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How fiscal decentrailisation affects coordinated development:
A political-economic analysis

XIAO Yun
(School of Marxism, Sun Yat-sen University, Guangzhou 510275, China)

Abstract: How fiscal decentralisation affects coordinated regional development is a relatively neglected
topic in the field of political-economic research. Experience since the reform and opening up shows that,
although the Chinese-style decentralisation is an important institutional arrangement for achieving high
economic growth, there is a clear tension between it and the goal of coordinated regional development. The
analysis finds that the tension originates from the local-national direction and is formed by the strong
incentives and weak constraints of Chinese-style decentralisation. By shaping local autonomy, national
autonomy and the competitive interactions between them, specific incentive and constraint mechanisms
trigger conflicting development behaviours of local governments and dysfunctions of the state's role in
regional development. In response to these challenges, the central government has adopted a strategy of
generalising incentives and strengthening constraints. This approach entails the institutional arrangements
characterised by a new feature of “greater reliance on constraints”, which may encourage local governments
to build consensus on coordinated development and bring the state back in local development.

Key words: fiscal decentralisation; incentive and constraint; state autonomy; local autonomy
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