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Study on the Economic Growth Effect of Fiscal
Expenditure Structure and Tax Distribution
Proportion : Deduction of Optimal Social Welfare
Mechanism of Governments under
Fiscal Decentralization

LI Zhen-nan

(School of Economics, Peking University, Beijing 100871, China)

Abstract: The paper develops an endogenous growth model containing
governments with two levels and three expenditure types, and finds that ex-
cept the negative effect of consumption expenditure on economic growth, the
effects of other types of government expenditure and fiscal decentralization
(reflected by the proportion of the tax income distribution between different
levels of government) depend on such factors as the original value and the
relative productivity of expenditure. Optimal income distribution proportion
(referring to net income of governments)should match with the relative pro-
ductivity of government productive expenditure. Transfer payment serves as
an adjustment to the distortion of the above standard caused by the imbal-
anced original tax income distribution. When the proportion of government
consumption expenditure can maintain the governments’ normal operation,
it should be as small as possible, and the proportion of government produc-
tive expenditure should be commensurate with the relative productivity of
the government productive expenditure.

Key words: fiscal decentralization; fiscal expenditure structure; eco-
nomic growth; optimal structure (REHRE F M)
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