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Chapter 1 Introduction 
 
 
1. Background and research question 
 
“One country, two societies” provides a pertinent summary of rural-urban inequality 
in contemporary China.1 In virtually every aspect, rural residents – over 60% of the 
total Chinese population – live a life that falls considerably short of that of urban 
inhabitants,2 in spite of the fact that the Constitution of the People’s Republic of 
China (the PRC) recognizes and protects the equality of citizens.3 This entrenched 
and structural inequality, to a large extent, is the result of the deliberate policy choices 
made by the leaders of the Chinese Communist Party (the CCP).4 In the period 1949 
to 1978, the CCP pursued a strategy of economic growth which focused on 
developing capital and technologically intensive heavy industries. The harsh 
international environment at that time pushed the resource-craving government to 
look inwards. The Chinese state firstly put in place strict regulations and measures to 
tie peasants to the soil.5 Countless resources were then extracted from rural areas by 
various institutional instruments, and then were invested in urban areas where most of 
the heavy industries were located.6 While “urban residents were provided with secure 
jobs, heavily subsidized housing, education, medical care, rationed allotments of food 
and consumer goods, and a broad range of benefits”, rural residents received nothing 
from the state budget and were practically left to their own devices.7 
 
Sadly, the rural areas have again been neglected for the most part during the Reform 
and Opening Up. As the Chinese state gradually retrieved itself from the economic 
domain in the post-1978 era, urban residents have been deprived of the socialist way 
of life. 8 But urban areas continued to be the target of preferential government 
investments and policies. 9  Biased inputs from the state helped the market 
coordination of economic activities, private ownership, and foreign direct investment 
to take root in urban areas, despite the fact that it was the Chinese peasants who took 
the risky initiatives to end collective farming and to return to family farming secretly, 
a heroic action widely dubbed as the first horn blowing of the great transformation of 
China.10 This partial attitude of the state in the Reform in many ways further 
disadvantaged China’s villagers.11 For instance, not long after the dissolution of the 

                                                             
1 Martin King Whyte (ed.), 2010, One Country, Two Societies: Rural-Urban Inequality in Contemporary China. 
Harvard University Press. 
2Ibid. 
3 Article 33: “All persons holding the nationality of the People's Republic of China are citizens of the People's 
Republic of China. All citizens of the People's Republic of China are equal before the law. Every citizen enjoys the 
rights and at the same time must perform the duties prescribed by the Constitution and the law”.  
4 Martin King Whyte, 2010. The Paradoxes of Rural-Urban Inequality in Contemporary China, In Martin King 
Whyte (ed.), One Country, Two Societies: Rural-Urban Inequality in Contemporary China. Harvard University 
Press.P1-28. 
5Ibid. 
6 Ibid. 
7 Ibid. P9.  
8 The state-owned enterprises used to run schools and hospitals, and offered other social services to their 
employees. And everyone in the urban areas was employed by state-owned enterprises. In this way, the Chinese 
state organised public services. In the Reform and Opening up, the state-owned enterprises were deprived of their 
social functions.  
9 Ibid. 
10Dali L. Yang. 1996, Calamity and Reform in China: State, Rural Society, and Institutional Change Since the 
Great Leap Famine. Stanford: Stanford University Press. P81-84. 
11Fan, Shenggen; Zhang Linxiu; Zhang, Xiaobo. 2002. Growth, Inequality, and Poverty in Rural China: The Role 
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collectives, the rural healthcare system was left unattended and mostly collapsed as it 
lost its original institutional underpinnings.12 While the controls on the mobility of 
peasants slowly become lax, and the possibility for them to look for employment in 
urban areas starts to emerge, cities and their dwellers have been typically reluctant to 
welcome and accept these migrant peasants, a population of 80 to 130 million or even 
more, as equal countrymen. 13  In most cases, these migrant peasants become 
entrenched in occupations that are shunned by urban residents.14 Moreover, not until 
very recently have most cities started to treat these migrant peasants as legitimate, 
regular residents (still not fully-fledged urban residents!), no matter how long they 
have resided in the urban area.15 Statistical studies have shown that from 1978 to the 
early 2000s, China  changed from one of the most egalitarian countries to a country 
with substantial income inequality, with a Gini Coefficient of 0.45 as of 2001, higher 
than most of the countries in the world.16 
 
The rural-urban divide of Chinese society inevitably has far-reaching impacts on 
education. So far, China has achieved nearly universal participation concerning the 
nine-year compulsory education in both urban and rural areas. The enrolment rate of 
primary school-age children remained steady at more than 99 percent between 2000 
and 2005, and the gross enrolment rate in junior middle schools increased from 88.6 
percent to 95 percent. The adult literacy rate has also been rising, from 67.1 percent in 
1980 to over 90.7 percent in 2006, which was higher than the global average adult 
literacy rate (78 percent) and the average among developing countries (77 percent) in 
2004.17 Underneath the overall positive progress is the severe rural-urban inequality 
of educational attainment. As Table 1.1 shows, the rural population was 
overwhelmingly (93%) concentrated at the lower levels of education, primary and 
junior high school, and was dreadfully under-represented in the population with any 
sort of higher educational training. The ratio of the urban population having a higher 
education diploma to the rural population with the same educational level even 
exceeded 250 to 1. 
 
Table 1.1 Proportion of the agricultural and non-agricultural population with the 
highest level of educational attainment in the year 2000 
Education 
attainment 

Rural population 
(%) 

Urban population 
(%) 

Ratio: Urban/rural  

Primary school 51.5 16.3 0.32 
Junior high school 41.5 32.4 0.78 
Senior high school 6 21 3.5 
Secondary 
vocational 
school 

0.8 13.2 16.5 

4-year college 0.2 5.63 281.55 
                                                                                                                                                                               
of Public Investment. Research Report 125. Washington D.C.: International Food Policy Research Institute.  
12 Shi, Leiyu, 1993, Health Care in China: a Rural-Urban Comparison after the Socio-economic Reforms. Bulletin 
of the World Health Organisation 71.6:723–36. 
13Murphy Rachel (ed.), 2008, Labour Migration and Social Development in Contemporary China, Routledge. 
14 Ibid. 
15Fei-Ling Wang, 2005, Organizing Through Division and Exclusion: China's Hukou System. Stanford, Stanford 
University Press.  
16 World Bank, 2003, World Development Indicators 2003,  
http://hdrstats.undp.org/en/countries/profiles/CHN.html 
17 UNDP China, “Access for all: Basic public services for 1.3 billion people”. The 2007/08 China National Human 
Development Report. P8.  

http://hdrstats.undp.org/en/countries/profiles/CHN.html
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Graduate school 0.001 0.323 323 
Sources: ZhongguoQingnianBao (China Youth), Jan. 26, 2005; Xinhuanet.com, Feb. 
13, 2005.  
 
In a widely circulated news article the Chinese Prime Minister, Wen Jiabao, reflected: 
“When I was studying at university, almost, or even more than, 80 percent of my 
classmates came from rural areas. But right now, the proportion of rural university 
students has significantly decreased. I am usually worried by this.”18 The disturbing 
pattern which the Prime Minister referred to has also attracted considerable attention 
from the public. Various news sources have revealed the magnitude of the disparity in 
university enrolment between rural and urban students. At the beginning of the 1980s, 
rural students occupied more than 30 percent of all available places in university 
classrooms; in 2009 the percentage of urban university students had risen to 82.3%, 
with only 17.7% being rural university students.19 With data from the 2004 College 
Students’ Economic Status Survey, Li Wenli found that in the period 2000 to 2003 
roughly 32 percent of university students were from rural areas, as opposed to 68% 
originating from urban areas.20 Another scholarly survey of selected high schools and 
universities also confirmed the alarming trend that the rate of rural senior high school 
students going on to universities is significantly lower than that of urban students, 
with a difference of over 30%.21 Moreover, it has been concluded that there is a large 
disparity between students who start primary school in rural areas and those in urban 
areas in terms of the possibility to be admitted to universities, with 1.3 to 6.7% for the 
former and 47% for the latter.22 
 
Given that the share of the 18 to 21-year-old age rural cohort in the total population of 
the same age span is 60% in 2007,23 the imbalanced proportions of rural vs. urban are 
readily visible. Furthermore, it has been consistently pointed out that the numbers of 
rural students in the so-called key universities are continuously declining while being 
significantly lower than those of urban students. Usually rural students in these 
universities amount to less than one third of the total number of students.24 The 
majority of these rural students end up in the “middle and lower” stratifications of 
universities.25 
 
What are the causes of this disparity in enrolment at university level? Let us look at 
China’s education system and see which factors might lie behind this rural-urban 
                                                             
18 The decreasing percentage of rural university students attracts attention from Prime Minister Wen, Guangzhou 
Daily, 2009-1-23, http://www.china.com.cn/aboutchina/txt/2009-01/23/content_17175224.htm 
19 Wang Junrong, The decreasing percentage of rural university students is a dangerous signal, 2009-1-24, 
http://www.jyb.cn/opinion/gnjy/200901/t20090124_236892.html 
20 Li, Wenli, 2006, “The Role of Higher Education Financing Policy for Providing Equal Enrollment Opportunity 
and Resource Distribution”. Peking University Education Review, Vol.4, No.1, pp. 33-46. 
21 Wang, X., C. Liu, L. Zhang, R. Luo, Y. Shi, S. Rozelle, and B. Sharbono. 2009. “What is Keeping the Poor out 
of College? Enrollment Rates, Educational Barriers and College Matriculation in China”, p. 10-11.  
http://reap.stanford.edu/publications/what_is_keeping_the_poor_out_of_college_enrollment_rates_educational_ba
rriers_and_college_matriculation_in_china/.  
22Ibid, p. 15. 
23China National Bureau of Statistics, 2007.China Statistical Yearbook. Beijing: China National Bureau of 
Statistics. Cited from Wang, X., C. Liu, L. Zhang, R. Luo, Y. Shi, S. Rozelle, and B. Sharbono. 2009. “What is 
Keeping the Poor out of College? Enrollment Rates, Educational Barriers and College Matriculation in China”. 
24 John N. Hawkins, W. James Jacob & Li Wenli, 2008, Higher Education in China: Access, Equity and Equality. 
In Inequality in Education.Edited by Donald B. Holsinger& W. James Jacob.Springer.Pp215-239. 
25 Liu Jingming, 2007, The expansion of higher education and uneven access to opportunities for participation in it, 
1978–2003. Chinese Education and Society, 40(1), 36–59. Also Why rural college students end up in the lower 
stratification of higher education, China Youth, 2009-3-27, http://nc.people.com.cn/GB/61160/9039078.html 

http://www.china.com.cn/aboutchina/txt/2009-01/23/content_17175224.htm
http://www.jyb.cn/opinion/gnjy/200901/t20090124_236892.html
http://reap.stanford.edu/publications/what_is_keeping_the_poor_out_of_college_enrollment_rates_educational_barriers_and_college_matriculation_in_china/
http://reap.stanford.edu/publications/what_is_keeping_the_poor_out_of_college_enrollment_rates_educational_barriers_and_college_matriculation_in_china/
http://nc.people.com.cn/GB/61160/9039078.html
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imbalance. Generally at the age of six or seven, children enter a primary school for 
elementary education, which typically lasts for six years. They then continue to 
receive education at the lower middle school for another three years. These nine years 
constitute the basic compulsory education as it is national policy that students have to 
complete these nine years. Parents then have to decide whether their child will 
continue on the academic track or a vocational track with the help of an examination 
which is held locally. On the academic track, the child continues to receive education 
at an upper middle school for another three years and then sits the National Entrance 
Examination for Higher Education. On the vocational track, students are offered 
programmes ranging from two to four years and are trained to become medium-level 
skilled workers, farmers, and managerial and technical personnel.26 
 
Combing through these stages before higher education, potential barriers that could 
keep rural students out of universities may be grouped into four categories: obstacles 
during the basic compulsory education (consisting of six years of primary education 
and three years of junior high school), during senior high school education, during the 
National Entrance Examination, and in accessing financial support for higher 
education. Research that has so far been concluded rules out the alleged 
discriminatory effects of the National Examination and the liquidity constraints on 
rural students’ opportunity to receive higher education.  
 
In the National Examination, students take the same test paper at the same time. There 
is no noticeable correlation between places of birth and scores among students who 
fail.27 For students who receive offers of admission, governments have put in place 
various options for them to seek adequate loans.28 Meanwhile, evidence demonstrates 
that with respect to students, rural or urban, who are able to make it through the third 
year of senior high school and to sit the National Examination, their parents have 
generally prepared themselves, in one way or another, for the coming expenses.29 
Additionally, the course of senior high school study does not pose perceptible barriers 
to rural students. Research shows that there is no statistical difference between the 
grades of rural and urban students. The drop-out rate of rural students is only slightly 
higher than that of urban students, both of which are below 4%.30 The performance 
of rural students is therefore no worse than that of urban students in the stages of 
senior high school and the National Examination. It appears that only students with a 
reasonable prospect of being admitted to universities will choose to study in senior 
high school, and they normally stay on and sit the National Examination.31 In short, 
senior high school and the National Examination do not particularly work against 
rural students.  
 
