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Abstract

The report of the 20th National Congress put forward that "high-quality development is
the primary task of comprehensively building a modern socialist country”, and promoting
high-quality economic development is the essential requirement of Chinese-style
modernization, and it is also a necessary condition for socialist modernization. Finance is an
important means of national governance, and deepening the reform of the financial system is
an important measure to improve China's governance capacity and governance efficiency. The
20th Congress particularly stressed the need to further deepen the reform of the fiscal system,
including the budget system, tax structure, transfer payment system and other aspects. Our
country is facing the prominent problem of unbalanced and inadequate economic
development, so it is urgent to change the old economic development mode. Deepening the
reform of the fiscal system is conducive to exploring the internal mechanism for high-quality
economic development, giving better play to the enthusiasm of both the central and local
governments, breaking through deep-seated institutional obstacles, making full use of the
institutional advantages of socialism with Chinese characteristics, and providing a solid
institutional guarantee for high-quality economic development.

Fiscal vertical imbalance is a derivative under the Chinese decentralization system of
"financial power up, decentralization". The research on fiscal imbalance focuses on the
analysis of the causes of imbalance and the impact of imbalance. Most of them agree that
vertical fiscal imbalances have profound implications for high-quality economic development.
In addition to direct effects, it will also have indirect effects by acting on government revenue
and expenditure preferences. Analyzing the relationship between financial vertical imbalance
and high-quality economic development, constructing the mechanism of action between
financial vertical imbalance, government revenue and expenditure preference and high-quality
economic development, it has certain theoretical and practical significance to perfect our
country's fiscal decentralization system, comprehensively deepen the fiscal and taxation
reform, and enhance the power and efficiency of economic development.

Based on this, this thesis first reviews the existing literature and relevant theories,
understands the background of vertical fiscal imbalance and high-quality economic
development, defines the core concepts of the research object, uses the principal-agent theory
and the second generation of fiscal decentralization theory to analyze the mechanism of the
vertical fiscal imbalance, government revenue and expenditure preference and high-quality

economic development, and puts forward research hypotheses. Secondly, on the basis of the
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research results of other scholars, a scientific and perfect index system is constructed to
intuitively analyze the current level of fiscal vertical imbalance and the status quo
characteristics of high-quality economic development through measurement data. Then, two
models, seemingly uncorrelated regression and three-stage least square method, were used to
verify the research hypothesis. Robustness test was carried out by replacing the model,
replacing the core explanatory variables, data tailing processing and deleting the samples of
municipalities directly under the central Government. Meanwhile, sample data were divided
into eastern, central and western regions. In the two periods of 2007-2013 and 2013-2021, we
divided the fiscal vertical imbalance into high and low levels according to the average value
for heterogeneity test. Through the above empirical research, the main conclusions are drawn
as follows: (1) fiscal vertical imbalance has obvious inhibitory effect on high-quality
economic development; (2) Vertical fiscal imbalance has an indirect mechanism that distorts
local governments' spending decision-making preferences, increases tax revenue efforts and
hinders high-quality economic development; (3) The vertical fiscal imbalance has the most
significant inhibitory effect on high-quality economic development in the eastern region,
especially affecting the government's revenue preference in the eastern region, which has a
strong incentive effect on tax increase efforts. (4) The reform of the fiscal system has a
positive impact on promoting high-quality economic development, and can encourage local
governments to correct the distortion of revenue and expenditure preferences and carry out
healthy competition. (5) The low level of fiscal vertical imbalance has a weak inhibitory
effect on high-quality economic development, and the fiscal vertical imbalance has an indirect
effect on high-quality economic development mainly through income preference. According
to the above conclusions, combined with relevant theories and research, this thesis puts
forward corresponding suggestions from four aspects: controlling the reasonable level of
vertical fiscal imbalance, standardizing the local financial system arrangement, improving the

local tax system and the transfer payment system.
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