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The Pollution Control Effect of China's Fiscal Centralization
——based on the empirical evidence of city-county merger

ABSTRACT: The system of political centralization and fiscal decentralization had
contributed greatly to economic development by generating intergovernmental competition.
However, it also leads to the problem of insufficient coordination in pollution control.
Environmental pollution control has positive externalities lead to local governments' strategic
choice was free riding, and it also leads to insufficient supply of public goods. The centralized
reform between cities and counties represented by the reform of city-county merger could affect
the pollution control decisions of local governments, and has practical significance for solving the
problem of insufficient coordination in pollution control. Based on the panel data of 262
prefecture-level cities in China from 2010 to 2019, and constructs a pollution control model with
externalities, this paper identifies the impact of the reform of city-county merger on haze pollution
and internal mechanism. The empirical results show that the concentration of haze pollution
decreased significantly after the reform, indicating that the reform of city-county merger has a
significant effect on haze pollution control, and the conclusion of this paper passes a series of
robustness tests. Further mechanism discovers that the financial improvement of local
governments and it also increases in spending on civil nature and energy conservation and
environmental protection after the reform, which is conducive to pollution control. Heterogeneity
analysis shows that the pollution control effect of the reform is more obvious in small and
medium-sized cities and the western region. Moreover, the effect of the reform on pollution
control and government expenditure in different periods is different. The result shows that the
reform of fiscal centralization is conducive to pollution control, and the supply of public goods
with external characteristics can be provided by the provincial government to avoid the problem of



insufficient supply, and local governments should establish a coordinated pollution control
mechanism.

Keywords: City-county Merger; Environmental Pollution Control; Fiscal Centralization;
Haze Pollution; Differences-in-Differences
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