So the main culprit behind the low proportion of rural students in higher education has 
to be the system of basic compulsory education. It is very likely that in going through 
the system, rural students have been unproportionately filtered out at the gates of 

                                                             
26 Education System in China, http://www.edu.cn/20041203/3123354.shtml 
27 Zheng, Ruoling (2006): Chinese College Entrance Examination (CCEE): Problems and Reforms. Paper 
presented at the Teachers College, Columbia University, October 24.  
28 Li, Wenli& Min, W. (2006): Access to Higher Education in China. IAU Horizons, Vol. 12, No. 2, pp. 12-13. 
29 Jacob, W. James (2006): Social Justice in Chinese Higher Education: Issues of Equity and Access. International 
Review of Education, Vol. 52, No. 1, pp. 149-169.  
30 Wang, X., C. Liu, L. Zhang, R. Luo, Y. Shi, S. Rozelle, and B. Sharbono. 2009. “What is Keeping the Poor out 
of College? Enrollment Rates, Educational Barriers and College Matriculation in China”. 
31Ibid. 

http://www.edu.cn/20041203/3123354.shtml
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senior high schools. The problem of rural basic compulsory education in China seems 
to be that schools which rural children attend do not promise them an adequate quality 
of education. Most probably, the inferior quality of compulsory education only 
enables rural children to acquire basic literacy and it deprives them of the opportunity 
of effectively competing for places in higher education and on the labour market.   
 
Nothing has been more important and powerful than education of good quality for 
people who are desperate to empower themselves in order to escape from the shackles 
of unfavourable basic conditions and to climb up the social ladder. Among all forms 
of education, the primary and junior high school years are the most crucial. Not only 
do people acquire basic literacy at these stages, but also the quality of education at 
these two stages to a large extent decides the life that one is able to follow, be it 
vocational training leading to the acquirement of practical skills, or senior high school 
which is the preparatory stage for tertiary education, or no further education at all that 
paints a bleak future.  
 
2. The international right to education: definition and interpretations 
 
China is a party to the International Covenant on Economic, Social and Cultural 
Rights (the ICESCR). Articles 13 and 14 of the ICESCR specifically recognize and 
protect people’s right to education. In this section, we shall examine whether the 
ICESCR obliges the Chinese state to provide an equal opportunity to receive quality 
compulsory education for all Chinese children.32 
 
The right to education is widely recognized in many international human rights 
instruments. Its scope is most comprehensively covered by Articles 13 and 14 of the 
International Covenant on Economic, Social and Cultural Rights.33 General comment 
No. 13 by the UNCESCR, in collaboration with UNESCO, on Article 13 further 
elaborates that the 4-A framework (Availability, Accessibility, Acceptability and 
Adaptability) and the non-discrimination requirement constitute the core content of 
the right to education. Clearly, equal opportunity is included in the requirements: 
Article 2, paragraph 2, of the ICESCR obliges each State party “to guarantee that the 
rights enunciated in the present Covenant will be exercised without discrimination of 
any kind as to race, colour, sex, language, religion, political or other opinion, national 
or social origin, property, birth or other status”. That is to say, the enjoyment of the 
right to education by any individual should not be hampered by the prohibited 
grounds that he or she may relate to. General Comment No. 13 specifically mentions 
discrimination in access to education, “education must be accessible to all, especially 
the most vulnerable groups, in law and fact, without discrimination on any of the 
prohibited grounds”.  
 
Concerning quality education, the fact that the ICESCR emphasizes the prohibition of 
discrimination under access to education may lead to confusion, thereby giving the 
impression that discrimination only matters in an individual’s access to education; 
once the education system covers all those who are eligible, the task is completed. 
This is profoundly incorrect. In practice, as UNESCO stated in the Education for All 
Global Monitoring Report in 2009, “completing six or even nine years of 
schooling…does not assure the development of basic cognitive skills or even 
                                                             
32 A more thorough discussion is presented in Chapter 3.  
33 The scope of the right to education and the obligation of the sate will be discussed in Chapter 3.  
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functional literacy and numeracy.”34 Normatively speaking, when read in the light of 
the aims and objectives of the education that is enshrined in Article 13, paragraph 1,35 
it is clear that education that is provided by the state should at least be able to, inter 
alia, equip students with adequate abilities and skills so that they can become effective 
members of society.36 That is to say, education, if it means anything, has to be of a 
certain quality.  
 
Equal opportunity and quality education should be read in light of each other. Quality 
education that provides adequate abilities and skills for individuals to be functioning 
members of society should be made available. Furthermore, individual access to such 
education should be ensured free from discrimination based on prohibited grounds. 
Thus, the mere extension of schooling to everyone does not intrinsically realize the 
right to education; what it requires is that everyone is entitled to quality education. 
Ideal as these international principles and standards are, their relevance to reality is 
very much dependent on implementation by the state. Therefore, what are China’s 
positions and approaches towards its international obligations in general, and its 
human rights obligations in particular? The answers to this question apparently 
determine to what extent we could expect the realization of rural children’s 
entitlement to equal opportunities in accessing quality education.  
 
3. Research questions 
 
Both as party to the ECSCR convention and on the basis of its Constitution, China has 
accepted the obligations to provide equal opportunity to quality education. Since 2002, 
the Chinese state has adopted a series of policies to address rural-urban inequality in 
respect of compulsory education. However, the actual changes following from this 
round of educational reform is not as encouraging as the figures laid down in these 
policy papers.37 In respect of rural-urban educational inequality thisprovides a clear 
indication that there still is a substantial gap between “law and policy on the book” 
and law and policy in practice.  
 
This thesis aims to disclose the underlying factors that account for persistent 
educational inequality between rural and urban areas.The next question is: Do these 
factors play a part in the process of policy implementation, and if so, how? To answer 
these questions, this research dives into the complex structure of the Chinese state, 
focusing on the political and fiscal connections between the central and local 
governments, and the decision-making process of local governments, especially in 

                                                             
34UNESCO, Education for All Global Monitoring Report 2009, p29.  
35 “The States Parties to the present Covenant recognize the right of everyone to education. They agree that 
education shall be directed to the full development of the human personality and the sense of its dignity, and shall 
strengthen the respect for human rights and fundamental freedoms. They further agree that education shall enable 
all persons to participate effectively in a free society, promote understanding, tolerance and friendship among all 
nations and all racial, ethnic or religious groups, and further the activities of the United Nations for the 
maintenance of peace.”  
36 See the further discussion in Chapter 3.  
37 See Chapter 4. On 4th of August, 2011, the most liberal newspaper in China, Nanfang Weekend, put on its front 
page a report, titled “No spring for poor kids? Why children from poor family have been so far away from first 
class universities”. This report critically questions the equality of the education system in China. Take Tsinghua 
University as an example, only 17% of its new students in 2010 are from rural areas.  
See http://www.infzm.com/content/61888 

http://www.infzm.com/content/61888
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respect of educational resource allocation.  
 
Another critical question, following from China’s current participation in international 
human rights mechanisms—particularly its ratification of the ICESCR—is: In light of 
its urban-rural educational inequality, what are China’s positions and approaches 
towards its human rights obligations in general, and to its obligations following from 
the right to education in particular, especially with regard to the rural-urban 
educational inequality as disclosed in this study? Indeed, the context in which China 
implements its human rights obligations is bound to have significant implications 
regarding the gap between what is intended and what is actually achieved.  
 
Related to the main questions addressed by this research, an additional question 
concerns the effectiveness of international human rights mechanisms in facilitating a 
nation state in the implementation of its human rights obligations: Is the persistent 
educational inequality between rural and urban areas in China receiving due 
attention in these circles?And are the underlying factors that account for that 
inequality duly noticed? Moreover, what conclusions might be drawn as to the ways 
and means by which international human rights fora could address these structural 
problems ofrural-urban inequality in compulsory education in China?The answers to 
these questionswill reveal the extent to which theinternational community might be 
instrumental to the realization of rural children’s entitlement to equal opportunities in 
accessing quality education in China. Notably, these are questions that concern about 
one billion members of our global population from day to day. 
 
4. China and international human rights law 
 
China’s engagement with international human rights law is expanding and 
intensifying. Of the nine core international human rights treaties, China has now 
ratified the International Covenant on Economic, Social and Cultural Rights 
(ICESCR), the Convention on Children’s Rights (CRC), the Convention against 
Torture and other Cruel, Inhuman or Degrading Treatment or Punishment (CAT), the 
Convention on the Elimination of Discrimination against Women (CEDAW), the 
International Convention on the Elimination of All Forms of Racial Discrimination 
(ICERD) and the Convention on the Rights of Persons with Disabilities (CRPD), and 
it has signed the International Covenant on Civil and Political Rights (ICCPR).38 
Furthermore, the term “human rights” has now been written into the Constitution; 
Chinese leaders gradually incorporate the values of human rights in their speeches; 
China also invites the UN’s Special Rapporteurs to visit the country, makes periodic 
reports, issues a National Human Rights Action Plan, and conducts human rights 
dialogue with about twenty countries.39 Chinese scholars also demonstrate great 
enthusiasm towards human rights research.40 
                                                             
38 Currently, China remains outside the International Convention on the Protection of the Rights of All Migrant 
Workers and Members of Their Families (ICRMW) and the International Convention for the Protection of All 
Persons from Enforced Disappearance (CPED), as of 1/13/2011.  
39 See Rosemary Foot, 2010, “Human Rights and China’s International Relations”, in Shaun Breslin (ed.), 
Handbook of Chinese International Relations, Routledge. P77.  
40 For the review of the history from 1978 until now, see Chen Dingding, 2009, China’s Participation in the 
international human rights Regime: A State Identity Perspective, Chinese Journal of International Politics, Vol. 2, 
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What are the motivations for (or the driving forces behind) the Chinese active 
engagement with international human rights law? This is a question with obvious 
significance: the answers to this question not only enable diplomats and scholars of 
international relations to better appreciate the moves of the Chinese government at the 
international level and to act accordingly, but also largely determine the relevance and 
effectiveness of international human rights law in respect of the Chinese domestic 
reality. Scholars working on this challenge could be loosely divided into two camps: 
the realist and the constructivist.41 To simplify matters, the realists approach the 
behaviour of the state from an instrumental logic: the calculation of national interests, 
usually of a material nature, explaining the state’s (non-)compliance with international 
law; whereas for the constructivists, non-material factors, such as identity and ideas, 
are the key to behavioural changes: a socialization process in which the state 
understands, learns, and is persuaded in its efforts to internalize and comply with 
international norms.42 In the following sub-section, the answers provided by both 
camps will be reviewed, and the prospect of the Chinese courts implementing human 
rights will be discussed. Lastly, this section will focus on the necessity for a 
contextual approach to the problem that was raised.  
 
4.1 The debate on Chinese values and its effect on the process of socialization 
 
Socialization is defined as a “process of inducing actors into the norms and rules of a 
given community”.43 It leads state agents to endorse “the expected ways of thinking, 
feeling and acting”.44 So the preconditions for socialization are the existence of the 
community or the system and a set of “norms, values, attitudes, and behaviours” that 
are generally accepted and practised.45 Once the process of socialization starts, the 
newcomer (the state) firstly acquires the knowledge of what is socially acceptable and 
expected, which might or might not be in conflict with its interests or opinions; 
secondly, the state gradually internalizes this knowledge and voluntarily follows the 
logic of appropriateness that is subscribed by the community or the system.46 
 
The international human rights system is said to have an unusual normative appeal 
and legitimacy. Although the state may make concessions to international human 
rights law due to instrumental or strategic considerations at the initial stage, it is 
usually persuaded by and hence internalizes human rights norms over time. The 
“spiral model” advanced by Thomas Risse and Kathryn Sikkink47, and the three steps 
of human rights compliance put forward by Harold HongjuKoh48 all incorporate 

                                                                                                                                                                               
399–419. P 400-404.  
41RodaMushkat, 2011, “China's Compliance with International law: What Has Been Learned and the Gaps 
Remaining”, Pacific Rim Law & Policy Journal, Vol. 20, No. 1, p41-69.  
42 Ming Wan, 2001, Human Rights in Chinese Foreign Relations: Defining and Defending National Interests, 
University of Pennsylvania Press.  
43 Jeffrey Checkel, 2005, “International Institutions and Socialization in Europe: Introduction and Framework”, 
International Organization, Vol. 59, No. 4, p. 804.  
44 Alastair I. Johnston, 2008, Social States: China in International Institutions 1980-2000, Princeton, NJ: Princeton 
University Press, p. 20.  
45Ibid, p. 21. 
46 David Bearce and Stacy Bondanella, 2007, “Intergovernmental Organizations, Socialization, and Member-State 
Interest Convergence”, International Organization, Vol. 61, No. 4, pp. 703–33, 
47 Thomas Risse, Stephen C. Ropp and Kathryn Sikkink (eds), 1999, The Power of Human Rights: International 
Norms and Domestic Change, Cambridge University Press. 
48 H.H. Koh, 1997, “Why Do Nations Obey International Law?”, 106 Yale Law Journal 2599-2659 at 2655-2657. 
Also the H.H. Koh, 2004, “Jefferson Memorial Lecture: Transnational Legal Process after September 11th”, 22 
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socialization as the core process in achieving behavioural changes on the part of the 
state.  
 
