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Fiscal Decentralization, Government Behavior and Economic
Growth in China

Abstract: This paper studies on how fiscal decentralization affects government behavior and

output. By establishing VAR model, paper analyses the relationship of fiscal decentralization,

economic growth, the second industrial output value proportion and total factor productivity (TFP).

Analysis shows that the indexes of the budget fiscal decentralization and comprehensive fiscal

decentralization have less effect on economic growth. According to the impulse response function,

we found that there are negative impacts, and fiscal decentralization has no significant effect on



TFP. However, fiscal decentralization greatly influenced the second industry. Finally, according to
the empirical results, we put forward six Suggestions.

Keywords: Fiscal decentralization; Government Behavior; Economic growth; VAR model;
Impulse response function



