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NEWS FROM THE CENTER FOR THE STUDY OF FEDERALISM

ACIR RELEASES CASEBOOK ON STATE CONSTITUTIONAL LAW

The U.S. Advisory Commission on Intergoveromental Relations has recently
published State Constitutional Law: Cases and Materials, compiled by Robert F.
Williams of the Rutgers University School of Law, Camden, New Jersey. This is
the first major collection of court cases, law review articles, and other
materials ever to be made available on a broad range of state constitutional
law affecting the 50 states. State constitutional law is being "rediscovered"
by a growing number of scholars and practitioners in the legal and political
communities. This work fills a gap in the literature and highlights a new
development in American federalism. Justice William J. Bremnan, Jr. commented:
"I'd been hoping for some time that a casebook would be published. With the
growing interest in reliance by state courts on their own constitutions, it's
been very badly needed." )
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MCRE NEWS FROM THE GENTER FOR THE STUDY OF FEDERALISM

SELECTION PROCESS FOR 1989-90 _EARHART FELLOWSHIP

Thanks to the generous support of the Earhart Foundation, the Center for
the Study of Federalism maintains a fellowship for an ocutstanding graduate
student in political science at Temple University. The 1988-89 recipient, Joseph
Marbach, will graduate this spring. HNominations amd applications are now heing
accepted from camdidates for the 1989-98 vear. Interested individuals shounld
contact Ellis Katz at the Center for the Study of Federalism.

ASPA_PLANS_FTEDERALISM PANELS AT ANNUAL MEETING

More tham a dozen panels on federalism-related issyes are planned for the
national conference of the American Society for Public Admln1btrat10n to be held
in Miami, April B8-12, 1389. Among the problems to be addressed are the
intergovernmental aspects of infrastructure flnance,‘ resourc9 management
international competitiveness, mandating, tax reform, and rural economic
development. In addition, Terry Busson of Eastern Kentucky University will
assume the position of chairman of the ASPA Section ‘on Intergovernmental
Administration, taking over from outgoing chairman David R. Beam of Illinois
Institute of Technology.

APSA AND SPOOR DIALOGUES PRESENT SUMMER SEMINAR AT DARTMOUTH

The Wlllxam H.. Spoer Dialogues on Leadership Program at Dartmouth College
and the APSA annotnceé a summer teaching~research seminar on "leadership in the
American federal system and in American state politics" to be held June 25-29,
1989. Bessions will be devoted to different research perspectives on leadership
in American state and nat10n31 palitics and govermment, as well as on the
interactions among these leaders and how these research developments ‘¢an best
be presented to students. The $poors Dialogues Program will bear the costs of
participants’ dormitory roums, beard, and seminar materlals and supplzas For
additional 1nformat1on,_ contact: Professor Rlchard ‘F. Wiaters, _Bartmouth
College, Nelson A. Rockefelier Center for the Social bC1ences Hanover, NE 03755

NATTONAT,_ASSOC. OF ATTORNEYS GENERAL STUDENT ARTICLE COMPETITION

The National Association of Attorneys General bta*e Cﬂnqtltutzundl Law
Clearinghouse invites law and graduate studsnts to submit, by April 28, 1989,
an article fer comsideration for - Volume 2 of ‘Emerging_Issues  in State
Constitutional Law. The winner will be awarded a pr:te of $1,000. An original
and four copies of an article on any issue of importance to state constitutional
law, in double-spaced typed manuscripts not exceeding 40 pages (with minimum 1"
nargins) and following a law review and Blue Book citation format, will be
considered.  Footnotes may be either at the end of the manuscript eor at the
bottom of the pages. Interested applicants should mail by March 3, 1989 a MORE
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MORE NEWS FROM_THE CENTER FOR THE STUDY OF FEDERALISM

postcard qf.inightion to.submit an article to: - SJI Project, Article Compétition,
National Association of Attorneys. General, 444 North Capitol Street, Suite 403
Washington, DC 20001. ' :

FEDERALISM_AND INTERGOVERNMENTAL RELATIONS SYLLABI COLLECTED

The request for- syltabi for courses in federalism or intergovernmental
relations contained in the last issue of the CSF. Notebook resulted in the

cellection of a number of syllabi from a variety of courses. Eilis Katz has
accumulated these syllabi and will maintain them as ‘a resource for future
reference. If you are interested in receiving a copy of a syllabus for a
particular course, contact the Center for the Study of Federaliswm. ~‘Also, if
you have not yet sent a copy of vour syliabus, it is not too laté todo 'se.

