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1. Introduction

Intergovernmental fiscal relations in China have undergone substantial changes over the last
couple of decades. Specifically, reforms undertaken in the 1980s dramatically increased both
the role of local governments in the provision of public goods, and their revenue raising
responsibilities.? Proponents of the market-preserving fiscal federalism theories have
emphasized the importance of fiscal incentives thus created for local economic development
and growth (for an overview of these theories, see Weingast 2006). In particular, they see the
high degree of local revenue retention as providing a powerful incentive for local
governments to seek to expand local tax bases through market-friendly and economic
development-promoting policies (Jin, Qiang, and Weingast, 2005). They also claim that, in
contrast, the Russian intergovernmental transfer system, in which increases in local revenue
revert largely to the central government, create an incentive for local politicians to prey on
local businesses, rather than promoting their development.

While there is merit in these theories—and we agree that granting significant revenue raising
responsibilities at the local level is important to establish the correct incentives—we also
argue in this paper that a system of upward revenue sharing until 1994, and a heavy (albeit
declining in recent years) reliance on derivation-based intergovernmental transfers has had
significant costs in terms of regional inequalities in China, and has adversely affected the
ability of poorer local governments to deliver an adequate level of those public goods and
services they are responsible for. Indeed, China’s impressive growth has come at the cost of

! The views expressed in this paper are ours and should not be attributed to the International Monetary Fund, its
Executive Board, or its management. We are indebted to Ehtisham Ahmad for his many useful comments.

2 LLocal governments refer to all subnational levels of government, including: (i) 22 provinces, 4 municipalities
(Beijing, Shanghai, Tienjin, Chongging), and 4 autonomous regions; (ii) 31 prefectures; (iii) 2,109
counties/cities; and (iv) 44,741 villages/townships. Most of the spending decisions are taken at the provincial
and county levels.

teresa-ter-m.doc December 4, 2006 (1:41 PM)



widening gaps across provinces and between rural and urban areas (Wong 2005).® To some
extent, increasing inequality is a natural consequence of the transition from central planning
to a more market-oriented economy experienced by China since the early 1980s. But, more
importantly, significant differences have emerged among regions in access to essential public
services—particularly primary education, basic health care, and social safety nets: while
richer provinces fare better, poorer provinces are lagging behind.

Concerns about growing inequality and its possible social repercussions have recently
prompted the Chinese government to adopt a strategy aiming to ensure that the benefits of
growth are shared more evenly across the population (see the 11" Five-Year Plan approved
in March 2006 and covering the period 2006-2010). The new plan calls for stronger support
to rural areas and less developed regions, and for improvements in the investment structure
(from “physical capital” to “social capital”). Fiscal policy is expected to be at the forefront of
implementing this strategy, particularly regarding the planned increase in the provision of
social services (health care, social security, and education).

While social policy priorities have been clearly identified, their implementation is, however,
far from assured. The success of the new development strategy hinges on the ability of local
governments, which are largely responsible for the delivery of public services and the
implementation of social policies, to undertake the planned programs. In the absence of
reforms, however, the current system of intergovernmental fiscal relations may not be
sufficiently robust to support significant changes in spending mandates.

In effect, the Chinese intergovernmental fiscal system is still in transition—from a relatively
decentralized system of upward revenue-sharing with local enterprise-based social service
provision, to a more modern system, with a changing role of the State and where the central
government plays a more significant and direct role in revenue generation and redistribution.
The unitary Constitution provides only general guidance on the tasks to be carried out by
different levels of government. More detailed legislation is needed to clarify spending
responsibilities, and hence the role of the center. At the same time, increased autonomy in
taxation and stricter transparency requirements are needed to promote accountability and
efficiency at the sub-national government level.

These issues are explored in more detail in this paper. Section 2 provides an overview of the
current system of intergovernmental fiscal relations in China, highlighting the current

® At the end of 2004, the ratio of per capita GDP of the richest and poorest provinces reached 13. Similarly, the
Gini coefficient rose from 0.28 in 1978 to 0.45 in the 1990s, a level substantially higher than in most East Asian
countries. The situation in China, however, is not directly comparable with, for example, that in Korea or Japan,
which are smaller and more homogeneous countries with lower within and across regional inequalities, and
hence lower Gini coefficients.



imbalance between revenue sources and expenditure mandates, which adversely affects all
local governments, but more so the poorest ones. It also discusses other weaknesses of the
system, including the lack of significant own revenue sources for local governments, their
inadequate budget formulation and implementation procedures, and the emergence of
indirect forms of indebtedness and fiscal risks. Section 3 presents some policy options to
address such weaknesses.

