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Measuring the Financial Health Condition of China’s Local Governments:
A Study Based on Government’s Asset Liability Revenue and Expenditure

XIE Hongtao' CHEN Zhiyong' CHEN Liwei’

1. School of Public Finance and Taxation of Zhongnan University of Economics and Law Wuhan 430073;
2. Economics School of Xiamen University Xiamen 361005

Abstract: Based on the finance evaluation framework of local government ICMA( International City/County Management
Association) this study constructs the financial health evaluation indices system of the local government in China. The financial
health evaluation is obtained with the reference to the new financial audit reported by Audit Bureau of the China. The evaluation
indices system consists of four financial dimensions in cash budget long—run and service—level solvencies as well as 16 finan—
cial indicators. The results show that the local government liability is mainly caused by land reserve and infrastructure construc—
tion. In short term Jiangsu and Chongqing have a higher risk of accumulated liability. Land—transferring fee can temporarily
alleviate the liability risk. But long—term debt—paying ability should rely on the local revenue growth brought by industrializa—
tion. Risks involved in budget—paying ability chiefly come from the substantially increasing demand on public services in par—
ticular urban public services because of the demographic changes and the overall request on public service quality. In addition
social insurance budget will also impact future risk owe to demographic changes. Thus active fiscal policy is indispensable in
rapid urbanization. Restructuring local taxation system involving property tax and individual income tax is very necessary to en—
sure the well-being of local government fiscal system.

Key words: fiscal health condition; long—term solvency; short—term solvency; long—term public service solvency; gener—

al budget solvency
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