In Novewber, 1988, the Center for the Study of Federalism, with the support
of the Liberty Fand; & ted a‘colioguium on the cobtemporary relevaice of the
debates betwéen thé Federalists and the nti-Federalists. Copies of the pe
presented at the conference are ne svailable from the Tenter ‘for ¥
Federalism.  Daniel J. “Elazar, "Contrasting Conceéptions of < Freedon
Responsibility in the Pederalist and -Anti-Federalist Writings"; Donald:$.

"The Federalists in Intellectual History"; Viacent Ostrom, "Hamilton's

Coexisting Governments, and Jurispradential Puzzles”; Stephén L. S¢
"Antifederalism and the tdeaof Liberty in Clintonian New Tork™; a
Zuckert, "Liberty and Responsibility in The Federalist™. Contact Mark “Beh

NEWS FROM THE INTERNATIONAL ASSGCTATION OF
~CENTERS ‘FOR FEDERAL

CONFERENCE ON "AUTONOMISM_AND PEDERALISM" ‘SET FOR SPAIN

The Research Group on Pluralism, Federalism and Democracy of the Centro
de Investigacion y Formacion Furopea/Universidad Complutene, Madrid and the
Center for the Study of ‘Federalism, in covperation with fhe Tastitut’ d“Estudis
Autonomics, Barcelona, kave scheduled a conference in Madrid and Bare . The'
tentative dates for the conference are May 26~26, 1989, ‘The confershce will
bring together scholars from North America and Europe to discuss ewerging issues’
of federalism as applied to-developments in Spain and thé*EﬁToﬁéhn‘Gbmﬂuﬁit?ﬁ
FPor additonal information, contact Bllis Katz (Philadelphia) or Cesar Piaz-
Carrera (Madrid).
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NEH_ACTTNG DIRECTOR AT QUEEN'S UNIVERSITY -

Ronald L. Watts has _been named acting director of the Institute of
Intergnv _nmental Relatl&ns"” ‘Giieen's Hnlve551ty. Kingston, Alberta, Canada,

. TRplaces. Peter Leslie wha aceepted A position at the Federai ?rcvxqciai
Reiat1ons Off:ce : . .

HAILING ﬁDBRESSES ?OR”"&CFS HEHBERS

As reported’
four new members.

;~@Gentre for Fedezai StnﬂleS'
..Hurray’Porsyth'” : B
-Bepdrtment af P

tics

Runaid L- Watts'

Queen's Un1vers;ty T
Klngstan, K7L aNe o
cgngﬁa e

Cleuler;de Barrné}LuYaia

Larga Isaw
122282 - RlD de. Janexro _ = 2 LY
BRAZIL N AT - 103103 Barry Street

Carltnn, Victoria 3053
AUSTRALIA
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ADDRESSES FOR IACES MEMBERS (cont,)

Jerusalem Ctr for Public Affairs Sequoia. Institute .
Daniel J. Elazar Robert 5. Hawkins, Jr.
21 Arlozorov Street Institute for Contemporary Studies
Jerusaleu 243 Kearney Street
ISRARL San Francisco, CA 94108

DRALL 0.5, 4.
U.S. 'Adﬁlsory'ﬂommlsqion on Workshop in Political Theory
Intergovernm&ntal Relat10ns . and Policy Analysis
John Kincaid _Vlncent Ostrom .

1111 20th 8t., NW, Suite 2000 814 East Third Street
Washington, DC 20575 _ Ind:ana University
U.5.A. Bloomlngton, IN 47461

U.8.4A.

NEi_BOOKS_AND_PUBLICATIONS

. . _ state, &nd lacai
gavarnments share resgon__ : ﬂzng & sysiem that camblneq
unlfarm;ty and dlversst N ;
ampies _'deraizsm, there hd& been no w1dely
accepted theory by uhlch to eval _lgnifxcance of those details. The
author synthesizes the particulars to discover what is true in general about the
state of American federalism, using a: "benef}fs <coalition” conceptual f£ramework

on which to organize the discussion.

Anstrdlian Feﬂerallsm, edited. by Br;an Galligdn, Longman Cheshzre. Meihbourne,
1988.

