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Does Local Public Budget Ability of Stabilization and
Adjustment Promote Regional Innovation?
CHEN Ping-ze, LIU Xing-yue

Abstract: Based on the characteristics of China’s fiscal budget management system, this paper merges
the budget stabilization adjustment fund (BSF) and transferred fund (TF, transfer from the state-
owned capital operation budget and government fund budget to the general public budget), and designs
a good index to reflect local public budget ability of stabilization and adjustment. Using China’s mainland
provincial panel data from 2009 to 2020, the paper studies the impact mechanism of local public budget
stability adjustment ability on regional innovation when governance is taken as an intermediate varia-
ble. The empirical results show that the local public budget ability of stabilization and adjustment can
significantly promote regional innovation. The mechanism analysis shows that the ability can promote re-
gional innovation by influencing the level of governance, and the positive impact varies with the level of
governance. Moreover, in some regions (Central and Western China), improvement of the ability is
conducive to regional innovation. Therefore, the paper suggests moderate increase of the supplementary
proportion of BSF, increase of the direct transfer of government fund budget into BSF, improvement of
governance level and the efficiency enhancement of fiscal support for regional innovation.

Key words: public budget; the ability of stabilization and adjustment; governance; regional innovation
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