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The Factor of Fiscal Decentralization in Chinese Consumption Model: Theory and Evidences
Deng Kebin' and Yi Xingjian®
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2: School of International Trade and Economics Guangdong University of Foreign Studies)
Abstract: This paper sets up a newly inter — temporal consumption asset pricing model with fiscal decentralization factor and proves
that the fiscal decentralization is the key factor in China’ s household consumption. On one hand the increase of fiscal decentralization
brings the increase of household income and the increase of consumption; on the other hand the increase of fiscal decentralization also
increases the household income uncertainty. Our empirical study based on panel data of China’ s 29 provinces during 1990 - 2009
proves our theory. We also find that the fiscal decentralization influences both expected income and income uncertainty. When they
enter the empirical model together only the coefficient of expected income is significantly positive because of the co — linearity. Either
adjusting the methods of variables calculating or introducing control variables the conclusions are robust. The CCAPM without fiscal
decentralization factor is lack of explanation power in China while the CCAPM with fiscal decentralization factor can explain Chinese
situation well.
Key Words: Fiscal Decentralization; Household Consumption; Income Uncertainty; Inter — temporal Consumption Asset Pricing
Model
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