2. An assessment of the current system of intergovernmental fiscal relations
Background

The current system of intergovernmental fiscal relations largely reflects the arrangements
introduced by a major reform undertaken in 1994. Its main purpose was to ensure both higher
revenue collection as a ratio to GDP and a larger share of the central government in total
revenue. This system replaced the revenue sharing arrangements established by a 1980
reform, which had favored local governments and had resulted in a central government’s
share of total revenue declining sharply from about 40 percent in 1985 to less than 25 percent
in 1993 (Ahmad, Tanzi and Qiang, 1995). Faced with a smaller share of a shrinking pie (total
revenue had declined to below 12 percent of GDP in 1994, from above 29 percent of GDP in
1980),*in 1994 the government took steps towards re-centralization, by changing the
revenue-sharing rules and increasing the role of transfers, but without modifying expenditure
mandates which remained largely decentralized. In particular, local governments had to
assume many of the social functions that were being shed by the SOEs as part of their
restructuring process. Specifically, the reform was based on the following main elements:

. A new tax sharing system was introduced, shifting revenue collection and distribution
away from a negotiated basis to a mix of tax assignments and tax sharing.

o A new production-based value added tax (VAT) was enacted.

. The transfer system was re-designed to move away from what had been ad-hoc
negotiated arrangements toward more rule-based and transparent mechanisms.

. The State Administration of Taxation (SAT) was made responsible for the collection
of central and shared taxes; while the collection of local taxes remained under local
governments’ agencies.

* As mentioned in Section 1, this decline also reflected important structural changes in the economy, as the
reform of the state-owned enterprise sector whose profits used to largely contribute to revenue.



These arrangements still broadly apply today, as no major change has been introduced since
then. A brief evaluation of their main implications follows.

Revenue®

Judged by its own revenue goals, the 1994 reform has been broadly successful: tax ratios
have increased significantly; and the share of central government in total revenue has
markedly recovered, to about 55 percent in 2005 (Figure 1).

Figure 1. China: Revenue, 1980-2005
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Source: China Ministry of Finance, Finance Yearbook (various issues), and authors’ calculations.
Note: For comparability with older data, the official definition of revenue is used.

However, important differences in revenue-generating capacity across provinces not only
remain, but have widened over time. For example, in 2004 Shanghai raised about four times
the amount of revenue, as a share of GDP, compared to Tibet. In addition, Shanghai’s
revenue increased by more than 7 percent of its GDP over the period 1995-2004, while
Tibet’s revenue remained virtually flat (Table 1). As the revenue-to-GDP ratio generally

> See Appendix 1 for a list of the main revenue sharing arrangements between the central and local
governments.



increased over this period for the country as a whole, clearly some provinces did not share in
this strong performance.

Table 1. China: Differences in revenue performance by province 1/

1995 2004 Increase

(In percent of provincial GDP)
Top two provinces in 2004

Shanghai 16.9 24.1 7.2

Beijing 15.1 23.3 8.2
Bottom two provinces in 2004

Tibet 5.3 5.9 0.6

Henan 7.5 7.9 0.4

Memorandum item:
Total revenue (in percent of total GDP) 10.7 16.6 5.9

Source: 2005 China Finance Yearbook.
1/ Province refers to the first tier of subnational governments.

The structure of the revenue assignments tends to favor richer provinces. Local tax revenues
derive mainly from the shared VAT and enterprise income taxes, and from business taxes,
the bases of which typically cover manufacturing and service sectors.® Thus, those provinces
where the shares of the secondary and tertiary sectors in GDP are relatively high, fare above
average in terms of revenue collections. In contrast, the central and western provinces, which
are predominantly agriculture-based, fare poorly. Similarly, the distribution of the personal
income tax (PIT), whose yield is higher the larger the average household income, favors the
richer coastal provinces.

