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Impact of Local Government Revenue on

Surpluses in Basic Medical Insurance Funds

Zhu Hengpeng', Sun Mengting’

(1. Institute of Economics, Chinese Academy of Social Sciences, Beijing 100836, China;

2. School of Public Policy and Management, Tsinghua University, Beijing 100084, China)

Abstract: This paper utilizes data from 293 Chinese prefectures spanning 2015-2017 and employs a two-way
fixed-effects model to identify an inverse correlation between local government revenue and surpluses in urban
and rural residents' medical insurance funds. The study further elucidates the underlying mechanism for this
phenomenon based on field research conducted in 18 cities across 8 provinces, utilizing the analytical framework
of "institutional constraints-incentives-path dependence." Within the constraints of the prevailing administrative
and healthcare system, local fiscal authorities with varying levels of fiscal revenues exhibit varying degrees of
solvency, resource allocation capacity, and budget constraints. This dynamic process, combined with path
dependence and reinforcement, leads to an adaptive pattern of budgetary commitments, where wealthier regions
tend to spend while less affluent regions prioritize savings. Furthermore, the study unveils that even in the realm
of basic public services, local finances manifest a distinct "revenue-dependent” characteristic.

Key words: local government revenue; financial compensation; dynamic commitment; surplus in

basic medical insurance funds
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