‘This book provides an overv1ew 0f the federal sysrem in Australla in the
post-war vears and includes sections on federal theory and institutions, the
states and international affairs, and the states and economic policy, 1Its
approach is interdisciplinary and it reviews scholarly commentaries on Lhe systenm
and explores altern311VP theuxaes and perspegtlvesv

Comparative State Folicies, edited by Brian dallizan, Longman Cheshire,
Helbourne, 1988,

This book ﬂmphaaizes the ”QnﬁldﬁrPLj& geixby—makinp rnle of the Ansiraiaan
states and their substantial infleence on national policy. It owutlines
similarities and dAifferences between the states forussing on state policy
structures, processes, and nutcomes. It includes chaptexs oa education policy,
human services, the promotion of industry, minerals, and energy, and housing
policy.
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MORE. NEW BOOKS AND PUBLICATIONS

Democracy_in_ Latin America:  Colonb ; _and Venezaela, by Donald L. 'Herman,
Westport, Conm.: London, Haker, 1988

Although Venézuela is farmally 4 federal system an& Uolombia has a 10ng
tradgition of decentralization, there is no reference in this collection of
articles to either federalism or décertralization. There are short paragraphs
dealing with the question of regienalism but that is. allﬁ Granied, federalism
in both Venezuela and Colombiz has had to confront pr hle' -of regime instability
but even so these omissions tell s abbut the chardc or 6f the book. Although
the avthors avoid the issdes of federalism and decentr tix ;'same 1nf0rmatlen
and beth subjects Laﬂ he gleaned from the book by close 'ea _ng

Exgmﬂiinawﬁamggtaaxim_ﬁ@par*unitiea_agimlgguga, edlted by FiM. doldman and
Willism A. Douglas, London, Baker, Democracy for the World, a project for the
Robert Maynard Hutchins Center for the Study of Demncra i Institntzﬁns. 1988.
.This book iz addressed te a very serions questlon,._amely, ‘the role of the
United. States in promoting democratic governments around the world. Tts authors
are serious students pf the subject and the sponsoring center is well known for
its efforts. This book cavers the role of politidal partles, labor, buszness,
copperatives, diplomats, and philanthropies. It examines a long list of NEW
democratic, issues. . Nowhere does it coansider . the pussxbzlxty of utilizing the
great  Amefican principle of faderal demncracy o’ federallsm as par “ﬂ
promotion of democracy. Hor does it show. any ‘AWATeness of the character of
Federal” dedigéracy, - the- fuﬁﬁamental Ameiican theory of democratla gavernment as
distinct ‘fiom dny other kind. This wuuld éisurprls1ng if it were not typlcal
Witha few & _10n5, ‘in Americans! §7 b promﬁte democracy ‘around the
world sifce’ Wnrlé War II‘ they have' “neglet ?federal demncracv or
federdllsm. Thi wsrk Lt a case study of how this 1s so¢ '

Ca@ggpgns, C g'esaland Cosirts: ThEJHaklﬁﬁ
Robert E. Mutch, Praeger, 1988.

This is. a.case study devoted to & federaa aLt1v1ty in the course of which
it perforce deals with ¢ontributions to ‘gtare ‘and 1ocdal campaizns. As such, it
has a partial, one wight say peripheral, intérest to students of federalism.

: Fede'al C ”gglgn ?1naﬂce Law, by

Aﬁv1sery Commission on Intergove nmeatalmﬁelatxons

The followisg puhlxcatlons have r&cently been released’ by the U.S5. Advisory
Commission on Interguwernmental Relations (ACIR). They are available from the
ACIR nff1ce, 1131 ﬁﬂth Street Hw Was__ngtnn, B 205?5

A Catalog of §éderal Gfant~1n~A1d 9rograms to State and local Governments:
Grants in FY 198?, 198? (&-153} $10

A5515t1ngmhghe Homeless: 8tate and_ Local Responses in_an Era of Limited

Respurces, Papers from a Policy Conference, 1988 (M-161) $10.
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MORE PUBLICATIONS FROM ACIR

Constitutional Reform of Federalism: Statements by State and Local Government
Association Representatives, 1988 (M-164) §5.

Devolution of Federal Aid Highway Programs: Cases_in State-Local Relations and
Issues in State Law, 1988 (M-160) $5.

Federalism and the Constitution: A Svmposium on Garc1a, 1987 (M~152) %$10.