Local governments have very limited powers to set rates for local taxes, and no autonomy in
the definition of their bases. Such limited local control over tax rates affects the ability of
local governments to raise additional resources and their incentives to manage spending
efficiently. The lack of autonomous taxing power, along with difficulties with the magnitude
and timing of the transfers (see below), has led many local governments to resort to nuisance
fees and charges at penal rates, particularly in rural areas. This has had significant political
repercussions, prompting the central government to clamp down on such fees. The issue of
the appropriate design of local taxes, including bounded local control over rates, should be
high on the reform agenda. As changes to the current tax assignments will have implications
for tax administration arrangements, these changes will need to be closely coordinated with
possible modifications to the role of the central tax administration versus local tax agencies
in levying central and local taxes.

® These sources of revenue together account for about 70 percent of total local governments’ revenue.



Expenditure

Expenditures of local governments have increased significantly in recent years, reaching
almost 14 percent of GDP in 2005 (Figure 2).” Expenditure responsibilities at the local level
have increased for a number of reasons. As mentioned above, the industrial restructuring
process and the related reform of the SOEs have led to the transfer of their traditional
responsibilities for service delivery—such as education, healthcare, and pensions—to the
local governments. Rapid urbanization and central government policies to promote growth
have also compelled local governments to provide better infrastructure—such as electricity,
transportation, and the like—further exacerbating spending pressures. Not all local
authorities have had adequate resources to effectively fulfill these additional responsibilities.
This has resulted in a growing divergence in the provision of public services across the
country, particularly in rural and inland areas.

Figure 2. China: Expenditure, 1980-2005
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Source: China Ministry of Finance, Finance Yearbook (various issues), and authors’ calculations.
Note: For comparability with older data, the official definition of expenditure is used.

" The share of central government’s spending has declined to less than 30 percent of total spending.



As a result of these policies, China is one of the most decentralized countries in the world on
the basis of expenditure shares (Wong, 2005). In the 1990s, the ratio of sub-national to total
government spending averaged 32 percent in OECD countries, 26 percent in transition
economies, and 14 percent in developing countries. With its 70 plus percent ratio of
subnational to total spending, China is clearly an outlier. In particular, China stands out for
relying almost fully on local governments for the provision of health care and education, in
which the local governments’ shares exceed 90 percent (Table 2). Moreover, local
governments in China have an unusually large role in the provision of social security
(pensions, unemployment insurance, and social welfare programs). Pension pooling (as well
as the establishment of unemployment insurance funds) takes place at relatively low
government levels, such as cities and counties.® These arrangements do not ensure
appropriate coverage, and have put significant strains on the local governments’ finances.

As spending responsibilities have increased over time, while tax autonomy has remained
constrained, vertical fiscal imbalances (defined as the differences between own revenue and
own spending at each level of government) have deteriorated (Figure 3).

Table 2. China. Shares of Central and Local Governments in Selected Budgetary Expenditure, 2004 1/
(In percent)

Spending shares Total expenditure by category 2/
Central Local In percent of GDP In percent of total
government governments spending

Education 6.1 93.9 2.3 12.7
Health 2.6 97.4 0.5 3.0
Agriculture 8.5 91.5 1.0 5.9
Social relief 1.4 98.6 0.3 2.0
Social security 12.6 87.4 1.0 54
Pensions 9.4 90.6 0.6 3.6
Tax administration 9.5 90.5 0.7 3.9
Administration 174 82.6 15 8.6
Technical transformation and science 22.3 .7 0.8 4.3
Interest payments 100.0 0.0 0.5 2.6
National defense 98.7 1.3 14 1.7
Capital spending 395 60.5 2.1 12.0
Urban maintenance and construction 0.0 100.0 0.7 3.7
Others 14.4 85.6 1.3 7.2
Subtotal 25.7 74.3 14.7 82.6
Total expenditure 27.8 72.2 17.8 100.0

Source: China 2005 Finance Yearbook; and authors' calculations.
1/ Based on Chinese authorities' classification. No economic classification is available.
2/ Covering central and local governments.

& An ongoing pilot reform in the three Northeast provinces has so far not succeeded in shifting pooling to the
provincial level.



Figure 3. China: Vertical Fiscal imbalances, 1996-2004 1/
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1/ Vertical fiscal imbalances are defined as the difference between local governments’ own revenue and
expenditure.

Transfers

An appropriate transfer system should address vertical and horizontal fiscal imbalances. In
China, transfers have not proved sufficient to bridge different revenue capacities. Following
the 1994 reform, China’s transfer system is based on four main pillars.