From the perspective of socialization, then, the “Asian values debates” reflect the 
difficulty that emerges from the process of persuasion and the internalization of 
human rights norms.49 If the state considers its traditional value system to be superior 
or more suitable for its specific conditions than international human rights norms, 
then the process of socialization is unlikely to be a smooth one. In China, Legalism 
and Confucianism have long been the dominant value and moral systems.50 Legalism 
considers people to be fundamentally flawed, selfish and evil, and hence a system of 
stringent laws and harsh punishments should be established in order to maintain the 
governance of the rulers.51 This school of thought was especially welcomed by the 
first emperor Qin Shihuang who for the first time unified China in 221 BC.52 After 
the Qin dynasty, Confucianism took over from Legalism as the officially endorsed 
moral system and was laid down in the law codes; the dominant position of 
Confucianism has continued until now.53 
 
The essence of Confucianism is about varying roles of people in the family, in society 
and within the state,54 and the corresponding li, which is a moral code of conduct that 
is attached to those roles.55 According to Confucianism, once people internalize the li, 
behave accordingly, and fulfil their duties, a harmonious social order is automatically 
achieved. Thus, an individual is never isolated from the family and society, in other 
words the collective; and a person’s worth or status is determined by his/her 
contribution to the collective.56 In this sense, the concepts of individual rights and 
autonomy are foreign to Confucianism. In Western thinking,57 rights and autonomy 
are conceptualized as the protection of the individual against the tyranny of the state; 
whereas in Confucianism, a righteous individual is in perfect harmony with the 
state.58 

                                                                                                                                                                               
Berkeley Journal of International Law 337-354 at 339.  
49 See among others, Ghai, Y. (1995) “Asian Perspectives on Human Rights”, in T.H. Tang (ed.). Human Rights 
and International Relations in the Asia-Pacific Region, Pinter.Paltiel J.T., 1998, “Confucianism Contested: Human 
Rights and the Chinese Tradition in Contemporary Chinese Political Discourse”, in De Bary T. and Tu W.(eds),  
Confucianism and Human Rights, Columbia University Press, New York. De Bary T., 1998, Asian Values and 
Human Rights: A Confucian Communitarian Perspective, Harvard University Press, London.  
50 What I can offer here must be a very simplified account of Confucianism; for more detail see Daniel A Bell, 
2006, Beyond Liberal Democracy: Political Thinking for an East Asian Context, Princeton University Press. 
Daniel A Bell, 2007, Confucian Political Ethics, Princeton University Press. Daniel A Bell, 2008, China’s New 
Confucianism: Politics and Everyday Life in a Changing Society, Princeton University Press. 
51 Creel, H.G. 1953, The Totalitarianism of the Legalists: Chinese Thought from Confucius to Mao Tsê-tung. 
Chicago: The University of Chicago Press.  
52 Robert Weatherley, 1999, The Discourse of Human Rights in China: Historical and Ideological Perspectives, 

London: Macmillan Pres, p. 3.  
53 John C.H. Wu, 1967 “Chinese Legal and Political Philosophy,” in The Chinese Mind: Essentials of Chinese 
Philosophy and Culture, ed. Charles A. Moore, Honolulu: University of Hawaii Press, p. 343. 
54 There are five basic paired relationships: (1) emperor/minister; (2) father/son; (3) elder brother/younger brother; 
(4) husband/wife, and (5) friend/friend. See Robert Weatherley, The Discourse of Human Rights in China: 
Historical and Ideological Perspectives (London: Macmillan Press, 1999), p. 38.  
55 Randall Peerenboom, 1990, “Confucian Jurisprudence: Beyond Natural Law,” Asian Culture Quarterly 18: 12.  
56  Benjamin Schwartz, “The Primacy of Political Order in East Asian Societies: Some Preliminary 
Generalizations,” in Foundations and Limits of State Power in China, ed. Stuart R. Schram (London: School of 
Oriental and African Studies, 1987), pp. 1–10.  
57 The term “Western” in this chapter only means to faithfully replicate the scholarly discussion on Chinese value. 
The author of this dissertation does not hold such distinction between the Western and Chinese thinking on human 
rights.  
58 Y.P. Mei, “Status of the Individual in Social Thought and Practice,” in The Chinese Mind: Essentials of Chinese 
Philosophy and Culture, ed. Charles A. Moore, Honolulu: University of Hawaii Press. P327. 
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Following this line of thought, it becomes quite apparent why the Chinese state 
consistently ranks socio-economic security over civil and political rights:59 on the 
one hand, the individual contributes by fulfilling his/her social role in a way which 
secures his/her subsistence by the collective; on the other hand, it is immoral for 
individuals to question the roles that are assigned to them and the hierarchy that 
supervises the performance of these roles. Consequently, civil and political rights are 
not seen as essential. So picking up the elements in Chinese traditional values that 
correspond to international human rights norms, in Chinese Confucian philosophy the 
emphasis clearly lies on economic welfare and security, reflecting a thinking which is 
far ahead of the development of social citizenship in the West.60 Actually, the 
Chinese accentuation on economic welfare went as far as to legitimize popular 
uprisings in response to a ruler’s failure to protect and promote people’s livelihoods.61 
Again we see a contrast here: the main justification of rebellion in the West is to fight 
against the state’s tyranny.62 This divergent understanding of a regime’s political 
legitimacy as compared to the West is highly engraved in the minds of Chinese 
leaders and their subjects while directing their actions and responses to one other.  
 
The differences between the two distinct ways of conceiving public norms and values 
could well result in a deadlock. In the impasse, one side of the argument is that 
cultural diversity is fundamentally incompatible with universal human rights norms63, 
while the other side insists on the supremacy of universal standards over diverse 
socio-cultural environments.64 The treaty bodies have been evaluated as a brilliant 
instrument to carve out the middle path, which is not to engage in philosophical 
debates but to concentrate on specific harmful cultural practices. In other words, the 
potential deadlock (a philosophical as well as a political one) is transformed into 
focusing on the national difficulty in implementing universal human rights norms (a 
legal one).65 It is in such “constructive” interactions with the treaty bodies that China  
gradually becomes accustomed to and accepts international human rights norms.66 
 
China’s increasing “willingness to embrace the idea that global actors have a duty of 

                                                             
59Information Office of the State Council of the People’s Republic of China, 2004, “China’s Progress in Human 
Rights in 2004.” Beijing.  
60 Elizabeth J Perry, 2008, Chinese conceptions of “rights”: from Mencius to Mao – and now. Perspectives on 
Politics, 6(1), 37-50. P38-39. 
61 It is the Mandate of Heaven that rulers should act benevolently and provide for people’s livelihood. See 
Mencius. 1970. The Works of Mencius [Chinese and English]. Trans. James Legge. New York: Dover Publications. 
Book V, Part I, ch. 5, verse 6.  
62 Elizabeth J Perry, 2008, Chinese conceptions of “rights”: from Mencius to Mao – and now. Perspectives on 
Politics, 6(1), 37-50. P40. 
63Jack Donnelly (2003) Universal Human Rights in Theory and Practice Cornell. University Press; Rhoda Howard, 
1990, “Group Versus Individual Identity in the Debate on Human Rights” in AA An-Na'im and FM Deng (eds), 
Human Rights in Africa: Cross-Cultural Perspectives. Washington, DC: The Brookings Institutions. Anne 
Bayefsky, 1996, Cultural Sovereignty, Relativism, and International Human Rights: New Excuses for Old 
Strategies, 9 Ratio Juris 42, 42-59. 
64MakauMutua, 1996, The Ideology of Human Rights, 36 Virginia Journal of International Law 589; MakauMutua, 
1995, The Banjul Charter and the African Cultural Fingerprint: An Evaluation of the Language of Duties, 35 
Virginia Journal of International Law. 339; MakauMutua, 2001, Savages, Victims, and Saviors: The Metaphor of 
Human Rights, 42 Harvard International Law Journal 201. 
65 Michael K. Addo, 2010, Practice of United Nations Human Rights Treaty Bodies in the Reconciliation of 
Cultural Diversity with Universal Respect for Human Rights, Human Rights Quarterly, Volume 32, No. 3, pp. 
601-664.  
66 See Anne Kent. 2007. Beyond compliance: China, international organizations, and global security, Stanford: 
Stanford University. Introduction and Chapter five. 
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humanitarian care” 67  is also presented as a result of the socialization process. 
Adhering to the principle of “non-interference” and “state sovereignty”, China has for 
a long time rhetorically demonstrated its respect for state sovereignty as traditionally 
defined, accepting intervention only with the consent of the target state and when 
authorized by the UN Security Council, and linked to its preference for diplomacy 
over sanctions or force.68 Despite this rhetoric, China did join in in the authorization 
of military actions in Somalia and East Timor, and it has participated in numerous 
peace keeping operations.69 On the issue of Darfur and Myanmar, China even backed 
off from the position of non-interference that was originally adopted, and turned to 
use its influence via various diplomatic channels to persuade and pressure the 
Sudanese and Myanmar governments to cooperate with the United Nations.70 
 
To account for the impressive behavioural changes by the Chinese government, 
scholars argue that the process of socialization plays a key role. During the 1990s the 
Security Council voiced increasing concerns with regard to large-scale human rights 
violations and it hosted many discussions and debates on the promotion of 
humanitarian goals. In the 21st century the new concept of the Responsibility to 
Protect has been forcefully advocated. 71  China, experiencing all this, came to 
understand the supposedly appropriate positions to be taken in line with international 
human rights and humanitarian norms; it thus realized the need to adapt and refine its 
preferred position.72 The Western change in attitude, from a hostile to a friendly 
approach towards China has helped to induce “a dramatic identity change” on the part 
of that country, “from a defensive power of bitterness and insecurity to a confident 
ascending power aspiring to take more responsibility.”73 Although it is recognized 
that China has not wholeheartedly accepted the Responsibility to Protect 74, its 
understanding of the meaning and implications of State Sovereignty is undeniably 
expanding.75 
 
4.2 Realpolitik and rational choice 
 
Interestingly, as Ann Kent has put it, the “Asian values debates” is often interpreted as 
the “construct erected by authoritarian political leaders in the Asian region to fulfill 
various instrumental goals”. 76  Apparently, such interpretations see non-Western 

                                                             
67Rosemary Foot, 2010, “Human Rights and China’s International Relations”, in Shaun Breslin (ed.), Handbook of 
Chinese International Relations, Routledge. P83.  
68 Wuthnow, Joel, 2010, Discord andCollaborationinUNSecurityCouncil Negotiations: The Case of China, 
1971-2009. APSA 2010 Annual Meeting Paper. Available at SSRN: http://ssrn.com/abstract=1644673 
69Gill, B., 2007, Rising Star; China’s New Security Diplomacy, Washington, DC, Brookings. 
70Chengqiu Wu, 2010, “Sovereignty, Human Rights, and Responsibility: Changes in China’s Response to 
International Humanitarian Crises.” Journal of Chinese Political Science, vol. 15, no. 1, 71-97.  
71 International Commission on Intervention and State sovereignty, The Responsibility to Protect, December 2001, 
http://www.iciss.ca/report-en.asp.  
72 See Rosemary Foot, 2010, “Human Rights and China’s International Relations”, in Shaun Breslin (ed.), 
Handbook of Chinese International Relations, Routledge.  
73Chengqiu Wu, 2010, “Sovereignty, Human Rights, and Responsibility: Changes in China’s Response to 
International Humanitarian Crises.” Journal of Chinese Political Science, vol. 15, no. 1, 71-97. p. 91-92.  
74Sarah Teitt, 2009, “China and the Responsibility to Protect”, Global Responsibility to Protect, 1 (2). 
75Yongjin Zhang, 2008, Ambivalent Sovereignty: China and Re-Imagining the Westphalian Ideal, T. Jacobsen, C. 
Sampford and R. Thakur (eds), Re-envisioning Sovereignty: The End of Westphalia?,Ashgate. P. 101-115.  
76 Ann Kent, 2008, “Chinese Values and Human Rights”, in LeenaAvonius and Damien Kingsbury, eds., Human 
Rights in Asia: A Reassessment of the Asian Values Debate, New York, Palgrave Macmillan, pp. 83-98. P83. See 
also Kent, Ann. 1999. China, the United Nations and Human Rights: The Limits of Compliance. Philadelphia: 
University of Pennsylvania Press. P. 20-25. Tang, James. 1995. Human Rights and International Relations in the 
Asia-Pacific Region. London: Pinter.  
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conceptions of human rights as being based on purely rational calculations by the 
state. In this respect Kent’s analysis of the rise and fall of Chinese values in China’s 
foreign policy has a point.77 After Tiananmen in 1989, the government invoked 
Chinese values as a defence against international criticism in its first White Paper on 
human rights (November 1991).78 In that paper, Chinese values are said to prioritize 
“subsistence rights” and a communitarian conception of these rights over civil and 
political rights and the tradition of individualism. The Chinese state further employed 
a “Chinese theory of human rights” to stress the specific aspects of China as a 
diplomatic device to shield itself against criticism at the international level.  
 
Kent noted that in the period between 1991 and 1997 when the discourse on Chinese 
values was most lively, an unprecedented scale of the dismantling of the socialist 
social and economic system, infringing people’s economic and social rights, could 
also be observed. Western countries, in multiple venues, chose not to point out the 
ironic divergence between Chinese theory and practices but rather to accept the 
ideological East-West divide, because the market reforms that were being 
implemented in China were welcomed by Western states.79 As from 1997, due to the 
Asian financial crisis as Kent sees it, Asian countries themselves, including China, no 
longer stressed Asian values of human rights. The Chinese state opted for other 
strategies in the field of human rights: combining aggressive lobbying with tactical 
concessions to international human rights law (the ICCPR and ICESCR at that time) 
to prevent the adoption of inimical resolutions by the Commission on Human Rights, 
and conducting bilateral human rights dialogues with a handful of countries.80 Finally, 
from 2003 onwards, Chinese leaders have initiated a series of pro-welfare reforms to 
pacify rising social unrest in their own country; in this way the priority of economic 
and social rights gained new recognition once again.81 In retrospect, the conception 
of Chinese values had been used to “allow the country time to develop while 
maintaining its authoritarian political structure”.82 Similar explanations have been 
offered to account for China’s responses to human rights violations overseas, 
including the reasons why China has been attentive to the breach of civil rights in 
Darfur and the suppression of protests in Burma (the heightened international 
pressures to boycott the 2008 Beijing Olympics, an event where China certainly could 
not afford to fail). 
 
