LIU Z. Fiscal decentralization and economic
growth in China [ J]. Economic Development and
Cultural Change, 2000, 49(1): 1-21.

[ 4] MARTINEZ-VAZQUEZ J, MCNAB R M. Fiscal
decentralization and economic growth [ J]. World
Development, 2003, 31(9): 1597-1616.

(5] sk, BN a, BRI UCE, MBS hEZ T K

[J]. &¥2(FHD, 2005, 5(1): 75-108.
ZHANG Yan, GONG Liutang. The Fenshuizhi
reform, fiscal decentralization, and economic growth in
China[ J]. China Economic Quarterly, 2005, 5(1):
75-108.

L6185, M/, BUMGS AR 25 A 30 ah it 4
(1. & B HF5E, 2010, 8(4).4-15.



b
o

3 o P O P O & Tl @ A R A 419

FU Yong. Fiscal decentralization, governance and non-
economic public goods provision [ J ]. Economic
Research Journal, 2010, 8(4):4-15.

C7 )@z, MREZ, £N5, % )8 28 THU 5 847
F Ok F P E T R RAT A R [T ], 4l

WFoE, 2014(1): 1-15.
JI Zhihong., ZHOU Li’ an, WANG Peng. et al.
Promotion incentives of local officials and bank
lending: Evidence from China’s city commercial banks
[J]. Journal of Financial Research, 2014(1). 1-15.

[ 87 spud, Mo Js I 4 mb LK B 37 19 9 A 2% 0 R0 28 L 3
N —— e T A AR AT 1Y %5 1] Probit SEEY A Hr[ 1], 4 Al
2, 2014, 8(6): 37-56 .

GUO Feng. Endogenous conditions and competitive
effect of the establishment of local financial institutions
in China: An analysis of the county banks using spatial

Probit model[ J]. Quarterly Journal of Finance, 2014,

8(6): 37-56 .
Lod kA RN ESRMAZRKI] LB, 200606):
59-69.

ZHANG Jie. An insight into the high level of China’s
monetarization| J ]. Economic Research Journal, 2006
(6): 59-69.

C1o] /o, WEVE. SRl R T MR ERR R ANZ B K
(T, 2B, 2004(1) ¢ 42-55.

LU Feng, YAO Yang. Legality, financial development
and economic growth under financial repression[ ] ].
Social Sciences in China, 2004(1) . 42-55.

[11] ALLEN F, QIAN J, QIAN M. Law, finance, and
economic growth in China [ ]J]. Journal of Financial
Economics, 2005, 77(1): 57-116.

[12] BRANDT L, LI H. Bank discrimination in transition
economies: Ideology, information or incentives? []].
Journal of Comparative Economics, 2010, 31 (3):
387-413.

(1370 VM, BiRil, BRAS. 4 Mg AsOnt v ) IR i) 95 9% 109 23 1] i
RO [T ], Py I 28 K724, 2017, 39(1): 40-54.
WANG Min, CHEN Hao, CHEN Dong. Research on
the spatial spillover effect of financial decentralization
on Chinese private investment[]]. Journal of Shanxi
University of Finance and Economics, 2017, 39(1).
40-54.

C14] nhAR58, PR &, SRIEAT. &mlk R AR £ A 2
g 7 K A b E A IESE L) ], S maFsE, 2011(2) .
42-56.

[15] #mH, JJr. &maR Sy &Kl amy
295, 2015(5): 12-17.

(167 BRAEAR . RO =2, WFBCAr AL, 4 b 43 A5 3t 7 B 53 55

BARLT] WMELRTSE . 2017(5) : 38-53.
CHEN DENG
decentralization, financial decentralization and the
growth of local debt[J]. Public Finance Research, 2017
(5): 38-53.

(17] tiE, #ABE . TR SR RLT] %% GETD,
2017, 16(2) . 545-576.

HONG Zheng, HU Yongfeng. China’ s financial
decentralization[ ] ]. China Economic Quarterly, 2017,
16(2) . 545-576.

C18] fuf F i . i 3CHe. W B 43 B2 75 52 W 4 il 43 A —— &
T8 BR AR A ) A8 /Y LB M LT . &R AT,
2016, 51(2) . 42-55.
HE Dexu, MIAO
decentralization impact the financial decentralization?
[J]. Economic Research Journal, 2016, 51(2): 42-55.

[19] QIAN Y. ROLAND G. Federalism and the soft budget
constraint [ J ]. American Economic Review, 1998:
1143-1162.

[20] HANSEN B E. Threshold effects in non-dynamic
panels: Estimation. testing, and inference[ J]. Journal
of Econometrics, 1999, 93(2) . 345-368.

[21] BAI J. Estimating multiple breaks one at a time[]].
Econometric Theory, 1997, 13(3): 315-352.

[227 BALLI H O, SORENSEN B E. Interaction effects in
econometrics[ J]. Empirical Economics, 2013, 45(1):
583-603.

[23] Bvkye, BHE. w85, H 209 W B[], 25T
58, 2014, 49(5); 4-18.

LYU Bingyang, MAO Jie. Fiscal foundation of high
investment and low consumption in China [ ] ].
Economic Research Journal, 2014, 49(5): 4-18.

[24] 2R, RMZE. MBI, MK EM S A E
PR —— 3 T A PR B &R i ()], AW 2, 2013
(5): 27-38.

HE Jun., WU Zhaogong. Fiscal decentralization,

Baodong, Xiaolan. Fiscal

Wenlong. Does the fiscal

economic growth and urban-rural income gap: An
analysis based on inter-province panel date [ ] ].
Contemporary Finance & Economics, 2013(5): 27-38.

[25] PESARAN M H. A simple panel unit root test in the
presence of cross-section dependence [ J]. Journal of
Applied Econometrics, 2007, 22(2) . 265-312.

[26] PESARAN M H. General diagnostic tests for cross
section dependence in panels[ R]. New York: SSRN,
2004 . CESifo Working Paper Series No. 1229.



