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Abstract This paper investigates the effects of fiscal decentralization on provincial economic

growth in China with a panel data set. Based on Zhang and Zou 1998 and Lin and Liu 2000

we find the fenshuizhi reform largely changes the relationship between fiscal decentralization and
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economic growth which is significantly negative before 1994 while significantly positive over the
nine years since then. The coefficient of fiscal decentralization is no longer significantly negative in
the sample from 1986 to 2002. The sub-sample analysis finds a positive relationship between fiscal
decentralization and economic growth in the localities with higher per capita GDP but none in the
localities with lower per capita GDP from 1994 to 2002. We attribute the intertemporal change
and interregional differences of the fiscal decentralization effects in China to the improved coordina-
tion and intervention power of the governments after the 1994 tax reform.
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