. Revenues returned provide each province with 30 percent of the increase in VAT
receipts and excise tax collection over the 1993 base (the year before the reform).

. Specific purpose grants are earmarked transfers allocated on an ad-hoc basis.

. General purpose grants (subsidy transfers) aim to help equalize resources across
provinces. They are rules-based and depend on variables such as provincial GDP,
student-teacher ratios, number of civil servants, and population density.

. Fixed subsidies ensure that every province has total resources no lower than in 1993.



The derivation-based “revenue returned” transfers, whereby local governments receive back
part of the revenue collected in their jurisdictions, make the current system inherently
regressive. Although declining, revenues returned still represented about 40 percent of total
transfers in 2004 (Table 3). In contrast, general purpose transfers, which are aimed at
equalization, represented only one quarter of total transfers, although they have increased in
importance in the last few years.

Table 3. Transfers from the Central to Local Governments, 1996-2004

1996 1997 1998 1999 2000 2001 2002 2003 2004

(In percent of GDP)

Revenue returned 2.7 25 2.5 24 2.3 21 25 2.5 2.5
Specific purpose transfers 0.7 0.7 1.0 1.5 14 1.9 2.0 1.9 21
General purpose transfers 0.2 0.3 0.3 0.5 0.8 1.3 1.3 14 16
Fixed subsidies under old system 0.2 0.1 0.1 0.1 0.1 0.1 0.3 0.2 0.2
Total 3.8 3.6 3.9 4.6 4.7 55 6.1 6.1 6.5

(In percent of total transfers)

Revenue returned 71.8 70.5 62.7 53.0 48.9 38.9 41.0 415 39.0
Specific purpose transfers 18.0 18.1 26.4 33.8 30.6 34.6 32.7 315 32.9
General purpose transfers 1/ 6.2 7.5 7.5 10.2 17.9 24.5 22.0 23.2 24.9
Fixed subsidies under old system 41 3.9 3.4 2.9 2.7 2.0 4.4 3.9 3.2

Sources: Chinese authorities; and authors' estimates.

Specific purpose grants comprise hundreds of different earmarked grants, allocated on an ad-
hoc and negotiated basis. They have been frequently used as a response to emergencies, such
as bail out of social protection programs and partial payments for increases in pension
benefits and civil service pay (World Bank 2002). Their increasing share reflects the
proactive regional policy that the center is carrying out. However, by their nature, these
grants make the transfer system less transparent and more difficult to monitor, as the center
lacks the ability to track how the related funds are actually spent; they also undermine the
rules-based character of the transfer system that the 1994 reform aimed to introduce. Overall,
the distribution of transfers has remained relatively regressive, with the richer provinces
receiving larger shares of the transfers than the poorer ones (Fig. 4), although less so over
time (Persson and Eriksson, 2006).

As the transfer system does not adequately correct imbalances between revenues and
spending, the provision of services varies significantly across China. Not surprisingly, the
largest per capita expenditure levels are recorded in those provinces which enjoy the
strongest revenue performance (Figure 5).
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Figure 4 China: Per Capita Transfer and GDP by Region, 2004
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Public Financial Management

Despite some improvement in recent years,® the budget process remains fraught with
significant weaknesses at all levels of government. The central government requires local
governments to use the same coverage and budget classification. However, the introduction
of a modern budget classification is lagging at the central as well as the local levels of
government. Similarly lagging is the introduction of a modern chart of accounts, consistent
with the budget classification, that would allow a more timely and reliable reporting of
government operations.

Given the unitary structure, budget approval is sequential—provincial budgets cannot be
approved until the central government budget is approved; the budgets of prefectures cannot
be approved until the provincial budgets are approved, and so on for counties and townships.
Delays at the central level are transmitted all the way down to the lowest levels of
government. As the ultimate authority to approve all budgets rests with the National People’s
Congress, which traditionally convenes in March of each year, taking various procedural
requirements into account, the budget is not “activated” at the central level before mid-
May—four and a half months into the fiscal year (which runs from January to December).
Consequently, local budgets are approved much later; in some townships, budgets are
approved in the last two months before the end of the fiscal year. With such a late approval,
budgets largely represent ex-post accounting statements of government activities. In fact, it
has been common for spending units to receive their appropriations many months after the
approval of the budget (World Bank 2002).

