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Tax Division, Government Revenue and Expenditure Behavior and

Local Fiscal Sustainability

Han Renyue' Chang Shiwang® Zhang Chunyan'
(1. School of Public Finance and Taxation, Shandong University of Finance and Economics,
Jinan 250014, P.R.China;
2. School of Economics, Shandong University, Jinan 250100, P.R.China)

Abstract: Based on panel data from 31 provinces, autonomous regions, and municipalities from 2015
to 2023, this paper employs variable coefficient panel model and mediation effect model to examine
the impact of tax division on local fiscal sustainability and its intermediate transmission mechanisms.
The results show that tax division significantly affects local fiscal sustainability, with heterogeneous
impacts across different regions except for Hebei and Guizhou. Twelve regions exhibit a significant
positive correlation between tax division and local fiscal sustainability, while 19 regions show a
significant negative correlation. Tax division has the strongest promoting effect on local fiscal
sustainability in Tianjin, followed by Chongqing, Jiangsu, Hubei, and Guangdong; conversely, it
has the strongest inhibitory effect in Liaoning, followed by Beijing, Hebei, Guizhou, and Shanxi.
Among control variables, economic growth and industrial structure are significantly positively
correlated with local fiscal sustainability, while urbanization rate shows a significant negative
correlation. Government revenue and expenditure behavior plays a significant mediating role between
tax division and local fiscal sustainability. The mediation effects of tax effort, financing structure,
and expenditure structure are present, but they exhibit opposite effects in the mechanism chain.
When government financing behavior has a stronger effect on local fiscal sustainability than
expenditure behavior, tax division in that region has a significant negative effect on local fiscal
sustainability; conversely, when government expenditure behavior has a stronger effect than
financing behavior, tax division has a significant positive effect on local fiscal sustainability.

To promote local fiscal sustainability, this article proposes the following policy
recommendations: First, optimize tax division according to local conditions. In regions where tax
division positively affects local fiscal sustainability, the degree of tax division can be increased,
granting local governments more authority over tax base and rate adjustments, tax revenue rights,
and tax collection and administration. In regions where tax division negatively affects local fiscal
sustainability, consideration should be given to optimizing the transmission mechanisms through
which tax division affects fiscal sustainability and reducing distortions in government revenue and
expenditure behavior caused by tax division. Second, correct local governments’ tendency to rely on
non-tax revenues such as state-owned land transfer fees and their behavior of “neglecting people’s
livelihood while emphasizing construction” , enabling local governments to promote fiscal
sustainability by increasing tax effort to increase local tax revenue. Third, grant local governments
greater tax collection and administration authority, enhance their enthusiasm for taxation, regulate
their revenue and expenditure behavior, and promote local fiscal sustainability.

Keywords: Tax division; Government revenue and expenditure behavior; Financing structure;

Expenditure structure; Local fiscal sustainability
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