Federal Preemption of State B nklng Authorlty Good or Bad for_the Nation's Dual
Banking System? A Roundtable Discussion, 1988 (M-162) $5.

Fiscal Capacity of the States, 1989 $5.

Interjurisdictional Comggtltlon in the Federal System: A Roundiable Discussion,
1988 (M-157) $5.
RECENT PUBLICATIONS FROM AGIR {cont )

Is Constltutlenal Reform Hecessary to Reinvigorate Pederalism? A Roundtable

Local-Revenne_B;yer51f1cat10n; Local Income Taxes, 1988 (SR-10) §5.

Metropolitan Organization: The St. Louis_Case, 1988 (M-158) $10.

Perspectives on Federalism, 1976-1988, 1989, $10.

Slgnlflcant Features of Fiscal Federalism, 1989 Edition, Vol. I, 1989 (M-163)
$15.

State Constitutional Law: Cases and-Materials, 1988 (M-159) $25.

State~Local Highway Consultation: and Caoperatlon. The Perspective of State
Legislatars, 1988 {SR-9) §5. -

State Regulation of Banks in an Era qi-DEregglation. 1988 (A-110) 10.
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ARKANA FOR THE POLI’I‘ICS ADDICT

Arkansas Politics & Gov-
ernment: Do the People
Rule? by Diane D, Blair,
University of Nebraska
Press. 362 pages. $25.05
hardbound, $15.95 paper-
back.

By Alan Ehrenhalt

State politics is an addic-
tion. It is not cne, ad-
mittedly, that strikes many
people in this country, not
even most of those who
profess an interest in politi-
cal affairs. Millions of peo-
ple who followed every
twist and turn of this year’s
presidential campaign
could not care less what is
going on in Sacramento or
Albany, let alone Bismarck
or Carson City.

State politics addicts are
people with an intense curi-
osity about differences.
They learned a long time
ago that the Deep South is
different from the Rockies.
What they want to know is
what makes Alabama dif-
ferent from Mississippi, or
Wyoming from Montana,
They are waiting for some-
one to tell them, as Diane
D. Blair tries to in her new
book on Arkansas, why that
state produces politicians so
different from the ones
elected elsewhere in the
Deep South.

Maybe, by the standards
of most of us, state politics
addicts are a little strange.
But if that is the case, they
have also been lucky. Peo-
ple who ask themselves end-
less questions about state
politics have been able to
feast on some of the most
impressive warks written

Lazrones Lubben photograpd

about this country in the
past 50 years.

In the closing days of
Waorld War 11, John Gun-
ther traveled the nation for
six months running and
then returned home to
write Inside U.S.A., a thou-
sand pages of riveting prose
that still belongs on any-
one'’s list of the most per-
ceptive books about Amer-
ica in the 20th century, A
few years later, V.0. Key
Ir. published Southern Poli-
tics, a massive achievement
in state-by-state analysis
that may be the most ad-
mired book in modern po-
litical science. In the 1970s,
Neal Peirce retraced Gun-

“ther’s steps aiid issued nine

large volumes, none as grace-
ful as Gunther's but each
comprehensive and scrupu-
lously fair. .
The first three decades of
the post-World War I era
marked what may be the
modern fow point in
the reputation of
states as political
entities; a whole
suecession of writ-
ers porirayed state
legislatures and politi-
cians as igrorant, cor-
Tupt and trivial. Frank
Trippett, writing in
1967, faunched his
book, The
States: United
They Fell, by
proclaiming
that “in almost
every impor-
tant way, the
American
states are in
some dubious

[3iane D. Blair

condition.”

Gunther, Key and Peirce
‘wete driven to a large
extent by intellectual curios-
ity; Trippett, a veteran state-

Rews reporter, was
writing out of exasperation.
What matters to the state

politics addict is that all of

them are interesting,
States, like people, can be
at least as much fun when
they misbehave. 4
Today, states and their
legistatures do not often
mishehave the way they
did during Trippett’s time
in the press galleries. But
they are no less inter-
esting for that. Somehow,
in the 1980s, state politics
and government have man-
aged to acquire a respect-
able degree of competence
and professionalism with-
out entirely discarding the
diverse collection of quirks
and individual differences
that make the subject fasci-
nating in the
< first place. Mis-
R, sissippi and Ala-
Q:.\. bama are still
Y different, even
R if they are no
M longer different
in their old-
fashioned in-

famous way. It would be
nice to have John Gunther
around o trace the changes
and do for state politics in
the 1980s what he did in
the 15405

