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The abolition of agricultural taxes financial pressure and smog pollution

PENG Fei DONG Ying
( Department of Economics Hefei University of Technology Hefei 230601 China)

Abstract: Air quality improvement is an important indication of high-quality economic development. However with the
soft budget constraints of local government green development still has a long way to go. Based on the abolition of agricultural
tax reform nationwide in 2005 with the local revenue decline this paper reveals the impact of local financial pressure on
urban smog pollution by continuous DID method. We find that local fiscal pressures significantly rose after canceling the
agricultural taxes which in turn worsened urban air quality. Where fiscal revenues are more affected by the reform the smog
pollution is more serious. The effect of local financial pressure on air pollution remains robustness by testing common trends
measurements  sensitivities and other policy shocks. This paper also shows that local governments are motivated to expand the
scale of industrial investment and reduce the environmental regulation to reduce the impact of declined agricultural tax
revenue. Therefore there is an urgent need to mitigate the local financial difficulty restrain the investment behavior of local
government and strengthen the system design of green development.

Key words: local financial pressure; smog pollution; agricultural tax; air quality; environmental regulation

— 126 —



