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A Study on the Determinants of Local Government Expenditure in China
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Level of local government expenditures has an important role not only in the
local but also in the whole country’s economy. In China, local government
expenditures have a large part in the whole country’s government expenditure
with expenditure scale different by the character and preference of each region.
Therefore, for efficient expenditures of local government, it is essential to
understand determinants of government expenditure.

This thesis seeks panel analysis on social and economical factors that has
effect on the local government expenditure in China by using 31 local data from
1998 through 2009. Among many factors affecting government expenditure, this
thesis, based on foregoing researches, selected per person GDP, population,
unemployment rate, population density, service industry and trade volume of
each Sung(%) of China for uses of analysis. First, for method of analysis,
integrated least square (Pooled LS) and modified variance—covariance matrix,
together with White method for t—values, were calculated in consideration of
heteroscedasticity. Hausman test was also conducted to verify the suitability of
fixed—effect and random—effect models.

For suitability test on models, fixed—effect model was found to fit and the
result of analysis showed that per person GDP, population, unemployment rate,
population density, service industry have a positive effect with statistical
significance. Especially in case of service industry, it proved to be the largest
influence next to GDP, revealing that for constant economic growth, China

should make lots of effort to solve industrial structure problems relatively
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focusing on the secondary industry. On the other hand, as to trade volumes

with apparent openness, it turned out to have a positive effect, though without

significance.

In conclusion, from the result we can understand that social and economic

factors, such as per person GDP, population, unemployment rate, population

density and service industry in government expenditure, reveal the aspects

similar to advanced countries. It implies that in China, with a gradual change

increased autonomy of the local

as with

into the free market as well

government, social and economic factors in allocating resources will become

critical.

GDP, fixed effects model, Local Government, socio—economic
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<E 1> 3Y 2 XYHAXIE F0
(&): o 9igt, %)

we | BUMI [ Ao | BYME [ ANLMy | HE o | AwNE
= X & 5ot8 xEHIE X & 37t8 BN
1991 1090.81 - 32.2 2295.81 - 67.8
1992 1170.44 7.3 31.3 2571.76 12.0 68.7
1993 1312.06 12.1 28.3 3330.24 29.5 71.7
1994 1754.43 33.7 30.3 4038.19 21.3 69.7
1995 1995.39 13.7 29.2 4828.33 19.6 70.8
1996 2151.27 7.8 27.1 5786.28 19.8 72.9
1997 2532.5 17.7 274 6701.06 15.8 72.6
1998 3125.6 23.4 28.9 7672.58 14.5 71.1
1999 4152.33 32.8 31.5 9035.34 17.8 68.5
2000 5519.85 32.9 34.7 10366.65 14.7 65.3
2001 5768.02 4.5 30.5 13134.56 26.7 69.5
2002 6771.7 17.4 30.7 15281.45 16.3 69.3
2003 7420.1 9.6 30.1 17229.85 12.8 69.9
2004 7894.08 6.4 27.7 20592.81 19.5 72.3
2005 8775.97 11.2 25.9 25154.31 22.2 74.1
2006 9991.4 13.8 24.7 30431.33 21.0 75.3
2007 11442.06 14.5 23 38339.29 26.0 77
2008 13344.17 16.6 21.3 49248.49 28.5 78.7
2009 15255.79 14.3 20.0 61044.14 24.0 80.0
E:Ein 5866.7 16.1 28.1 17214.9 20.1 71.9

F1: 279 F AIAEE FIAIAES APAFAZE el A,

F2: 2YAPAE v% 2 zlmxﬂw% Ml 212t 3 ARAZIA A vl 5.
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TEX °(uiﬁi;1f 8195048 | 5545549 | 7376275 | 43343727 | 440914
o]tk
GDP IL(%;OG}?P 16370.52 | 11890.50 | 14141.87 | 78989 9364
= 0]
POP o ;f; 4047.60 | 374150 | 2535.58 | 9717 958
gl [e]
EAdTEE
POPD 1787.25 | 1472.30 | 1292.26 | 6307.40 95
(8/km?2)
Al =2
UPL 498 3.58 3.70 0.78 6.50 0.60
(%)
EEE
TAR AN 436.69 | 67.90 | 948.62 | 6849.69 | 1.08
8] AARH] =
SER 1 ]i(;;‘j 1% | 39.06 38.00 7.06 75.50 98.60
0
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AT 731 A, AR, AEA]) Q] 1998 ~200971A] 9] sdARE T8k
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<GE 3> gl X[EHHAXIEe FAA
variable 23 (A) 2 (B) 2E(C)
C 1.6398(3.09)" -3.9072(-4.79)" -7.3151(-6.34) "
GDP 0.9425(18.38)"" 1.3864(17.32)"" 1.3544(20.84)""
POP 0.6247(79.85) " 0.8697(35.52)" 0.9585(29.22)""
TAE - -0.1998(-7.07)"" -0.2308(-8.06)
UPL - 0.2205(4.67)" 0.3206(7.86) "
POPD - - 0.0423(1.43)
SER - - 0.7409(5.97)"
R? 0.87 0.91 0.91
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<GE 4> XIEMMEXIEN tiet nd@i 2y X! st=gi Y =420

variable fixed effects random effects
GDP 1.2136(18.95) 1.3414(21.46)"
POP 0.4119(4.89)" 0.7439(29.98)""
TAE 0.0544(1.54) -0.0794(-1.67)
UPL 0.1137(2.05)" 0.2147(5.17)"
POPD 0.0197(2.54)" 0.0412(2.75)"
SER 0.5225(3.90)" 0.4031(3.99)""
R? 0.98 0.97
A
(C}}}Iig?%rtlagiic) . 106.53
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