~ We don't have John Gun-

ther. But it is good to be
able to say, in his absence
that Professor Dandel J. Ela-
zar and the Center for the
Study of Federihisi at Tem-
Dle University have under-
taken a2 massive and valu-
aple project: a series of
individual books tracing the

_potitical history and cultire

ot each one of the 50 staes
And it is equally good to
be able to say that Diane
Blair, associate professor of
political science at the Uni-
versity of Arkansas, has set
a splendid example with a

_baok on her home state that

manages to be both scrupu-
lous in documenting its ec-
centricities and provocative
in its search for explana-
tions,

We learn from Blair that,
in 1837, in the very first
legislative session, the
speaker of the House made
a name for himself by mur-
dering one of the members
on the House floor after |
they had disagreed over the
use of wolf scalps as a form
of taxation, We also learn
that the state highway com-
mission is still required by
law te have five members,
each from a different con-
gressional district — a
mathematieal impossi-
bility since there are now
only four districts in the
state. Arkansas solves this
problem the way most
states would: by ignoring
the law,

Blair's book is full of
larger questions as weil,
and she does her best to
answer them. Why has Ay

(continued on page 190)

December 1988
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PUBLIUS FORTHCOMING ISSUE

PUBLIUS: The Journal of Federalism
Volume 19, Number { Winter 1989

CONTENTS
Articles

Competing Approaches to the Study of American Féderalism énd
Intergovernmenta1?Relatiuns__HH o o -
by Donald B. Rosenthal and James M. Hoefler

The Burger Court and JYounger Abstentioni Enhancing the Role of .
State Courts in Constitutiomal Adjudication
by Susan Gluck Mezey

' The'ﬁediafaéidn'sf Independence as Part of an American National Compact
by Domald 5. Lutz

Federalism and the Strong-StatefWeak-State Conundrum: Canadian ¥conomic
Policymaking in Comparative Perspective
by William M. Chandier and Herman Bakvis

The Role of Semi-Direct Democracy in Shaping Swiss Federalism: The
Behavior of Caﬂtbns.ﬂe&a@ﬁiﬁg.Revision_uf“theuCQnstitutian; 1866-1981
by Andre Eschtet-Schwarz

Heavy Traffic: Trucking Deregulation, Federalism, and Canadian-U.%9. Trade
by Baniel_Maﬂar___ o

The Size EEF:
Low-Volume4 Rurai Re
Feppaed Runal.

.=; ufﬁi Gaﬁefnménts:- The Case of -

- ihH;.Steﬁen,C;‘Deiler,'and‘NOfman Walzet

Transbﬂfdé?ﬁ@a¢§e$atiﬁngﬁkEgibnal Initiatives, and Sovereignty Conflicts
in Western Buropet - The Case of the Upper Rhine Valley
by Jawes W, Seoft’ '

The Evuiuﬁiéﬁ”nfifﬁélg gerian Yederal Administrative System
by Ladipo Adamoiekun and $. Ramidele Ayo

Research Notes

Ann Dismond on an Unlimited Uonstitutional Convention
by John B Vile

Bimensions of Pederalivw in U.8. Senate Yoting, 1981-19587
by David J, Webber
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PUBLIUS CONTENTS (cont.) -

Contributors

Book Rev iews

Fosler, The New Econam1c Role nf American. States:

Competitive ¥Wor )
by Mel Dubn ck-

Wright, Understand
by Carl - :

Elazar and Kalchh 'm?

onony

by Ira Sharkansk?

Everett

by Dnuglas Sturm

"Repﬁbllc

Loc;ﬂ Go\rernment in. Isrmel

; Intergovernmental Relations

10

Strategies in a

Reconstructing Our Governing Symbol

Rabe, Fragmentatmn and Integrat1on in State Envnonmental Management
by Edward B Laverty '

Index

ARKANA POR THE POLITICS ADDICT (ont. fy

kaﬂsas been 50 siow _10_ do

pohtu::al blocs in the state

were weaithy ‘planters, whe'

did 1ot use the public
schoals,” and hillbifties, in
whose set of values schools

played little role. Why has | I

Arkansas, in the past 25
years, produced such-a
large supply of raw politi-
cal talent? Because, ac-
cordiog to Bhair, politics
was the best route to prori-
nence for bright young peo-
ple in an undérdeveloped
society.

