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Abstract: The theory of decentralization, originated in Western federal countries, primarily focuses
on the fiscal power distribution between the central and local governments, and the provisioning of
public goods. This theory has offered crucial guidance for China’s economic system reform. What is

unique about the theory of decentralization is that Chinese decentralization extends beyond the
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financial realm to encapsulate administrative decentralization. From 2000 to 2009, a nationwide
implementation of administrative decentralization reform was undertaken, epitomized by “County
Power Expansion (CPE)”. This reform is instigated by provincial governments, which devolves the
social and economic management power of prefecture-level governments to county-level governments,
directly altering the vertical power structure among governments. However, starting from 2009, this
reform experienced a gradual slowdown before ultimately coming to a complete suspension, a
situation which remains without consensus in the academic community. Therefore, this study
employs the “County Power Expansion” reform as a quasi-natural experiment. It investigates the
economic growth effects of administrative decentralization reform based on data from county-level
regions and industrial enterprises and discusses the reasons for the cessation of the reform policy.

The results indicate that administrative decentralization reform significantly promotes economic
growth at the county level. Following the reform, both the per capita GDP and the real GDP of the
pilot counties significantly exceed those of the control group. The “County Power Expansion” reform,
centered on economic growth, has led pilot counties to boost basic infrastructure and fiscal expenditures,
utilizing their superior economic and social management privileges to expand investment promotion
and attracting more industrial enterprises to their jurisdictions. Simultaneously, pilot counties have
increased the utilization of foreign capital and they have amplified the scale of exports. Furthermore,
the reform has intensified horizontal competition among county governments. These findings may
represent the mechanisms through which the “County Power Expansion” reform stimulates economic
growth in county-level regions.

The “County Power Expansion” reform has modified the vertical power structure between
prefecture-level governments and county-level governments. It devolves administrative power,
originally belonging to the prefecture-level governments, to the county-level governments, eliciting
resistance from the former. To alleviate power loss, prefecture-level governments reduces their
transfer payments to county-level governments. Consequently, while the administrative duty of the
county-level governments has expanded, their fiscal power diminishes, engendering a risk of
imbalance between administrative and fiscal power. Moreover, pressured by economic growth
targets and performance evaluations, pilot counties are inclined to diminish non-productive expenditures
that neither directly contribute to economic growth nor to increase basic construction expenditures.
This results reveal a fiscal expenditure structure that emphasizes economic growth and neglects
people’s livelihood. Lastly, the “County Power Expansion” reform has not substantially improved
resource allocation efficiency in pilot counties. These factors may explain the ultimate halt of the
“County Power Expansion” reform.

Therefore, in the current stage of China’s high-quality economic development, the government
should consistently view the market as the ultimate aim of decentralization and empowerment reform.
Simultaneously, during policy promotion, it is crucial to consider the objective conditions of the
reform pilot comprehensively so as to evade the potential negative impacts of decentralization reform.
Keywords: Administrative decentralization; Competition for growth; Economic growth; Suspension

of reform
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