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Fiscal Transfer Payment Regimes, the Efficiency Improvement
Of Fiscal Policy and Economic Growth

The Sudy Based on the Uncertainty of Transfer Payments
Deng Ming , Huang Kaifeng (Xiamen University)

Abstract The uncertainty of transfer payment received by local governments can have an impact on
their fiscal behavior, which in turn may affect the economic growth effect of fiscal expenditures. Based on
county-level fiscal data in China from 1998 to 2007 and taking the establishment of the transfer payment sys-
tem in areas with concentrations of ethnic minorities in 2001 as an instrumental variable, this paper measures
the local fiscal multipliers and investigates the effect of transfer payment uncertainty on local fiscal multipli-
ers. The empirical results show that each 1 standard deviation increase in transfer uncertainty at the county
level leads to a 0.57 decrease in the fiscal expenditure multiplier at the county level. heterogeneity tests find
that special purpose transfer uncertainty is the leading contributor to a decrease in the fiscal expenditure multi-
plier of local governments, while general transfer uncertainty has no significant effect on the fiscal expendi-
ture multiplier of local governments. The study on the mechanism, on the other hand, shows that transfer un-
certainty reduces the output of local firms by affecting the fiscal revenue and expenditure behavior of local
governments, causing them to raise the effective tax rate of local firms, which in turn affects regional output.

Key words transfer payment; uncertainty; local fiscal expenditure multiplier; instrumental variable;

economic growth
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