Blair tries valiantly to an-
swer what wmay be the

won 3 srnng :
govemor and

in Arkansas-

of novel ‘hmrm to

this. One is that Arkansds -

- Nebraska have: already ap-
e peared} sometime early in

century. James
ichener notwithistanding,
is uhreasonable fo expect
arge nurmbers of people to
% ook Fullof details
about a state they do not
live in,
‘But-there mH be sorne,
sough for all the authors
« this series to embark on
heir work with the kiowl-

Yo : eidge that an sudience exists

votes that will cora-
it series when it i

".'iﬁmgt}{:fﬁ.i {Al.abama s,

i'.-never hea
Neither, it ig-safa
iiaay.of the other

eyond-the borders of the

: ;ﬂaw they are writing
abiout. Tnithe case of Diane
~Blair’s book, that audience

will find the material not

- oy informative but read-

able and fun. 3

A o T L T L L s e e
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LOCAL, GOVERNMENT FINANCE IN CHINA

(The following article, an excerpt from a paper prepared by Professor Roy Bahl,
for the World Bank, appeared in REVENEWS: Research & Policy Notes Concerning
Publi¢ Finapce in Developing Countries, Vol. &, No. 1. REVENEWS is a publication

of the Metropolitan Studies Program of the Maxwell School at Syracuse University.
it is reprinted here with permission. )

Local goverament finance inm China is very complex but it also presents an
interesting contrast to the approach taken in most market economies. Because
China is such a large country, it is perhaps not surprising that the fiscal
system is quite decentralized. Central, provincial and local governmernts share
a common set of taxes with policy decisions made by the central government hut
with tax assessment and collection left to the local governments. The structure
of shared taxes gives local governments substantial inducements to adjust their
taxing and spending behavior but is also gives them access fo Productive tax
bases,

Local Government Structure

Even though China's governmental system is unitary rather than federal,
there are three gdistinct levels of government. It is misleading and a mistake
te view the provincial government and the local governments (municipalities,
coanties, public utility companies) as "the local goverament sector.”™ In fact,
the structusre and workings of China's fiscal system vary from prevince o
province, at the discretion of the provincial govermment.

Within the city or municipal area, there is considerable decentralization
in the responsibility for delivering government services. {me vay to think about
the division of fiscal responsibility and financing is to picture the municipal
government as having three sectors--the general municipal government services
sector; the public service companies; and municipally-owned business enterprises,

Municipal expenditures consist of expenditures for general punicipal
services and various forms of transfers to public utility, public service and
business enterprises. Revenues consist of shares of the sales and profits taxes
on all municipally-owned enterprises, and on collectives and private businesses;
shares of the sales tax on Provincial and Central enterprises; the urbhan
maintenance and construction tax (a sales tax surcharge); and a number of other
taxes and fees of lesser revenue importance,

Local Government Finances

Local govermments in China bhave little independence in matters of
structuring their tax system and are constrained by higher level mandates in
deciding on the level and compusition of expenditures. All tax rates and bases
are set centrally, hence provincial and local taxes im China are ceptral
sovernment taxes whose revenues are allocated vholly or partially to Brovinces,
wunicipalities and connties. This does not mean that subnational goverpments
have no impact on spending or revenues. In fact, provincial gavernments have
the responsibility to design and implement the system of Provincial-Local
sharing, and local governmernts are responsible for taz administration. Moreover,
both levels influence the operations of their enterprises.
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Provincial governments can alter the tax sharing arrangement for each
municipality within the province, give grants to local governments in any way
they choose, and are responsible for approving the budgets and financial plans
of municipal and county governments. Moreover, because they set the tax sharing
rates, they may indirectly affect municipal tax collections. Munlclpai
governments control tax collection and assessment with what appears to be a
minimum of direct central or provincial supervision. This responsibility puts

"a very powerful pullcy instrument in the hands of local government, and there
is evidence that they use it.

