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During the last two decades, fiscal decentralization has been a critical component of
economic reform in China. The decentralization includes sires of fiscal arrangements
which not only involved the devolution of government authority from the central
government to the lower—tier governments, but also introduced fiscal incentives for the
local governments. At the same time, the assignment of fiscal responsibility between the
central government and the local governments has been rearranged. As a result, the share
ratio of fiscal revenue between the central v.s. the local governments has been changed
greatly. The focuses of this paper are mainly on the following four issues: (1) how has
the relationship between the central government and the local governments been changed?
(2) What are the incentives for the local governments in the decentralization? (3) How
have these incentives been changed by the implement of the new tax system in 1994? And
(4) What are the effects of this new tax arrangement? The goal of the paper is only to

give a brief summary of the fiscal decentralization in China.
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