The late approval of budgets does not facilitate coordinated policy making and hinders the
efficient execution of spending plans. Often, transfers are not received on a timely basis. This
results in a significant part of expenditure being executed in the last few months of the year.
In addition, this also leads to spending shortfalls in cases where needed local counterpart
funds are not available.

Fiscal risks and local governments’ indebtedness

An inappropriate design of intergovernmental fiscal relations (in particular, the existence of
large vertical or horizontal imbalances inadequately addressed by intergovernmental
transfers) frequently leads to a significant accumulation of local government debt (Ter-
Minassian and Craig, 1997). China is no exception, although local governments are not

° For example, the requirements that extra-budgetary revenues be included in budget documents, and that
Treasury single accounts be established in the central and provincial governments.
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allowed to borrow directly. According to the 1994 Budget Law, local governments are
prohibited from borrowing from banks or issuing bonds without prior authorization by the
center (State Council). Similarly, the 1998 Guarantee Law requires prior authorization by the
State Council for the issuance of guarantees. Onlending from the central government is
currently the only official financing channel available to local governments, mainly via
external loans and treasury bonds issued by the central government.

While comprehensive data are not available (World Bank, 2002, Jing and Zou, 2003, and
Kang, 2003), the Chinese authorities have started acknowledging the presence of indebtness
at the local government level (Development Research Center, 2003). In addition to direct
liabilities (such as payment obligations and onlending from the central government), local
governments appear to accumulate liabilities through the “backdoor” by accessing indirect
financing through off-budget operations, especially borrowing through their enterprises. In
such cases, the related liabilities constitute contingent obligations that local governments may
have to shoulder eventually. In already cash-constrained local governments, the realization of
these liabilities would put further strain on their spending capacity; ultimately, the central
government may be called to bear the associated fiscal risks.

5. Options for reform

To effectively address the main weaknesses of the present system of intergovernmental fiscal
relations, and to share in the benefits of sustained growth, a comprehensive and integrated
approach is called for. This is especially the case because some of the necessary reforms will
inevitably affect powerful provinces in an adverse manner, necessitating adequate
compensation if sufficient political support to their implementation is to be secured. While it
is clearly beyond the scope of this paper to present a detailed roadmap for intergovernmental
fiscal reforms, it would appear that a core package of such reforms should include the
following elements.

. A redefinition of spending responsibilities. As indicated in the previous sections,
the very high degree of decentralization of spending in China is more the result of
historical developments—the local governments taking on progressively greater
responsibilities for social spending as these were being shed by the reforming
SOEs—than of a well thought-out decision, reflecting comparative advantages of
each level of government in carrying out different spending functions. Specifically, a
re-definition of spending responsibilities should probably include a centralization of
social security, since—as demonstrated by prevailing practice in other countries—the
pooling of risks related to old age, disability, and unemployment is more efficiently
carried out at the national than at sub-national levels.
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The creation of enhanced own-revenue sources for local governments. The
granting of more significant own-revenue-raising powers to the provinces and
localities would be desirable not only from an efficiency standpoint (to strengthen
fiscal responsibility at the sub-national level) but also to compensate the richer
provinces that would lose from a more equalization-based system of transfers.
Increased own-revenue generating capacities could be achieved, for instance, by
allowing provinces to levy, with limits, a surcharge on the fast-growing personal
income tax, or by shifting to them the power to level domestic excises. While
property taxes are already assigned to the local governments, increased freedom in
setting their rates—as well as improved property valuation methods—could also
boost this source of revenue, especially for the more urban and prosperous localities.
Over time, the growth of more efficient own-revenue sources for local governments
would also facilitate a desirable replacement of the local business tax with the
extension of the shared VAT to the services sector.

A redesign of the transfers system. In order to enable it to better address regional
inequalities, this would likely involve a progressive reduction of the weight of the
derivation-based revenue returned, and an increase of the general-purpose transfers,
which have equalization objectives. A review of the existing special-purpose grants
should also be undertaken, with the aims of limiting their use to the support only of
priority programs, and increasing transparency in their allocation and utilization. The
re-design of the transfer system should also aim at ensuring better vertical balance
across different levels of government, taking into account the re-defined spending
responsibilities, as well as revenue reforms.