Subnat;onal fiscal antonomy in China includes a dlrect impact on the growth
of the tax base.” For ‘example, production quotas of mun1c1pally+owned enterprlses
can be incredased and new firms can be formed. Subnat ional governments can .also
take figcal actions to affect the efficiency and/or prnfltablllty of operat1cns
of their 'state-owned enterprises (SOEs). They may do this d1rectly'W1th tax rate
relief measures’ or’ ‘they can institute measures to 1ncrease the cost basis of an
enterprise's income position, e.g., by allowing full deduct1b111ty of loan
repayments. The more important recent practice is contract1ng whereby the
local government may negotiate an annual tax payment from an enterprise and
subject any excess tc a lower marginal rate.

This dimension of local fiscal autonomy highlights a fundamental difference
between the role of local governments in China and in market economies. In most
western countries local govermments have substantial control over the tax rate
but virtually no contrel over the growth in the tax base. Local goveroments ip
China ar in somewhat the reverse position° They have little say in pominal tax
rate determ:natlnn but can have a substantlai dlrect effect on the growth of
local enterprises. - '

Autonomy o6n the expendlture ‘gide of the budget is in several respects
limited. For example, in Zhezlang PrGVane the” prcvinclal gavernment and all
local governments combined may ‘spend na more than 55 percent of the total amouni
of taxes eollected in the” ?rovznce. ThF local budget must be appr@ved at the
pravincial level, the prices of many 1nputs (1nc{ud1ng labor) are fixed
centrally, and" puhlxc Pmplcyment levels ate detprmlﬁed outside the control of
the local government. '

Taxation and Tax Sharing

China's revenue sharing system is primarily a division of sales and prﬁfli
taxes among the ceniral, provincial, and local governments. Whereas in most
coentries the taxes are calletted by the central government and then allocated
to the subna*iana] goveraments, in Chima they are collected by the local
governments and “shared up” to the higher levels.

Taxes in China c#n be divideéd inte geveral categories according to ‘the
disposition of their yield: those of the central government {e.g., customs
duties, sales and profib tax collections from centrally-owned enterpzises)'ér
the provincial government {taxes eollected from provincial enterprises); those
shared among central, proviacial and municipal governments {notably profit and
sales tawes), and those that are assigned exclusively to the municipal government
{the urban maintenance aud construction tax). The sales and profits taxes
tpgevher ususlly acceount for B percent or more of wunicipal government revenues,
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The profite tax is levied on the gross profits of SOEs, collectives, and
private husinesses according to three different rate schedules. A top rate of
55 percent is applied to large and medium sized SOEs. There is alsc an excess
profits tax, ksown as the "adjustment tax." 4 third "tax" on profits is am
earmarked contribution for the céntfalzgqvernmept'eﬁérgy:ahd tran$§é;ta§ion
projects. These three taxes lead to a tax burder that is bftén7?O'péfceﬂt or
more of gross profits. o _ ' o S

China's uniform national salés ;ék,'administered'bY'muni¢;ba1:anchggnty
govermments, is the most productive tax in the system§'_1tﬁha$'thpée_ébﬁbhnehts,
The product tax, which yields about oné-third of all national revengses, is.a
Eross receipts tax on domestically produced and imported compodities. The
operations tax is essentially a sales tax on services and on retailers. It ig
charged on a gross receipts basis for most activities. The third combbnént is
the value added tax, but it is Yevied only in certain sectois of the economy.

Each provincial government decides on the rate of tax sharing_between the
province and the local government. The central government mandates that the
energy and tramsportation fund contributiqpﬁaccrueswto_the center and that
municipal'g0Verﬁments’md?’ndt’Shafe”ipjfhe“'éxés collected from enterprises owned

' se study of the sharing formilae in Zhelime

Province showed that thé'Sﬁé&ihﬁ-fqrmgfﬁé”fbr_afifldcal;y g§1lected tax¢s_led
to the municipal government retaini g about one hird of all taxes collected.
The provincial goveriient caf, ai : g .

ari, an y the sharing rate among local
governﬁéhﬁé’ﬁithiﬁ’thé3§rbﬁin¢eit ichieve equalization an&_othér objectives,

There 'is one major “local tax th'_ﬁrh&h”ﬁéinﬁéﬂépce;aﬁd"cbﬁStruction tax.
The rate ‘and base are centrally determined at 7 percent of total sales tax
liability for municipalities (5 percent for towns and 2 percent éverywhere else).
The tax accrues entirely to the collecting loeal government and is earmarked for
urban maintenance and c¢onstruction. o ' _

