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Polluting Effects of Heterogeneous Decentralisation :

Evidence from China’s Reform of the Local Governance System

Yu Jinliang

Abstract: The rational division of fiscal and administrative powers among governments constitutes an
important institutional basis for promoting ecological and coordinated development in China, while the
difference in the type of decentralisation can lead to different environmental effects. This paper treats
province-managing-county reform and county-power-expansion reform as two types of decentralisation, and
analyses their different environmental effects using county-level panel data. The results show that the
economic decentralisation reform significantly aggravates the pollution level of the pilot counties. Analysis of
the mechanism shows that an important increase in the pollution scale and intensity, and a noticeable
decrease in environmental investment and regulation after expansion to achieve a higher economic growth
target, are the main reasons for this result. Consequently, since the pilot counties subject to the fiscal
decentralisation reform are directly administered by the provincial government, with slower economic
growth, stricter environmental regulation and greater investment in pollution control, they have fewer
polluting activities and higher environmental quality. Therefore, this paper suggests that the traditional
system of fiscal and administrative government management that adapts to the new and accelerated economic
growth must be transformed, integrating the concept of ecological and sustainable development and taking
into account the order and scope of the decentralisation reform in order to build a modern national
governance system and a flourishing China.

Key words: economic decentralisation, fiscal decentralisation, fiscal pressure, environmental regulation
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