Not only have the realists offered different interpretations on distinct issues where the 
constructivists came up with explanations as mentioned above, they also present 
compelling accounts of China’s systematic engagement with international law in 
general and international human rights law in particular. The domestic economic, 
social and political developments in China in the past thirty years are identified as the 
decisive forces behind the new engagement with international human rights. First, in 
the 1980s, China signed and/or ratified seven different human rights treaties.83 This 
                                                             
77Ibid. 
78Information Office of the State Council of the PRC. 1991. Zhongyangwenxianchubanshe [Human Rights in 
China]. Beijing, November.  
79 Ann Kent, 2008, “Chinese Values and Human Rights”, in LeenaAvonius and Damien Kingsbury, eds., Human 
Rights in Asia: A Reassessment of the Asian Values Debate, New York, Palgrave Macmillan, pp. 85-90. 
80 Ibid, p. 88-91.  
81 Ibid, p. 91-95.  
82Ibid. p. 93. 
83 Genocide Convention (signed on July 20, 1949, ratification on April 18, 1983); Convention on the Status of 
Refugees (ratification on Sept. 24, 1982); Convention on the Status of Stateless Persons (ratification on Sept. 24, 
1982); Convention on Torture (signed on Dec. 12, 1986, ratification on Oct. 4, 1988); Convention on the 
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behavioural change of turning to international human rights law coincided with the 
initiation of the Reform and Opening-up Policy of Deng Xiaoping at the end of the 
1970s and the beginning of the 1980s. Finding that human rights had emerged as the 
inescapable policy issue in international relations, China, by signing and ratifying 
international human rights standards, tried to pacify the criticisms of its human rights 
record in the chaotic years of the Cultural Revolution and to attract greater 
international assistance and exchanges. Thus the human rights policy of China at that 
time was to create and maintain a peaceful international environment for the 
reorganization of society and the economy.84 As Kent points out, “the real beginning 
of its voluntary, as opposed to involuntary, participation in the human rights regime 
coincided with the commencement of China’s modernisation and with its formal 
repudiation of the excesses of the Cultural Revolution”.85 
 
However, Tiananmen in 1989 greatly changed the landscape. Western governments 
and NGOs began to heavily criticize human rights infringements by the Chinese 
authorities, and what had been achieved by Chinese diplomats in the field of human 
rights before 1989 had largely vanished overnight.86 It was through this event that 
China started to realize that “the matter of human rights in global diplomacy could not 
be wished away”.87 As Chinese leaders, especially Deng, could not accept a return to 
the status of seclusion, they started to take human rights seriously. On several 
occasions the then President Jiang Zemin and the then Premier Li Peng asked China’s 
human rights scholars to develop China’s own theories of human rights, so that 
coherent answers could be provided to Western accusations against the country’s 
human rights record.88 What followed were the first White Paper on human rights 
and the theory of Chinese values.89 The post-Tiananmen era also witnessed the 
principle of sovereignty and non-interference being greatly underlined. In an 
international conference on human rights in 1993, the former Vice-Foreign Minister, 
Liu Huaqiu, argued that to “wantonly accuse another country of abuse of human 
rights and impose human rights criteria of one’s own…is tantamount to an 
infringement upon the sovereignty” of the Chinese nation.90 He further added that 
interference in internal matters “could result in political instability and unrest” in 
China. Similarly, the former Chinese President, Jiang Zemin, expressed his strong 
resentment of foreign interference in internal matters in the name of human rights in 
numerous public statements.91 All these international efforts aimed to create an 
amenable international environment for the mass transformation of the old economic 
and social systems along the lines of building a “socialist market economy with 
                                                                                                                                                                               
Elimination of Apartheid (ratification on April 18, 1983); Convention on Elimination of Discrimination Against 
Women (signed on  July 17, 1980, ratification on Nov. 4, 1980); Convention on Racial Discrimination 
(ratification on Dec. 29, 1981).  
84 Allen Carlson, 2005, Unifying China, Integrating with the World: Securing Chinese Sovereignty in the Reform 
Era. Stanford: Stanford University Press. P154.  
85 Ann Kent, 1999, China, the United Nations and Human Rights: The Limits of Compliance, Philadelphia: 
University of Pennsylvania Press. P42.  
86 Rosemary Foot, 2008, “China and the Tiananmen Bloodshed of June 1989”, in Smith, S., Hadfield, A. and 
Dunne, T. (eds.) Foreign Policy: Theories, Actors, Cases, Oxford: Oxford University Press. P304-305. 
87Rosemary Foot, 2010, “Human Rights and China’s International Relations”, in Shaun Breslin (ed.), Handbook of 
Chinese International Relations, Routledge. P80.  
88Dong Yunhu, “Zhongguorenquanfazhan de yigezhongyaolichenbei” (An Important Milestone in China’s Human 
Rights Development), RenQuan [Human Rights], No. 1 (2002), p. 25. 
89 See the discussion above.  
90 Congressional-Executive Commission on China, Annual Report 2003, 108th Cong. 1st Sess., 2 October 2003, p. 
6. 
91 Bruce Gilley, 1998, Tiger on the Brink: Jiang Zemin and China’s New Elite (Berkeley: University of California 
Press. p. 209.  
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Chinese characteristics”.  
 
On the eve and in the wake of the new millennium, the human rights discourse seems 
to have taken root in China. On different occasions, Chinese leaders have 
demonstrated their willingness and intention to abide by international human rights 
values. For example, in 1998, as a tribute to the 50th anniversary of the Universal 
Declaration of Human Rights, China organized an International Symposium on World 
Human Rights Towards the 21st Century in Beijing.92 China also launched its first 
journal dedicated to human rights issues, Human rights, in 2002. The chairman of the 
National People’s Congress, Li Peng, said in a letter: “China respects the principle of 
universal human rights in the international community. China, on the basis of its 
national conditions, has always prioritized the safeguarding and promotion of people’s 
rights to subsistence and development and, at the same time, continued strengthening 
citizens’ economic, social and cultural rights as well as their political rights.”93 In 
March 2004, China also revised its Constitution, adding a line in Article 33, which 
reads: “the state respects and protects human rights.” A National Human Rights 
Action Plan was published in 2009.94 
 
Are all these an embracement of human rights at the discourse level, thereby marking 
China’s full internalization of international human rights in its practices? In an 
assessment of the massive domestic lawmaking in China since 1998, Wan identifies 
that the legislative trend in China ― moving away from the rule of man to more 
reliance on laws ― certainly has human rights implications. “However…China’s 
human rights legalization has evolved due to complex causes and in complex 
processes, much of which is initiated in China.”95 Among all the domestic factors, 
the economic reform and the desire of the CCP to rationalize governing practices by 
more references to laws are the most important.96 Also, China’s drastically different 
attitudes toward international trade laws and human rights laws most evidently 
demonstrate its instrumentalist, economics-driven approach to legal reform. Joining 
WTO has qualitative impacts on China’s civil and commercial law.97 As opposed to 
the obviously serious attention and efforts in harmonizing domestic laws with the 
WTO rules, “one finds precious little evidence of a connection between international 
and domestic human rights laws.”98 Thus, on the one hand one sees the discourse of 
human rights as generally uncontroversial and acceptable in China; on the other hand, 
the developments in domestic legislation incorporating human rights requirements are 
pretty much in conformity with the plans of the CCP.  
 
4.3 The role and the prospect of Chinese courts implementing ESCRs 
                                                             
92 China Daily October 21, 1998, p. 1.  
93 China Daily February 11, 2002, p. 1.   
94 National Human Rights Action Plan, 2009-2010, 
http://www.humanrights.cn/cn/dt/gnbb/t20090413_438873.htm 
95 Wan, Ming, 2007, “Human Rights Lawmaking in China: Domestic Politics, International Law, and International 
Politics”, Human Rights Quarterly, Volume 29, Number 3, pp. 727-753, P. 738.   
96 Many works that review past legal developments in China confirm the slight influence from the international 
level on the Chinese legislation on ESCRs issues. See among others: Zou, Keyuan. 2006, China's legal reform: 
towards the rule of law. Boston: MartinusNijhoff Publishers. Yu, Guanghua (ed), 2010, The Development of the 
Chinese Legal System. Change and Challenges, London and New York: Routledge.   
97 Esther Lam, 2009, China and the World Trade Organization: A Long March towards the Rule of Law, Austin: 
Wolters Kluwer Law & Business. Lo, Vai Io &Tian, Xiaowen, 2005, Law and investment in China: the legal and 
business environment after WTO accession. London; New York: RoutledgeCurzon.  
98 Wan, Ming, 2007, “Human Rights Lawmaking in China: Domestic Politics, International Law, and International 
Politics”, Human Rights Quarterly, Volume 29, No. 3, pp. 727-753, p.742.  
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Both the realists and the constructivists offer persuasive explanations for the 
phenomena that they respectively deal with. Indeed, the discussions and the debates 
between the realists and constructivists in explaining China’s engagement with 
international human rights law will surely continue. However, the implications 
following from the distinct positions regarding the realization of human rights on the 
ground are quite divergent. For the realists, international human rights is a matter of 
making foreign policies, which may at times vary to serve the changing domestic 
dynamics at play. For the realists, the connections between international human rights 
law and local realities are largely cut or sometimes mediated by considerations in 
diplomatic relations. Thus, the extent to which people’s human rights are realized is 
determined by various forces within the state; international human rights law does not 
exert any independent influences. For the constructivists, on the contrary, 
international human rights law itself has distinctive impacts on the realization of 
rights. Once human rights norms are internalized, they become a genuine concern of 
the state. In formulating and implementing the state’s policies concerning rights, 
international standards are turned into an important component, or maybe the leading 
principle.  
 
This review of the two positions points to the impression that the accounts following 
on from the constructivism are most satisfactory for the issues that only require 
cooperation and coordination among the top elites and while the ensuing agreement 
could be executed by just a few state organs. With regard to issues of the 
Comprehensive Test Ban Treaty and the Non-Proliferation Policy, changes in China’s 
attitude may well have resulted from the socializing effects of international 
institutions and the social rewards that they bring.99 But with respect to structural 
issues such as the realization of ESCRs across China, the realist account seems to be 
more insightful. Below, I will confirm this point by outlining the role and the 
prospects of Chinese courts implementing ESCRs.  
 
There are four levels of courts as seen in Figure 1.1 below. The Supreme People’s 
Court sits in Beijing as the highest judicial organ in the country. As a rule, the High 
People’s Courts are located in provincial capitals, while the Intermediate People’s 
Courts are in the prefectures. The Basic People’s Courts are at the bottom of the 
judicial hierarchy. “Over eighty percent of judicial personnel work in the Basic 
People’s Courts, which are generally under the administrative jurisdiction of an urban 
district or rural county”.100 The presidents of the courts are chosen by the People’s 
Congress at the same level; the vice-presidents and other judges by the corresponding 
People’s Congress Standing Committees. Notably, Chinese judges do not enjoy 
security of tenure. In this way, the courts are accountable to the People’s 
Congresses.101 
 
                                                             
99Xiaojun Li, 2010, “Social Rewards and Socialization Effects: An Alternative Explanation for the Motivation 
Behind China’s Participation in International Institutions”, Chinese Journal of International Politics, Volume 3, 
Issue 3, p. 347-377.  
100Peerenboom, Randall (2002). China's Long March Toward Rule of Law. Cambridge: Cambridge University 
Press. P283.  
101 Donald Clarke, 1996, “Power and Politics in the Chinese Court System: the Enforcement of Civil Judgments”, 
Columbia Journal of Asian Law 10, 1-92, p. 8-10. In fact, the People’s Congresses have long been known as the 
rubber stamp for the Party and the governments. See Kevin J. O'Brien, 1990, Reform without Liberalization: 
China's National People's Congress and the Politics of Institutional Change, New York: Cambridge University 
Press.  
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Figure 1.1 Levels of Chinese Courts and the Route for Appeals 

 
Source: Zhu, Jingwen (2007). Report on China Law Development: Database and 
Indicators  
(ZhongguoFaluFazhanBaogao). Beijing: Renmin University Press. P. 175. 
 
4.3.1 Legal constraints on the courts 
 
The Chinese Constitution is silent on the issue of the relationship between 
international law and domestic law. The general understanding in China is that 
“international treaties, even after ratification, accession or approval, do not 
automatically become part of national law and consequently do not automatically 
have domestic legal effect”.102 Notably, according to the “Legislation Law of the 
People’s Republic of China”, enacted in 2000, certain matters should be exclusively 
governed by the laws adopted by the National People’s Congress and its Standing 
Committee, including national sovereignty, criminal offences and punishment, the 
fundamental rights of citizens, expropriation of non-state assets, or matters that are 
related to the legal systems on civil affairs, finance, taxation, customs and trade, the 
judicial system and arbitration.103 In that light, in order to have binding effect most of 
the international human rights law that China has ratified still has to go through the 
procedure of being incorporated into domestic laws. At present, the explicit references 
to international treaties in the laws of China are mostly noticeable in the civil and 
commercial laws involving civil relations and disputes with “foreign elements”.104 
This development is consistent with the explanations offered above regarding China’s 
involvement with international laws. In such situations, it is no wonder that in their 
reasoning and judgments in domestic ESCR cases, the Chinese courts generally do 
                                                             
102Xue, Hanqin and Jin, Qian, 2009, “International Treaties in the Chinese Domestic Legal System”. Chinese 
Journal of International Law, Vol. 8, Issue 2, pp. 299-322. P300. Note that the author XueHanqin is now a Judge at 
the ICJ. http://www.icj-cij.org/court/index.php?p1=1&p2=2&p3=1&judge=170 
103Ibid, p. 302. 
104 Ibid, p. 302-305.  
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not cite international treaties and Treaty Bodies’ general comments and concluding 
observations.105 
 
In terms of China’s domestic human rights legislation, one important issue is that 
primary human rights provisions are found in the Constitution;106 yet the courts do 
not directly cite these Constitutional provisions.107 In other words, Chinese judges do 
not have the power to interpret the Constitution, and hence to decide on the 
constitutionality of laws. What is even more constraining is that in administrative 
litigation the courts can only review so-called “concrete administrative actions” but 
not “abstract administrative actions”. The latter term refers to regulations that are 
established by administrative agencies, which do not target specific individuals, 
whereas the former implies the application of administrative regulations in concrete 
cases.108 Consequently, Chinese judges are not institutionally well supported in being 
active in ESCR cases. This constrained role of the judiciary is actually better 
understood in light of the position of the courts in the broader political structure, 
which will be discussed below.  
 
