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Fiscal Cost of Urbanization of Population and the Mechanism
——Experience from Major—country since 1960
LI Meng

(Research Center of Finance and National Governance, Shanghai Administration Institute, Shanghai 200233, China)

Abstract: The urbanization of population is different from the urbanization of land. The latter is fruitful,
however, the former is less effective. This paper researches on the government debt formed in the process of the
urbanization of population, and draws two basic conclusions. Firstly, urbanization is an important driving force of
government debt. What’s more, the fiscal expenditure structure plays a role of bridge between urbanization and
government debt. Specifically, governments transfer financial funds from high benefit project to low benefit project
in the process of urbanization. As a result, the fiscal revenue is declined, and the gap of fiscal revenue and
expenditure is formed and continuously increased. Different social projects have “order of priority” in the allocation
of financial funds. Financial funds are generally used more and more for social security and welfare spending, and
health expenditure. In the later stage of urbanization, when population moving from city center to suburb, public
facilities will be repeated construction and inefficient operation, and it may accelerate the finance transformation.
Secondly, the impact of urbanization is different between the early and the later stages of urbanization. When the
urbanization rate is over 55% , government debt will be affected by urbanization more significantly, due to the
change of production factors. In early stages, production factors shifted from low productivity sector to higher
productivity sector. And the “structural acceleration” of economic growth has covered up the problem of public
debt. In later stages, factors shifted from high productivity sector to lower productivity sector. And the “structural
slowdown” of economic growth exposes the public debt together with the transformation of fiscal expenditure
structure.

Key Words: urbanization; government debt; structure of fiscal expenditure
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