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Fiscal Autonomy and Regional Financial Expansion in China
——Evidence from the Rural Tax Reform

GUO Feng
(Shanghai Finance Institute, Shanghai, 200002, China;
National School of Development, Peking University, Beijing, 100871, China)

Abstract: After the tax sharing reform of 1994, the fiscal autonomy of local governments in China was
weakened, which prompts the local governments to intervene regional financial development, and establish
the local financial institutions under their control. However, due to the endogeneity problem, the causal re-
lationship between the fiscal autonomy of local governments and the regional financial expansion has no
consistent conclusion. In this paper, using the exogenous drop of the fiscal autonomy in the rural tax reform
as a natural experiments, and Chinese counties from 2000 to 2008, we find that after controlling the effects
of other variables, and solving effectively the endogenous problem, decline of the fiscal autonomy can indeed
stimulate the regional financial expansion. This finding is consistent under several robustness tests.

Key Words: Fiscal Autonomy; Financial Expansion; Rural Tax Reform

JEL Classification: G21; G28; H71

Business Cycle, Industrial Agglomeration and the Value Effect of
Cash Holdings Policy

ZHENG Lidong CHENG Xiaoke
(School of Economics and Management, Beijing JiaoTong University, Beijing, 100044, China)

Abstract: Macro—economy and industry environment are the key influence factors of enterprises’ financial
decisions and its economic consequences. Under China’s unique economic context, this paper investigates
the relationship among business cycle fluctuation, industrial agglomeration and the value effect of cash hold-
ings policy of listed manufacturing firms. We find that: (1) Overall, holding more cash than competitors may
enhance firm value significantly, and this effect is more evident for firms with less concentrated industrial
agglomeration. (2) When macro—economy is getting worse, the value effect of cash holdings policy of firms
with less concentrated industrial agglomeration increases more significantly. (3) The value effect of cash
holdings policy of firms with less concentrated industrial agglomeration increases more with the intensifica-
tion of competitors’ financial constraints, and this effect is also more obvious when the macro—economy is
getting worse. (4) After considering the ownership nature of ultimate controller, we find that ceteris paribus,
comparing with state —owned firms, the value effect of cash holdings policy are much stronger in private
firms with less concentrated industrial agglomeration.

Key Words: Business Cycle; Industrial Agglomeration; Cash Holdings Policy; Value Effect

JEL Classification: G10; G30; G32

123