4.3.2 Political and institutional constraints on the courts 
 
a. The position of the courts in the political structure 
 
China is a single-party state.109 The Chinese Communist Party (the CCP) is the only 
ruling party;110 it exercises effective leadership over state institutions through “the 
political line, direction and policies.”111 Organizationally, the CCP dominates the 
state through party committees that are parallel with the government institutions at 
every level and the party groups in every state organ, including the People’s 
Congresses and the distinct courts.112 These party groups are under the leadership of 
                                                             
105SanzhuanGuo, 2009, “Implementation of Human Rights Treaties by Chinese Courts: Problems and Prospects”, 
Chinese Journal of International Law, Volume8, Issue1, p. 161-179. P. 162-167.  
106 Chapter II of the Constitution provides for equality in law and equal protection before the law, freedom of 
religion, freedom of speech, peaceful assembly and association, and so on. In 2004, Article 33 was amended to 
declare that “the state respects and safeguards human rights”. The Constitution also includes the duties of citizens.  
107 The standardized legal sources that Chinese courts could cite do not include the Constitution. See the 
discussion in the SanzhuanGuo, “Implementation of Human Rights Treaties by Chinese Courts: Problems and 
Prospects”, p. 171. However, in a reply to the Superior Court of Shandong Province in the case of Qi Yuling, the 
Supreme People’s Court explicitly included the Right to Education in the Constitution. See Zuigaoren min fayuan 
guan yuyiqin fan xingmingquan de shouduanqin fan xianfabaohu de gong min shoujiaoyu de ji ben quan li 
shifouyingchengdan min shizeren de pi fu, [The Official Reply of the Supreme People’s Court on Whether there is 
Civil Liability for Infringements to a Citizen’s Basic Right to Receive Education Which is Protected under the 
Constitution by Means of Infringing upon His/Her Right to a Personal Name], Fashi 25 haosifajieshi, [No. 25 
[2001] of the Interpretations of the Supreme People’s Court of the People’s Republic of China] (promulgated by 
the Supreme Court of the People’s Republic of China, July 24, 2001, effective Aug. 13, 2001) 
This is widely regarded as a great expansion of judicial power, and this case is considered to be the first 
constitutional case in China. On December 18, 2008, however, the Supreme Court annulled twenty-seven judicial 
interpretations at once, including the above-mentioned reply. By this annulment, the so-called judicialization of the 
Constitution has met a premature death. For more in-depth analysis and comments, see ShenKui, 2003, Is it the 
Beginning of the Era of the Rule of the Constitution? Reinterpreting China's “First Constitutional Case”, Pacific 
Rim Law & Policy Journal, Vol.12, 199-231. Chris X Lin, 2003, “A Quiet Revolution: An Overview of China's 
Judicial Reform”, 4 Asian Pacific Law and Policy Journal 255. Zhiwei Tong, 2010, A Comment on the Rise and 
Fall of the Supreme People's Court's Reply to Qi Yuling's Case, 43 Suffolk University Law Review 101.  
108Article 11 of the Administrative Litigation Law of the PRC. 
109 See The Constitution of People’s Republic of China, Preamble.  
110Ibid. See also June Teufel Dreyer, ed. 2010, China's Political System: Modernization and Tradition 7th ed. New 
York, NY: Longman.  
111 Randall Peerenboom, 2002, China's Long March toward Rule of Law, Cambridge University Press. P. 202-204.  
112ZhengYongnian, 2010, The Chinese Communist Party As Organizational Emperor: Culture, Reproduction, And 
Transformation. Routledge. Also see chapter five for a more detailed discussion.   
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the party committee at the same level, which is guided by the party committee at the 
next level upwards.113 The leading officials (and in fact every Judge) in the state 
organs are generally party members, and hence they are required to abide by the 
policies, orders, and directives from the party committee.114 The leader of the party 
committee is the party secretary.  
 
The political legal committee (the PLC) is the major mechanism within each local 
party committee to oversee judicial activity. It usually includes the deputy party 
secretary in charge of political-legal matters, the presidents of the court and the 
procuratorate, and the heads of various ministries or bureaus, including public security, 
state security, justice, civil affairs, and supervision.115 Theoretically, the CCP could 
intervene in the daily work of the courts directly through the PLC, but in practice the 
PLC deals mainly with “difficult and complicated” cases.116 It also works as a 
coordination mechanism to orchestrate interactions between the different branches of 
the judiciary: the procuratorate, the court, and the public-security bureau 
(gongjianfa).117 In this respect, the courts in China are not courts as understood in 
other contexts. They can be better considered as tools or mechanisms of the state to 
resolve disputes and a component of the governing repertoires that are at the disposal 
of the CCP.118 
 
The direct consequence of this power structure in respect of the courts is their limited 
and subordinate role. Whenever there are significant, complicated and sensitive cases 
with far-reaching implications, the courts will generally be directed by or will 
resortdirectly to the local party committee or the government for solutions.119 Even 
more bluntly, the party committees and governments sometimes give instructions to 
the courts, requiring them not to accept certain categories of cases. For instance, one 
local court was “instructed not to hear any disputes related to the reorganization of 
state-owned enterprises in the region.”120 Strikingly, the Supreme People’s Court 
issued an opinion in 2005 stating that the courts should not decide on housing 
demolition compensation in civil litigation.121 In 2008, the Sanlu Group, the biggest 
                                                             
113Ibid. 
114Ibid. 
115 Randall Peerenboom, 2002, China's Long March toward Rule of Law, Cambridge University Press. P302.  
116 It is widely believed that the CCP lacks the capacity to step in in every case, and especially the case loads are 
dramatically increasing. See Stern, Rachel E. 2010, On the Frontlines: Making Decisions in Chinese Civil 
Environmental Lawsuits. Law & Policy, Vol. 32, Issue 1, pp. 79-103.  
117 Andrea J. Worden, 2009, “A Fair Game”? Of Law and Politics in China, and the “Sensitive” Case of 
Democracy Activist Yang Jianli, 40 Georgetown Journal of International Law 447.  
118 However, this is not to say that the Chinese courts do not have any degree of independence. In fact, “The extent 
of independence depends on many factors, including the type of case, level of court and region.” See Randall 
Peerenboom (ed.) 2010, Judicial Independence in China Lessons: for Global Rule of Law Promotion, Cambridge 
University Press. 
119 He, Xin, 2007, “Why Do They Not Take on the Disputes? Politics, Power, and Law in the Decision-making 
Process of Chinese Courts,” International Journal of Law in Context 3 (3): 15–38.  
120 HE, X., 2009, “Court Finance and Court Responses to Judicial Reforms: A Tale of Two Chinese Courts”. Law 
& Policy, 31: 463–486. P. 473. Human Rights Watch has provided another interesting example: according to a 
professional guide on Case filing procedures, “The merits of the case by the Courts must be measured against two 
criteria: (1) legal criteria: whether it falls within the scope of laws and regulations … (2) political criteria: 
concerning questions that involve national defence, foreign relations, state interest and other matters that go 
beyond the scope of the power of the judiciary and are not suitable to be adjudicated by the courts, the cases 
should not be accepted. This is dictated by the place of the courts (….) in the political system.” Huang Lirong, 
“Legal Theory Considerations on the Standards of Case Filing in Civil Litigation,” Case-filing Office of the 
Supreme People’s Court, ed., Guide on Case-Filing, Beijing: People’s Court Publishing House, November 2004 
(China Trial Guide series). See Human Rights Watch, "Walking on Thin Ice", fn. 50, p. 21, 
http://www.hrw.org/reports/2008/china0408/5.htm.  
121 At that time, the issue of housing demolition received wide attention due to the mass land acquirement by the 
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dairy producer in China, was accused of producing toxic milk powder which led to 
illness among more than 1000 babies.122 Stunningly, the court in Xinhua District of 
Shijiazhuang City, where the company was located, declined all the cases filed by the 
victims, because the government’s compensation plan is currently underway.123 Not 
only are the courts and their judges instructed not to hear certain cases, they  
themselves generally evade cases that are legally ambiguous, cases with little hope of 
executing the judgment, cases in which effective remedies are difficult to find and 
cases with profound social and economic implications. This has been identified as a 
nationwide pattern.124 
 
b. Financing the courts 
 
As indicated above, the local court is regarded as a part of the local government. It is 
also the local government that finances the operation of the court.125 The Interim 
Measures on the People’s Courts’ Finances make it clear that the funds for the courts 
are mainly from the budgetary revenue of governments at the same administrative 
level.126 The Measures further allow for administrative income for the courts, which 
mainly come from the “litigation fees and judicial fines charged or imposed on 
relevant plaintiffs and defendants”.127 These two sources of revenue are to cover the 
costs of the courts. As expected, the level of local economic development determines 
the fiscal revenue of local governments, and the funding level of the courts.  
 
This financial arrangement has profound implications for the behavioural patterns of 
the courts. First, in Administrative Litigation, they are generally inclined to protect the 
local government concerned. In many cases against governments, “a strong legal 
argument is indispensable, but even compelling evidence can fail to produce a 
favorable verdict”.128 In the public’s perception, judges do not differ in any way from 
other government officials and, according to one source, many people “deemed 
judges to be incompetent, unfair or controlled by administrative agencies and the 
Party.”129 These inherent problems in administrative litigation drive people away 
from the courts and persuade them to petition (xinfang) the governments at higher 
levels.130 
                                                                                                                                                                               
local governments. The Supreme People’s Court, 2005, “Guangyudangshiren da 
buchengchaiqianbuchanganzhixieyijiubuchanganzhizhengyitiqiminshisusongrenminfayuangyinfoshouliwenti de 
pifu” [‘The Response to Whether the People’s Courts Shall Hear the Disputes on Housing Demolition 
Compensation Which Filed through Civil Procedure’], issued on 11 August 2005. 
122 BBC, Toxic milk toll rockets in China, 15 September 2008, http://news.bbc.co.uk/2/hi/7616346.stm 
123 Court declines all the Sanlu cases, replying that orders come from the above. (法院回复所有三鹿奶粉索赔不

立案称接上级指示), Oct. 31 2008, http://news.ifeng.com/mainland/200810/1031_17_856679.shtml . 
124Peerenboom, Randall, and He Xin, (2009), “Dispute Resolution in China: Patterns, Causes and Prognosis,” East 
Asia Law Review, Vol. 4, Spring2009, pp. 1-61.  
125  Zhu, Jingwen (ed). 2007, Zhongguofalüfazhanpaogao (1979–2004) [China Legal Development Report 
(1979–2004)]. Beijing: China Renmin University Press.  
126 The Ministry of Finance and the Supreme People’s Court of China, 2007, The Interim Measures on the 
People’s Courts’ Finances, 2001, issued on 28 November 2001.   
127 HE, X., 2009, “Court Finance and Court Responses to Judicial Reforms: A Tale of Two Chinese Courts”. Law 
& Policy, 31: 463–486. P465.  
128 Kevin J. O'Brien and Lianjiang Li, 2004, “Suing the Local State: Administrative Litigation in Rural China”, 
The China Journal, No. 51, pp. 75-96. P93.  
129Veron Mei-Ying Hung, 2001, “Administrative Litigation and Court Reform in the People's Republic of China",  
Ph.D. dissertation, Stanford Law School. Cited from Kevin J. O'Brien and Lianjiang Li, 2004, “Suing the Local 
State: Administrative Litigation in Rural China”, The China Journal, No. 51, pp. 75-96. P93. 
130 Carl F. Minzner,2006, “Xinfang: An Alternative to Formal Chinese Legal Institutions”, Stanford Journal of 
International Law 42: 103-179. E. Pils, 2005, “Land Disputes, Rights Assertion and Social Unrest in China: A Case 
from Sichuan”, 19 Columbia Journal of Asian Law 236.  
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Moreover, many practices by the courts are driven by local protectionism. As local 
economic performance, government revenue and the budget of the courts are all 
largely dependent on the tax revenue collected from local economic actors, the courts 
tend to be protective towards these local actors in relevant law suits, especially in 
cases that are filed by plaintiffs from other localities.131 This partial attitude of the 
courts appears to manifest itself during the filing of cases, sentencing and the 
execution of judgments; it has severely hampered the development of a national 
market.132 
 
Third, this financial arrangement also results in the court’s abnormal incentive for the 
collection of administrative income. Often the local government cannot afford the full 
costs of the court. For example, in more than half of the counties in Shanxi province 
the courts had to delay salary payments to their staff.133 In another province (Jiangxi 
province), this shortfall reached 78%.134 In such situations, the courts have to collect 
money for their ordinary functioning. It is not unusual that the administrative income 
collected by the court constitutes the bulk of its revenue. He Xin reported that this 
fiscal incentive drove the court to “attract potential litigants to file certain lawsuits, 
even though it cannot effectively handle them”.135 Certainly this behaviour is widely 
shared.136 
 
5. A contextual approach to the research question 
 
The discussion has so far shown that in the areas where full compliance with 
international human rights obligations requires a structural transformation of the state 
and society, the Chinese government invariantly attaches priority to its interests and, 
at best, if it does not ignore human rights, it simply accommodates the 
implementation of its human rights obligations in its own agenda. Under such 
circumstances, it seems neither effective nor realistic to explore the opportunities to 
implement human rights standards in a top-down fashion. Instead, a contextual 
approach appears to be reasonably rewarding.  
 