Though the public utilities do attempt to recoup a portion of costs through
user charges, rates are well below efficient levels. Moreover, water, sewerage
and gas (LPG) charges, bus fares and housing rents are all linked inextricably
to wage policy.: ‘Cost recovery is a muéh'bigger matter than simply_raising the
level of the user charge. S o

Local governments in China cannot rum a deficit and canact borrow. There

by higher level governments. “A*césé'éfﬁﬁy'ef_thg"éhéfiné

1 enterprises can borrow and in some cases
the municipat government has pledged”its'geﬁeral revenues to secure the loans.
And on an “experimental™ basis, there is now some innovative use of credit
financing and self-financing schemes, '

schemes. However, the'ﬁunicigally~dwnéd ehter

Intergovernmental FPiscal Relations

There are three important dimensions to the system of intergovernmental
fiscal relations in China. The first is central-provincial government relations,
The second is the sysfem of provincial-municipal tax sharing which was outlined
above. The third is the system of horizontal fiszcal relations within the
proviace, the method by which the provincial Zovermment allocates ¥iscal
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tesources among its counties and municipalities.

The central government determines that a specified share of all taxes
collected in each- province is to be pabsed the;central government. In theory
the share’is fixed for a period of year s generally meant to reflect the
difference between fiscal capacity and expendi '”'”._ The varlatlon £ross
provinces is wide: from Shanghaz s ret
collections to several provinces which are
receive an additional payment from the cenke

An important dimension of 1nlergove{
which ‘the’ prOV1nc1a1 government redisty
to poor count1es or frnm urban to rura [&rea
which the provinice can use is that it Ay
local governmeént, apparently without centr:
hoc basis.  In Zhejiang Province the. rate -a¢
areas turnlng it nearly all ovex, tu lowe'

Issﬁesa_beﬁlémﬁ'anﬁ.Q?tIOﬂﬁ:'

Whlle the flscal system lﬁ Chlna has some very great stren'- sfas regards
local government f1nanc1ng, it is also beset by'smme serlous prohlems _ Moreover,
the system is lxkely to change in- or’,r to accommodate the genexal gconowic
reform that 15 underway. Among the most important Prﬂblems fac1ng ‘the local
goverfiments are: (1) revenue adequacy and- grnwth"(Z} nonneutralltles in the
tax structure and tak sharlng system; and {3) tax admlnlsiratian weakness

As “is the' case with 101a1 gavernments din wmost countries, Chinese
mun1c19alltles axe strapped for reve ﬁe,'z A csmblnatlon of a backlogz in

WL I i i _1on has_put great p:essure on local
i : saleg. taxes may be
acerbdted by weakness
resentiy under dzsrusszan
the institution of a

_ s¥yst i 3 tax shar;ng lnciudes a numbPr of
penalties Al 1ncent1ves that.mlght draw ont. gndesirable actlcns from enterprises
and from local governments. These dlstnrt"' inclode:
o A lnw tax’ sharlng ratio. may reduce the 1ncent1ves of the local
_ government to efflc1entiy i £5}
¢ The absence of borrowing ang - nanclng mechanlams creates a baas
against 1nfrastrucrure inve ause the full cost is shzfted
onto the general public and ent benoflclarlgs,

o The very hlgh rate of taxati £ pxoflfs provides a dssxncentlve
for ‘jo¢al managers to maximize ___db:llt),
o The high tax rates give am incentivé for evasion and aveidance to

the firm and perhaps to the local guvarnm&nf who owns the enterprise.

Based on available evidence and a pricri reasoning, one might infer that

i1ax adminisiration is a problem which the Governmant of Chinag is now facing and
mast continue Lo reckon with. The system is very complicated and therefore not
easily administered. There are three dlffoeﬁt sales taxes levied on different
tvpes of sales at more than 60 different rates. The profits tax bas three LOCAL
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different rate schedules, includes six different taxes on profits and the use
of profits, and provides special treatment for incentive firme. The adjustment
tax must be computed separately for every firm, e :

Record keeping could alsg be a problem. Ogne side nf the problem is the
iradequacies in the haoks cf accounts kept by the firms iiable for tax. T¢ is
virtually certain that small firms do not keep books of account that would alliow
assessment of modern sales and incomé taxes. The other side of the record
keeping problem is that the master file kept by local governments tends to he
in a manval form and is very difficult to monitor. Finally, there are guestions
about whether the iocal government administrative staffs are of adeguate size
and well enough traiped.
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