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Fiscal Resources Centralization and Budget Biases:

Evidence from City-county Merger in China

LV Bingyang, LI Yan, LI Jiaxin

(School of Finance, Renmin University of China, Beijing 100872, China)

Abstract: Based on the quasi-natural experiment of the “City-county Merger” reform, this
paper examines the effect of fiscal resources centralization on prefecture-level expenditure budget
biases with the prefecture-level unbalanced panel data in 2008—2017 and the
difference-in-difference method. The empirical results show that this reform in lag one-term has a
significantly positive impact on expenditure budget biases. Because the “City-county Merger”
reform strengthens resource control and allocation capabilities of local governments, and thus
financial resources are more concentrated. It will make local governments more capable of
breaking through budget constraints to develop economics, which causes the tendency of
increasing the degree of expenditure budget biases. The result of placebo test implies that this
reform does not have a significant positive impact in the beginning year of implementation the
policy because the budget system of municipal districts remains unchanged when the reform is
listed. In addition, this paper finds a heterogeneous effect of fiscal constraints, that the transparent
the budget is, the less budget is affected by fiscal resources centralization. This paper expands the
existing literature on the effect of “City-county Merger” reform, and enriches the related research
on the causes of prefecture-level budget biases.

Key words: Budget Biases; Fiscal Resources Centralization; City-county Merger
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