As suggested by the debate on the “crisis in human rights”, which is manifested both 
by the failures of current mechanisms to overcome “structural non-implementation [of 
human rights] in societies and communities”137 and “the declining importance of 
                                                             
131 Liu Zuoxiang;A Criticism of Judicial Local Protectionism in China[J];Cass Journal of Law;2003-01. 8, (中国

司法地方保护主义之批判——兼论“司法权国家化”的司法改革思路).   
132 This problem is acute in the protection of intellectual property rights in China. For example, Xunlei, a provider 
of software that specializes in downloading, was accused of illegally providing users with copyrighted feature 
films. The court of Nanshan District where the Xunlei Company is located was said to have intentionally 
prolonged the judicial process and to have delivered a light sentence. See Henan Legal Daily, “The protection of 
intellectual property rights should be cautious to local protectionism”, May 25, 2010, 
http://it.people.com.cn/GB/42891/42895/11687436.html 
133 Guan, Lingshu, 2004, “Guangyufayuanjiangfeibaozhangwenti de diaochayusikao [An Analysis on Judicial 
Budget],” Sifaxingzhenggongzhuotongxun [Juridicature Herald] 2: 14–15  
134 Xue, Jiangwu, and Zhang Yongling, 2001, “Fayuanjingfeibaozhangwenti de fengxiyusikao: Jiangxi 
fayuanjingfeibaozhangqingkuangdiaozhabaogao [An Analysis of the Judicial Budget: An Investigative Report 
from the Courts in Jiangxi],” Renmingsifa [The People’s Judiciary] 8: 37–40.  
135 HE, X., 2009, “Court Finance and Court Responses to Judicial Reforms: A Tale of Two Chinese Courts”. Law 
& Policy, 31: 463–486. 
136Liao, Yong’an and Li Shenggang, 2005, “Woguominshisusongfeiyongzhiduziyunxingxianzhuang [The Current 
Operational Status of the System of Civil Litigation Fees in China],” Zhongwaifaxu [Peking University Law 
Journal] 3: 304–27. 
137 Bas de GaayFortman, 2011, Political Economy of Human Rights: Rights, Realities and Realization, Routledge. 

http://it.people.com.cn/GB/42891/42895/11687436.html
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human rights on the agendas of major state actors, international civil society and the 
public at large”,138 the contemporary struggle of human rights is primarily about 
narrowing the distance between ideals and realities. According to De GaayFortman, 
one could start from “standards set internationally[,] coupled with mechanisms for 
supervision[,] downward towards people’s daily lives”139, the downstream approach. 
One could also begin with rights holders and the predicaments that they experience 
when trying to acquire the fundamental freedoms and basic entitlements inherent in 
their basic human dignity, upward towards responsible duty bearers, the upstream or a 
contextual approach.140 
 
What does it entail when a contextual approach is employed to answer the research 
questions? First, internationally recognized human rights standards are used to 
elucidate the content of an equal opportunity to obtain quality compulsory education. 
In this way, the role of the state in the education system and people’s basic entitlement 
are clarified. Second, with the benchmark having been established, a picture of the 
actual deprivation of rural children’s entitlement to quality education could be 
presented. Third, departing from the predicament experienced by rural children and 
their families, the constraints that bind them in such a dilemma will be identified. 
Fourth, to address these disabling conditions, certain questions will be examined, such 
as how these constraints are generated, who is responsible for the spawning of these 
constraints, who has the obligation to eliminate these constraints, how could other 
parties assist the duty bearers in dealing with these problems. In a nutshell, the 
distinctive emphasis of the contextual approach is twofold: the localized 
understanding of human rights realities on the ground and the perception of human 
rights not only as a legal instrument (the tenet of the downstream approach) but more 
importantly as normative discourse which has the effect of legitimating and 
supporting a variety of contextualized and indigenous human rights struggles or 
strategies.  
 
The contextual approach advocates a localized understanding of rights as the function 
reality on the ground. Nonetheless, a framework is needed to capture the essential 
elements in the ecology of societies and communities. In light of the specifics of 
China and the institutional arrangement of compulsory education, this research 
constructs a theoretical framework to “unpack the state”.141 The central tenet of the 
framework is that the state is made up of various players. These key actors, being 
guided by their divergent interests, preferences and time horizons, interact at different 
stages and in arenas that are characterized by distinct “rules of the game” to achieve 
consensus and compromises regarding what actions the state should take and how 
they are to be implemented.  
 
As opposed to the downstream approach that focuses on whether a state party has 
adopted certain measures to promote human rights and whether a progressive 
realization of human rights has thereby resulted, this research can be considered 
valuable in opening the “black box” of the decision-making process of a state party 
that produces state actions and to assess to what extent the characteristics of rules and 

                                                                                                                                                                               
P13.   
138Ibid, p. 3. 
139Ibid, p. 11. 
140Ibid, p. 13. 
141 See Chapter 2 for the theoretical framework of this research.  
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the attributes of key actors in the processes of decision-making and implementation 
have the necessary qualities to accommodate the needs of human rights.142 It is the 
belief of the author that by acquiring knowledge of the decision-making process 
within the state, human rights advocates could actually pinpoint and apply their 
capacities and resources to the most binding constraints towards the meaningful 
realization of human rights, the constraints that do not usually reveal themselves in a 
direct, clear and apparent way but somehow have their adverse impacts on reality 
intricately, obscurely and even unexpectedly.   
 
6. Indicators and the selection of case studies 
 
In an effort to assess the state’s progress in achieving equal opportunity to quality 
education in rural areas, the challenge lies precisely in the operationalization of that 
conception. The indicator(s) used must not only embody the meanings of equality of 
opportunity and quality of education, but also manifest the political and economic 
implications of the provision of education for the state party. Paragraph 35 of the 
General Comment on Article 13143 provides a useful clue, in which the spending 
policies of a state party are singled out as potential causes leading to discrimination in 
an individual’s entitlement to education. Based on the following considerations, this 
study then adopts per-student spending as an indicator to map the state’s effort in 
realizing an equal opportunity to obtain quality education.  
 
First, financial investment in education matters a great deal as far as educational 
quality is concerned. Most current efforts approach the quality of education through 
indicators that are grouped as context, input, process and outcome.144 It is fairly 
evident that solid fiscal support from the state is the indispensable aspect which 
underpins the learning process, although there is a recent strain of thought that 
disassociates the link between financial input and education outcome.145 
 
Second, per-student spending by the government could forcefully demonstrate the 
inequality of opportunity in accessing quality education among various categories of 
students. Again it is apparent that the fiscal resources that are available to students 
largely determine the amount of education that they can obtain. Thus, if the indicator 
of per-student spending shows a pattern that correlates with prohibited grounds of 
discrimination and could not be accounted for by the different costs of providing the 
same amount of education across localities, we could reach the conclusion that the 
state does not ensure equality in its public education system.  
 
Third, differential spending among groups of students is directly connected to the 
political and economic interests that are at play in the policy process within the 
education sector. Arguably education finance is essentially redistributive and “at the 
heart of a political question”.146 Compared to other factors, such as family settings, 
                                                             
142Ibid. 
143 It says that “Sharp disparities in spending policies that result in differing qualities of education for persons 
residing in different geographic locations may constitute discrimination under the Covenant.” 
144 Robin Alexander, 2008, Education for All, The Quality Imperative and the Problem of Pedagogy, Institute of 
Education, University of London. This working paper provides a comprehensive review of the indicators that are 
currently used to evaluate the quality of education.  
145 This discussion mainly occurs in the school finance litigation in the context of the USA. For more information, 
see Chapter 3.  
146 Ben W. Ansell, 2010, From the Ballot to the Blackboard: The Redistributive Political Economy of Education, 
Cambridge University Press. P. 10. 
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the cultural context and curricula designs, which also influence the quality of 
education, the spending policy of the state provides a better tool to mirror the 
contentions and struggles that surround the decisions on resource allocations by the 
policy process. The indicator of per-student spending thus effectively fits the aim of 
this study, which is to understand the political economy of compulsory education in 
rural China.   
 
Per-student spending is an indicator of educational inputs. It would be ideal to have 
alternative sets of data as supplements, for example, the indicators of educational 
outcome. However, data on the academic achievement of students are not readily 
available. Meanwhile, due to financial and human resource constraints, it is not 
possible for the author to collect such data. This should be recognized as one 
limitation of this research.   
 
6.1 The Chinese polity 
 
This research adopts the indicator of per-student spending to operationalize the 
conception of an equal opportunity to access quality education. In investigating the 
factors that account for the rural-urban education inequality, namely the unequal 
spending between rural and urban students, this research has to examine the fiscal 
basis and the decision-making process of resource allocation by local governments.147 
Before narrowing down our attention to local governments, let us first look at the 
overall structure of the Chinese state.  
 
The Chinese polity is a unitary system, one in which only the central government has 
sovereignty. However, given the size of the country, its administrative structure is 
divided into several hierarchical entities. Figure 1.2 shows the typical skeleton of the 
contemporary Chinese government structure.148 A county and a district are both 
under the management of the prefecture. A district is usually the urban core of a 
prefecture, and is therefore a highly urban-oriented level of government. A county 
runs in the opposite direction: its jurisdiction is predominantly over rural areas. In 
China, rural areas generally refer to townships and villages. This is to say, within a 
county, there are both urban and rural areas. The county seat is designated as an urban 
area. The remainder of the county is considered to be a rural area.  
 

Figure 1.2 The administrative structure of the Chinese state 

                                                             
147 See chapter 2 for the theoretical framework of this research.  
148 Two things should be noted. First, a village is not officially considered as a level of government in China. 
Nonetheless, the village serves as an important governance function. Second, the actual structure of the Chinese 
state is more complicated than shown in Figure 1.2. For instance, there are four municipalities that are under the 
direct control of the central government, including Beijing, Tianjin, Shanghai, and Chongqing. Nonetheless, the 
structure demonstrated by Figure 1.2 captures the main structure of the Chinese state and hence is adequate for the 
discussion in this research.  
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For the issue of compulsory education in rural areas, the county governments deserve 
close examination. This is because county governments have been entrusted with the 
main responsibility for rural compulsory education since 2002.149 Second and more 
importantly, it is the position of the county in rural governance that makes it the centre 
of this research. Clearly the issue of the provision of compulsory education, a 
category of public goods provided by governments, is embedded in the political and 
economic framework of rural governance in China. And the county government, 
according to Xu Yong, exactly occupies the position of “the tail of the city but the 
head of the rural area”.150 Being the head of the rural area, the county level is charged 
with responsibility for dealing with agricultural, rural and peasant issues, the so-called 
sannong problems.151 As China is predominantly an agricultural country, and the 
majority of people still live in rural areas, the task of governing the majority of the 
population still falls under the county governments.152 
 
The county system (xianzhi) has been the cornerstone of the Chinese government and 

                                                             
149 See Chapter 4.  
150  “Chengshi de wei, nongcun de tou”. Xu Yong, “Xianzhen, xiangpai, cunzhi: xiangchunzhili de 
jiegouxingzhuanhuan” (State administration at the county level, turning township into a filed office of the county, 
village self-governance: a structural transformation of village governance), Jiangsu shehuikexue (Jiangsu Social 
Sciences) (2002), No. 2, pp. 27–30; Xu Yong, “Xiangcunzhilijiegougaige de zouxiang” (The trend of reforming the 
structure of village governance), Zhanlueyuguanli (Strategy and Management) (2003), No. 4, pp. 90–97.   
151PuXingzu, Zhonghuarenmingongheguozhengzhizhidu (The Political System of the PRC) (Shanghai: Shanghai 
renminchubanshe, 1999), pp. 400–401; BaoJingsheng, Dangdaizhongguoxianzhenggaigeyanjiu, p. 111.Foer an 
overview of sannong problems, see He Xuefeng, Shenmenongcun, shenmewenti (Which rural areas? What 
Problems?) (Beijing: Faluchubanshe, 2008). 
152 To complicate the situation further, the nature of county governments’ tasks is now less purely rural as the 
rapid urbanization process unfolds in China. Currently county governments not only have to manage the sannong 
problems, a task that they have not yet accomplished, but they also have to learn to manage urban growth. 
Moreover, the intricacy between the concomitant management of rural and urban development could be expected 
to cause more headaches for county leaders.  
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politics for over two thousand years.153 The number of county jurisdictions that were 
established by different dynasties throughout the history of China has been 
consistently over one thousand.154 And many counties have continued to exist over 
centuries without little changes to the names and even to the territories.155 Equally 
noticeable as the long existence of the county system is the stable functions they 
assume in state administration. In the words of Chu Tung-tsu, counties “were the units 
of local government that actually carried out administration and dealt directly with the 
people”;156 governments at the higher levels were administration layers in charge of 
the personnel affairs.157 And this kind of arrangement largely continues in the era of 
the People’s Republic of China. On the authority of county government, according to 
Professor Du Gangjian of the State School of Administration, “except for foreign 
affairs, military, and national defence, there is virtually no difference between the 
power that [county leaders] have and the power of the centre”.158 
 
6.2 Case selection and interviews 
 
This research has chosen three counties in Fujian Province as case studies for the 
purpose of illustration of arguments made in this dissertation. The criterion for such 
choices is mainly whether the author has access to reliable data. The statistical data 
related to the fiscal situation of a county government has been classified as a state 
secret since 2002, as required by the Law on Secrecy of the People’s Republic of 
China. Thus, one has to visit the county in person in order to have access to the 
information on county finances. However, since the situation of county finances is 
termed as a state secret, county officials are generally reluctant to share relevant 
information with an outsider. Another reason that makes access to the actual status of 
county finances even more difficult is that there exist many illegal or irregular 
practices in the field of public finance at the county level. As expected, county 
officials will not talk about these to someone that they do not trust.  
 