Substantial improvements in public financial management at all levels of
government. As indicated in Section 2, the current significant shortcomings in
budgeting, accounting, and reporting, especially at the local level, adversely impact
the transparency and efficiency of government operations. It would be desirable to
speed up the pace of reform (including the introduction of a modern budget
classification and chart of accounts, consistent with international standards).

A more effective enforcement of prudent borrowing limits. The current outright
ban on direct borrowing for all local governments, irrespective of their ability to
prudently manage and service their debt, may be too restrictive, and has created
incentives for many local governments to resort to indirect and non-transparent forms
of indebtedness. Especially as the own-revenue generation capacity of local
governments is strengthened, and their finances made more transparent through
improvements in accounting and reporting, it may be appropriate to allow gradually
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provinces and larger cities limited authority to borrow from markets under firmly
enforced prudential requirements.*® This approach would have the added advantage of
not holding back subnational governments that may be creditworthy, while creating
incentives for the others to “shape up” financially so that they could also qualify for
some limited borrowing in due course. Specific preconditions should be fulfilled
before direct borrowing could be allowed—related to, among others, the acquisition
of a minimum credit rating; financial disclosure; appropriate indicators of debt-
servicing capacity, and so on. This process would likely take time to be implemented,
as, in addition to the implementation of the related institutional arrangements, debt
markets in China are still developing. To enforce adequately prudential limits on local
borrowing, the central government should set up, as rapidly as feasible, a registry of
sub-national debt, including debt of locally-owned enterprises.

In conclusion, the reform needs and recommended approach put forward in this paper are
neither new or unknown to the Chinese government. More than a decade after the 1994
reform, there have been increasing calls, both within and outside China, for further reforming
its intergovernmental system. In particular, while there is no doubt that China’s growth
performance has been impressive—and all the more so as it has been achieved while
managing the delicate transformation from a state-planned system into a vibrant, private
sector-led economy integrated into world markets—at the same time there have been
concerns about the social and political sustainability of a growth model that has yielded very
“uneven” benefits across provinces and has led to widening gaps between urban and rural
areas. These vulnerabilities will need to be carefully addressed if China is to sustain its
achievements into the future. The recent literature on fiscal federalism has usefully
highlighted some of the reasons why local governments in China have successfully fostered
economic development and growth. Building on these successes, it is now time to look at the
next stage of reforms to ensure that growth is more equitably shared, and high-level growth is
transformed into more inclusive and high-quality growth, especially by promoting better
opportunities for the most vulnerable.

191t is unlikely that subnational governments below the provincial/large municipality level would find it
advantageous to issue debt directly. As shown in more advanced countries (such as Australia and New Zealand)
where entities such as sub-state authorities have been given the legal right to raise their own funds on bond
markets, such borrowing has been severely limited by the associated costs.
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Appendix 1. China: Revenue-Sharing Arrangements, 2005

Central Share

Level Tax (In percent)

Central taxes Domestic excises 100
Customs duties 100
VAT and excises on imports 100

Local taxes City and township land use tax 0
Farmland occupation tax 0
Fixed assets investment orientation tax 0
Land appreciation tax 0
House property tax 0
Urban real estate tax 0
Vehicle and vessel use tax 0
Vehicle and vessel license plate tax 0
Deed tax 0
Slaughter tax 0
Banquet tax 0

Shared taxes Domestic VAT 75
Business tax—if paid by railroads, headquarters of banks or insurance 100
companies, and 3 percent resource tax
Business tax—otherwise 0
Personal income tax* 60
Enterprise income tax* 60
Income tax on foreign and foreign funded banks 100
Income tax on foreign and foreign funded nonbanks 0
Resource tax—if paid by offshore oil companies 100
Resource tax—otherwise 0
City maintenance and construction tax—if paid by railroads, 100
headquarters of banks or insurance companies
City maintenance and construction tax—otherwise 0
Securities tax—if collected on stock transactions 88
Securities tax—otherwise 0

Source: Ahmad et al. (2002), updated for more recent changes.
1 A new sharing formula for the personal and corporate income taxes was introduced in 2002, according to
which all proceeds from these taxes above the 2001 level are shared between the center and the provinces on the
basis of a 50-50 ratio, then changed to 60-40 in 2003 (previously these taxes had been fully retained by local
governments). The share of these increased revenues received by the center is to be used for transfers to poorer

provinces.
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