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Fiscal Decentralization., Bank Credit and
Total Factor Productivity

WANG Ding-xiang, LIU Jie, LI Ling-li

(College of Economics and Management s Southwest University sChongqing 400715,China)

Abstract: Based on the reform of fiscal decentralization in China, this
paper analyzes the relationship among fiscal decentralization, bank credit and
total factor productivity by provincial panel data from 1985 to 2008. The re-
search finds that the reform of fiscal decentralization which began in 1985
has effectively promoted total factor productivity,and under fiscal decentrali-
zation, government — led state — owned bank credit overall raises total factor
productivity. However,further decentralization and tax reform since 1994 re-
sults in undue government interference in financial sectors which has whit-
tled away the positive effect of bank credit on total factor productivity. Fur-
thermore,it applies Malmquist index to divide total factor productivity into
technological efficiency index and technological progress index in order to
study the internal route about how bank credit accelerates total factor pro-
ductivity. It shows that, under fiscal decentralization, bank credit enhances
total factor productivity mainly through technological progress route rather
than technological efficiency route.

Key words: fiscal decentralization; bank credit; total factor productivi-
ty; Malmaquist index (FTHERE F #H)

. 79 o