Due to these sensitivities, the author had to rely on personal connections to build 
mutual trust with county officials. Fujian province is the place from where the author 
originates. Meanwhile, I graduated from a police university. Many of the author’s 
alumni work as high-ranking police officers at county level in Fujian province. The 

                                                             
153 Zhou Zhenhe, Zhongguo defang xingzhengzhidushi (A history of the local administrative institutions of China) 
(Shanghai: Shanghai renminchubanshe, 2005), pp. 9–37; Hua Wei, ‘Xianzhi: xiangtuzhongguo de xingzhengjichu’, 
Zhanlueyuguanli (Strategy and Management) (2001), No. 6, pp. 54–64.   
154 Wei Guangqi, Guanzhiyuzizhi: ershishijishangbanqi de zhongguoxianzhi (Bureaucratic governance or self- 
governance: the county system of China in the first half of the 20th century) (Beijing: Shangwuyinshuguan, 2004), 
p. 10; GeJunxiong’s forward to Zhang Chungen, Xian yulun (On the county) (Beijing, 
ZhongguoWenlianchubanshe, 1999), quoted in Hua Wei, “Xianzhi, xiangtuzhongguo de jichu”, p. 57. 
155 Of the 72 counties of Hubei in the mid 1970s, 17 could trace their history to West Han, 28 to the period of the 
Three Kingdom or the South and North Dynasties period, eight to Tang or Sui Dynasties, and five to Song. In total, 
41 of the 72 counties in mid 1970s had a history of over 1,000 years. Only one-sixth of these counties had a history 
shorter than Hubei province, which was established in 1664. See TianShuisheng, LuoHui and Zeng Wei, 
Zhongguoxingzhengquhuagailun (An analysis of China’s governing system) (Beijing: Beijing daxuechubanshe, 
2005), p. 78.  
156Chu Tung-tsu, Local Government in China under Ching (Cambridge and London: Harvard University Press, 
1962), p. xi. 
157Ibid, p. 15.  
158Dong, Xueqing, Heping Zhang, and Zeyuan Zhang. 2005. “Xianweishujicaifanglu [Record of Interviews with 
County Party Secretaries].” Liaowang News Weekly, http://news.sohu.com/20051107/n227428593.shtml.  
Professor Zhu Guanglei has also characterized the uniformity of central and local power structures. See Zhu 
Guanglei, Dangdaizhongguozhengfuguocheng (Government Process in Contemporary China) (Tianjin: Tianjin 
renminchubanshe, revised edition, 2002), pp. 53–54.  
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author then took advantage of this relationship to reach out to potential interviewees. 
Still, many requests were turned down due to the sensitive issues that were being 
inquired into. Finally and fortunately, the author managed to establish trustworthy 
connections with relevant officials in five counties of Fujian province, provided that 
these officials and the name of the counties remain anonymous. Thus, it should be 
stated clearly right from the outset that the counties that have been selected as 
fieldwork sites are not claimed to be a truly representative or typical Chinese county.  
 
Among the five counties to which the author had access, I specifically chose three 
counties that varied noticeably from each other in terms of fiscal capacity. With 
different fiscal capacities, counties are likely to react differently to spending on rural 
compulsory education. It is the intention of this research to document the common 
features and differences of the reactions of the three counties. In this semi-structured 
comparison, the author hopes to shed more light on the underlying root causes that 
lead to inequality between rural-urban educational spending. Below, one can find 
general information about the three counties.  
 
All three counties are governed by the same prefecture. County A is located in the 
inland part of the prefecture and is a typical agricultural county. There are not many 
enterprises in most of the region of County A except for the county seat. The 
fieldwork in County A was conducted in March 2009. County B is also an inland 
county. It differs from County A in that County B used to host several big state-owned 
enterprises in the 1990s. Although these state-owned enterprises had become bankrupt 
by the end of the1990s, some of the private enterprises that were set up to serve as an 
auxiliary to these state-owned enterprises are still operating. The fieldwork in County 
B was conducted in July 2008. County C is the most industrialized among the three. It 
is located along the coast. Due to its geographical advantage, it has attracted many 
overseas investors. The enterprises are scattered across the whole county. The 
fieldwork in County C was conducted in April 2009. Table 1.2 gives an overview of 
the socio-economic situation of the three counties.159 
 
Table 1.2 the socio-economic situation of the three counties in 2008 (Unit: 100 
million Yuan) 
 GDP Population(rural/urban) Fiscal 

revenue 
Fiscal expenditure 

County A 23.20 121234 /37092   1.197 2.97 
County B 35.83 115650 /56001 2.490 4.13 
County C 91.75 256607 /93371   7.127 10.42 

Source: calculated by the author from the materials collected during the fieldwork  
 
As can be seen, the three counties’ economic performances are considerably different 
from each other. Officially, the three counties all have their urban (county seat) and 
rural parts (townships and villages). Nonetheless, County A could be seen as 
predominantly rural, whereas County C has high rates of industrialization, a sign of its 
urbanism. County B lies somewhere in between. By comparing across counties and 
within counties, it is then possible to appreciate the magnitude of the rural-urban 
educational inequality.  
 

                                                             
159 More detailed information can be found in Chapters 7 and 8.  
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With the three counties as fieldwork sites, this research is primarily based on 
qualitative research methods, especially qualitative case studies based on available 
data and interviews. This method enables the author to understand the status quo of 
current Chinese intergovernmental fiscal relationships and to describe how the local 
governments behave in the current financial system. There are a number of specific 
reasons for using qualitative techniques. First, much of the decision-making on the 
financial aspect of rural compulsory education is informal and undocumented. Further, 
some of the local governments’ behaviour might skirt the rules and circumvent the 
formal mechanisms. Qualitative interviews with an open-ended format seem to be the 
best approach to collecting data. It makes it easier for interviewees to talk about those 
aspects of the problem with which they are familiar and in a way that is most 
comfortable for them.  
 
The author first asked the interviewees about the basic financial conditions of the 
counties they worked in and if they had seen any problems there. Later in the 
interview, the author asked them to describe their experiences with rural compulsory 
education, if they had any. The author always started with questions that the 
interviewee could answer easily and then proceeded to more difficult or sensitive 
topics. If interviewees found the themes to be too sensitive, the author returned to 
issues of less sensitivity. Another approach to dealing with sensitive questions was to 
ask interviewees not about their own jurisdictions or actions they had taken, but if 
they knew of cases that they did not personally experience. It seemed to be more 
comfortable for interviewees to talk about other people and other locations than their 
own, especially if this concerned illegal or irregular practices by public financial 
management. At the end of the interview, the author offered to run through the 
interview transcripts with the interviewees and to allow them to edit out anything they 
did not wish to be associated with. Because some of what the interviewees revealed 
about local governments was not strictly legal or without formal approval, the author 
consequently made efforts to ensure that the interviewees were free to say as much or 
as little as they wished. The author protected all interviewees and their jurisdictions 
by not asking for personal information and not including the names of sources in the 
written work. The interviewees are described in a number of ways, such as “one 
official of the Bureau of Finance in County A”.  
 
7. The Organization of the dissertation 
 
Following the routine, Chapter 1 introduces the problematique and provides a brief 
overview of the research method and the rationales of case selection. Additionally, an 
important function Chapter one serves is to question the relevancy of traditional ways 
of conducting human rights research on China. Implementation of human rights 
obligations to education requires more than consensus of top elites and commitments 
of a few state organs, but demands structural alignment of the whole state machine. 
Therefore, the question whether enough political will is generated among the 
diplomats during the interactions at the international level is less significant than 
whether the whole state machine is well tuned for the implementation of human rights 
obligations. A contextual approach which disaggregates the state machine is needed to 
examine educational inequality between rural and urban China. Chapter one also 
demonstrates that human rights implementation in China cannot rely on the judiciary, 
which is subject to several institutional constraints.  
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Chapter 2 continues the inquiry on key players relevant for human rights 
implementation in the context of contemporary China. This chapter starts by 
reviewing the major theories that have been developed to explain why a state party 
would or wouldn’t implement its human rights obligations. However, even the most 
promising one for China, the domestic mobilization model, falls prey to Chinese 
political dynamics. As a party-state, the state dominates society too, leaving very little 
room for effective domestic mobilization. This has left us with only one crucial entity, 
the state itself. This chapter then constructs a theoretical framework to disaggregate 
the state, consisting of four components: decentralization and intergovernmental 
relations, principal-agent dynamics among layers of governments, relations between 
politicians and bureaucracy, and budgetary politics. This framework will be the 
compass to guide our efforts towards unpacking the black box of the Chinese state.  
 
Chapter 3 aims to establish a benchmark to evaluate to what extent the two 
educational reforms in the 1990s and 2000s fulfill the human rights obligations of the 
Chinese state. It firstly introduces debates between equality and adequacy in the 
context of school finance litigation in the US. Then, the commonalities and 
differences between equality and adequacy are set as the backdrop against which the 
state obligations of the human right to education enshrined in the international human 
rights instruments are clarified. Crucial in this respect is whether the Chinese state has 
a human rights obligation to provide equal opportunity to access quality education for 
every Chinese citizen. 
 
Chapter 4 traces the development of the financing of compulsory education in rural 
China from the 1950s. The rural basic compulsory education is marked by 
considerable inequality when compared to that of the urban population. To reverse the 
alarming educational conditions at the schools in the countryside, the Chinese 
government has implemented two series of policy reforms since the mid-1990s. 
Between 1995 and 2000, the campaign to popularize the Nine Years of Compulsory 
Education (the NYCE) has reportedly universalized access to basic education for 
every Chinese citizen. Since the turn of the Millennium until now, the Chinese 
government has started to increase its investments and to reconstruct rural public 
finance to improve social service delivery in the countryside. The reform of rural 
compulsory education constitutes an important element in NYCE. This chapter shows 
that while the issue of rural children’s access to basic education has largely been 
resolved with the reforms of the 1990s, the quality of rural education continues to be 
substantively lower than that of urban schools, despite the reforms during the first 
decade of this century.   
 
Chapter 5 provides a comprehensive description of intergovernmental fiscal relations 
in China. It identifies three basic characteristics of public finance in China: first, due 
to the 1994 Tax-sharing system, there exists a great vertical fiscal imbalance at the 
sub-national level; second, sub-national governments greatly rely on fiscal transfers 
from the central government to fund their expenditures; third, varying patterns of 
fiscal arrangements exist within China’s provinces, which is in striking contrast with 
the uniform arrangement between the central and provincial units. The purpose of this 
descriptive chapter is to provide the necessary background so as to understand how 
Chinese intergovernmental fiscal relations contribute to divergent fiscal capacities 
across provinces and counties, one of the decisive factors behind the education 
inequalities. 
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Chapter 6sets out to consider the anatomy of the Chinese state concerning the 
following dimensions: the institutions within the Chinese Communist Party (CCP), 
the relationship between party and state, and the fiscal incentives of local 
governments and individual state organs. By acquiring inside knowledge on these 
institutions, this analysis aims at exposing the governance structure in which the 
provision of education is embedded. Together with the chapter on China’s public 
finance, this chapteraims to establish the necessary context for understanding the 
general orientation of the local governments.  
 
While several institutional features of the Chinese state are shown to seriously 
undermine the effectiveness of policy measures in chapters five and six, chapters 
seven and eight illustrate this point by analyzing the public finances of the three 
counties in Fujian Province where our fieldwork had been conducted. More 
specifically, two state institutions are pinpointed. First, vertically the Chinese 
intergovernmental fiscal relationships as such will be analyzed as to their effects on 
equalization between rural and urban education (Chapter 7). Second, horizontally the 
budget process at the level of local government will be analyzed comprehensively in 
terms of resources allocated for compulsory education in comparison to other 
expenditure. Additionally, we will examine how resources are divided between rural 
and urban educational institutions (Chapter 8).  
 
The concluding chapter summarizes the findings from this dissertation. The results are 
then related to the way in which the international community approaches human 
rights realization in China. It reflects on the effectiveness of the international 
endeavour to contribute towards realization of economic, social and cultural rights in 
China in general and of the human right to education in particular. 
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Chapter 2 Domestic Implementation of International Human Rights in China 
 
 
The focus of this chapter is to construct a theoretical framework that is capable of 
assessing the extent, evaluating the prospect and identifying the possibility of 
international human rights implementation in China. It begins by reviewing the main 
theories of state compliance with international law. It then moves on to examine the 
reasons that have been offered to explain why a state implements its international 
human rights obligations. Finally, this chapter scrutinizes the compatibility of the 
current theories of human rights implementation with the specific aspects of China, 
and puts forward the theoretical framework that is employed in this research.  
 
1. General theory of compliance with international law 
 
In the middle of the Cold War period, Professor Louis Henkin stunningly claimed that 
“almost all nations observe almost all principles of international law and almost all of 
their obligations almost all of the time”;160 on the other hand, it is obvious that 
international law lacks strong enforcement mechanisms akin to implementation 
mechanisms in domestic legal systems. Theoretical constructs that account for state 
compliance being observed are apparently needed. Diverse answers from different 
disciplines have been proposed to the question of why a state party implements its 
international obligations (other ways of phrasing this question are “how does 
international law work”, or “what are the factors that explain treaty compliance and 
violation”?). 
 
1.1 Legalization 
 
For jurists, the obvious answer to state compliance is treaties’ legally binding nature; a 
state expresses its consent to the spirit and content of a treaty in the form of 
ratification which makes the state a party to the “agreement”; therefore its behaviour 
is bound by the terms of the treaty. The compliance pull of legalization is reinforced 
by the ways in which legitimacy 161  is attained and authority is practised in 
democracies. Laws in democracies are considered to lie at the heart of public 
legitimacy and are meant to be frameworks that constrain politics. International law, 
having the status of law, is accordingly endowed with the same legitimacy as 
domestic laws, and hence is generally complied with by state parties.162 Furthermore, 
treaty bodies and monitoring systems that are created by international law usually 
generate new information on states’ behaviour in terms of compliance with 
international obligations. The information has the effect of informing and empowering 
domestic constituencies, especially those having a stake in the issues that are dealt 
with by international law. Their votes could potentially punish governments for a poor 
compliance record.163 
                                                             
160 Louis Henkin, How Nations Behave, 2d ed. New York: Columbia University Press, 1979, p. 47  
161 Here, a light discussion of the notion of legitimacy seems to be due. Legitimacy is “grounded in people’s 
conviction that the way power is exercised over them and the way in which they are being ruled are right”. Right 
procedures, right principles and institutions, and an outcome acceptable to those affected by the exercise of power 
are elements which are essential to legitimacy. See Bas de GaayFortman, 2011, Political Economy of Human 
Rights: Rights, Realities and Realization, Routledge, p.21  
162Gaubatz KT. 1996. Democratic States and Commitments in International Relations. International Organization 
50:109–39   
163Dai X. 2007.International Institutions and National Policies. Cambridge, UK and New York: Cambridge Univ. 
Press.ix, 187 pp. 
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1.2 Self-interest 
 
For scholars of international relations, especially the realists, it is the self-enforcing 
character of international treaties that induce a state party’s compliance. Treaties are 
self-enforcing if each of the state parties finds it profitable to adhere to the agreement 
rather than abrogating it. There is no need for a third party to enforce compliance 
since it is in the state parties’ own interests to follow what has been agreed upon in the 
treaty. A state party is “sanctioned” by the reduced or the elimination of the future 
flow of benefits brought about by the treaty if the other parties discover cheating 
behaviour and withdraw their cooperation. Reciprocity and reputation are two key 
enforcement mechanisms in this view, as argued by Robert Keohane who argues that 
governments comply for “reasons of reputation, as well as fear of retaliation and 
concern about the effects of precedents.”164 Pertinent examples are treaties that are 
used by states to address common challenges, which Stein classifies as “dilemmas of 
common interests” and dilemmas of common aversions”,165 such as bilateral or 
multilateral trade agreements and treaties on monetary affairs and investment.166 
Despite their self-enforcing nature, state parties may nonetheless agree to delegate the 
tasks of monitoring, clarification, and the enforcement of treaties to treaty bodies or 
other international organizations.167 In these cases, the fundamental guarantee of 
international law implementation is still in the state party’s self-interest. 
 
1.3 The socialization effect of international law 
 
Rules and norms have the effect of conditioning actors’ self-understanding, references, 
and behaviour.168 Thus, international rules and norms “become a key focal point for 
discursive struggles over legitimate political agency and action and critical resources 
in the international politics of legitimacy”.169 Once international rules and norms are 
stipulated and agreed upon, they start to exert a strong influence at the cognition level; 
they could induce learning, understanding, reflection and even identity changes on the 
part of a state, all of which could result in behavioural modifications. Scholars have 
identified two concrete mechanisms with such effects.  
 
First, acculturation refers to “the general process by which actors adopt the beliefs and 
behavioral patterns of the surrounding culture”.170 It does not necessarily mean that 
the actor in question fully internalizes the commonly held beliefs and behaviour of the 
peer. Instead, acculturation builds on the tendency that the actor usually feels 
cognitive and social pressure to assimilate its peers due to the fact that it identifies 
itself with the peer group. Second, the internalization of rules and norms is usually the 
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result of persuasion. Persuasion “requires argument and deliberation in an effort to 
change the minds of others.”171 Persuasion occurs mainly because an actor accepts 
the truth, validity and appropriateness of certain norms, beliefs and practices. 
Persuaded actors “internalize” new norms and rules of appropriate behaviour and 
redefine their interests and identities accordingly. The main difference between 
acculturation and internalization is that “persuasion emphasizes the content of a norm, 
whereas acculturation emphasizes the relationship of the actor to a reference group or 
wider cultural environment”.172 
 
2. Why do states comply with their international human rights obligations? 
 
Self-interest does not induce a state to comply with human rights treaties. As argued 
by Beth Simmons, “governments are quite unlikely to comply with their international 
treaty obligations with respect to human rights if it is not in their interest to do so.”173 
The benefits resulting from human rights compliance could readily be sacrificed by 
governments to pave the way for other more concrete and material interests. 
Furthermore, self-interest generally does not motivate peer countries to enforce 
human rights treaties in other jurisdictions.174 On the one hand, the benefits of 
potential enforcement are low as most human rights violations do not entail 
extraterritorial effects, “there is no other state that is the victim or is otherwise 
offended when a state violates its human rights undertakings”;175 on the other hand, 
the costs are high due to the difficulties involved in overcoming collective action 
problems in organizing enforcement efforts or clashes of foreign policy objectives. 
This is especially the case when it is the strategic partners or allies that violate 
international human rights law. What, then, induces a state to obey its international 
human rights obligations?  
 
2.1 Legitimacy and persuasiveness 
 
It is the persuasiveness176 and the legitimacy177 of international human rights norms 
that explain the obedience of a state party. Further, the socialization processes at the 
international and national levels help to translate the human rights norms into the 
practices of states. In this way, human rights compliance is achieved. Several models 
of the socialization process have been outlined by scholars. For example, Risse and 
Sikkink developed a “spiral model” of socialization in which a state’s attitude to 
human rights norms goes through the stages of denial, concession and acceptance.178 
For Harold HongjuKoh, this socialization process consists of three stages: interaction, 
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interpretation, and internalization.179 In these models, the interactions with various 
international actors and with independent actors at the national level help states to 
revisit their stance on human rights norms. Persuaded by the legitimacy of these 
norms, states are willing to abide by international human rights standards and modify 
their practices accordingly. 
 
2.2 Domestic mobilization 
 
The essence of the domestic mobilization model, in the words of Beth Simmons, is 
that “treaties are causally meaningful to the extent that they empower individuals, 
groups, or parts of the state with different rights preferences that were not empowered 
to the same extent in the absence of the treaties.”180 In this model, local actors are the 
main agents of change. They are “not voiceless victims to be rescued by altruistic 
external political actors, but agents with some power selectively to choose tools that 
will help them achieve their rights goals.”181 Once a government makes public and 
official commitments to international human rights treaties, local actors, within and 
outside government, are given the “space of possibility” to adjust their priorities, 
redefine meanings, put forward claims to rights, and bargain “from a position of 
greater strength” than would have been the case if the commitments by the 
government are absent. More specifically, three mechanisms of the mobilization 
model are identified.  
 
First, human rights treaties have effects on the policymaking agenda of governments. 
Once treaties are ratified, they place certain issues on the government agenda that 
would have not been there if ratification had not taken place. Certain groups of 
governing elites, to the extent that they value international cooperation or reputation, 
will take the initiative to ensure compliance with international obligations. This may 
occur without the participation of the public.  
 
Second, the ratification of treaties opens up new channels of litigation. If the ratified 
treaties are granted the status of law in the domestic legal system, and the courts enjoy 
a certain degree of political independence, it is then likely that litigation based on the 
treaties will occur. However, even compliance with the rulings of courts requires the 
cooperation of the government. Thus litigation increases the political cost of 
governing, which then puts pressure on the government to comply.  
 
Third, the public commitment to human rights treaties empowers popular 
mobilization to demand certain rights. Ratified human rights treaties grant legal, 
political and social resources to individuals and groups at the domestic level whose 
aims are to hold the government to its promises. Explicit legal commitments by the 
government “raise the expected value of social mobilization by providing a crucial 
tangible resource for nascent groups and by increasing the size of the coalition with 
stakes in compliance.”182 
 
3. The case of China 
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Interesting and effective as these theories of human rights implementation may be, 
they are not necessarily tailored to China’s specific circumstances. As a non-liberal 
state, 183 China is said to be largely immune from the ideas and values at the 
international level. In terms of human rights compliance, China is considered as “a 
least likely state by virtue of its history, cultural traditions, and power. It has 
historically considered itself to be the ‘Middle Kingdom’; it lacks a tradition of the 
rule of law; and it is powerful enough to ignore its international obligations”.184 
 
Positive signs do emerge, however. Recent research into the effects of the 
socialization process at the international level with regard to China’s compliance with 
international law offers a mixed record: while areas in which domestic policy 
formulation and implementation do not involve a massive transformation of Chinese 
society and the state, China has shown an increasing deference to international norms 
and rules; mounting evidence demonstrates such encouraging trends in the areas of 
the Comprehensive Test Ban Treaty, Non-Proliferation Policy and overseas 
peace-keeping missions, etc. 185  However, in cases where compliance with 
international law requires a structural reconstruction of the state and society as 
demanded by implementing international human rights, the relevance of international 
norms and rules are modest, if not invisible.186 
 
The asymmetry of the influence of international law on China could be the outcome 
of the fact that considerations of domestic interest trump the legitimacy and 
persuasiveness of international norms and rules in areas which are salient to the 
interests of the ruling party, as suggested by the realists.187 This asymmetry could 
also result from the main shortcoming of current dominant theories―theories of 
socialization―that underlie the implementation of international human rights. Current 
versions of the socialization theory mostly focus on interactions at the international 
level, and pay insufficient attention to the domestic socialization process by which 
ideas and values from the international level could trickle down to every corner of the 
state and society. If we have a robust theory to facilitate the domestic socialization 
process, international human rights may well also produce significant impacts on 
China, as the socialization process at the international level has been proved to be 
effective in inducing the least likely case - China - to comply with international norms 
and rules in many areas.  
 
To do justice to the state of the art, a handful of scholars have already probed into the 
domestic situation. Sally Merry’s translator theory, Beth Simmons’s theory of 
domestic implementation, and Gauthier de Beco’s analysis of non-judicial national 
human rights instruments 188  are noticeable exceptions. However, they all have 
several limitations when they are applied to the case of China, which will be 
discussed in the next section.  
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3.1 The nature of the Chinese state and society 
 
A hard lesson for development aid organizations in the past twenty years is that it is 
not so much wrong policy instruments that are being advised and adopted, but the fact 
that incompatibility between the internal logics of policy instruments and the 
institutional ecology of receiving states and societies leads to the futility of the huge 
amount of resources and efforts that are being invested in development aid.189 With 
this caution in mind, I will investigate the receptiveness of the Chinese state and 
society to the three models for the domestic implementation of human rights that have 
been identified.  
 
The main characteristic of China is that the state dominates society. Mobilization is 
never easy and is even almost impossible in this context that leaves little room for 
non-state independent agents to manoeuvre. 190  Almost all important initiatives, 
mobilization, reforms and organizing efforts are proposed and implemented, or 
shadowed, by state machinery.191 To further illustrate this, I will use the conceptual 
framework developed by North, Wallis, and Weingast192 to examine the nature of the 
public-political orders in China.  
 
Within this framework, violence occupies a central role. Societies organize 
themselves differently to constrain violence. In the limited access order, the powerful 
create a coalition among themselves as a way to diminish violence because they 
understand that the outbreak of violence is detrimental to their interests. The dominant 
coalition they create has a monopoly on the deployment of violence in society. With 
the ability to enforce by using the monopoly of force, they further dictate what kind of 
institutions could be constructed, which also means the way interpersonal interactions 
are decided by the dominant coalition as well. For example, only the powerful are 
allowed to create organizations as organizations are instrumental in generating rents. 
In this way, they successfully extend their influence into every corner of society. In 
the limited access order, relationships are predominantly personal, based upon the 
ascriptive community attachments of the family, kin, and tribe.  
 
In an open access order which is relatively recent in human history, interpersonal 
relationships are not reliant on individual identities but are based upon impersonal, 
standardized, universalistic norms. Institutions exist independently from the 
individuals within them and hence are more stable, which could then sustain 
longer-lasting organizational arrangements. All these are made possible by the 
existence of an impersonal framework (the state or polity) that monopolizes the use of 
violence in society. Open access means any individual or organization is allowed to 
have access to the impersonal framework via political competition, which further 
requires well-entrenched legal rights bestowed on everyone. In the open access order, 
creating organizations is no longer a privilege, which again determines that the 
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economy is one of broad participation.  
 
The Chinese state and society is currently in the stage of a limited access order. On 
the one hand, the Chinese Communist Party completely subsumes the governments, 
including the judiciary;193 on the other hand, the Chinese party-state, with the help of 
various mechanisms, dominates society. To exemplify this, one only has to look at the 
development of social organizations in China. Since 1949, social organizations “have 
always been marginalized and strictly controlled by the government”.194 However, in 
the past three decades China has achieved unprecedented, rapid socio-economic 
changes. Administrative power has been decentralized from the central level to the 
local. Different economic actors have been allowed and invited to participate in 
economic construction and reform. As the state retrieves, social organizations emerge 
to fill the vacuum. Before 1978, there were only about 100 national social 
organizations and 6,000 local-level social organizations in China. It is estimated that 
these figures had respectively grown to 1736 and 142,121 by 2003.195 The number of 
private non-enterprise organizations, which did not exist before the reforms, reached 
124,491. 196  In 2005, there were 168,000 social organizations, 146,000 private 
non-enterprise organizations, and 999 foundations in total,197 with even more social 
organizations that are unregistered. 198 Meanwhile, the tension created by social 
protest has become progressively more intensive. According to official statistics 
released by the Chinese government, the number of “mass incidents” 
(quntixingshijian) increased from 8,700 in 1993 to 74,000 in 2004, and further to 
87,000 in 2005.199 It is these signs that lead some scholars to predict that Chinese 
civil society could potentially act as agents of change, akin to the role played by civil 
society in Eastern Europe.200 
 
Nonetheless, all these social developments mentioned above should not be mistaken 
as an indication that the CCP has loosened its grip over society. First of all, the 
independence of Chinese civil society is highly questionable. Chinese law requires 
any social organizations to register themselves at the civil affairs departments. Before 
registration, the social organization should find a “professional leading unit” as its 
sponsoring agency, which must be a state organ or an organization authorized by state 
organs. Only after receiving approval from such a professional leading unit can a 
social organization apply for registration.201 Unregistered social organizations are 
deemed to be illegal; their property and activities are not protected by law. At the 
same time, the professional leading units are responsible for supervising and 
managing the social organizations’ daily activities.202 This system of registration and 
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administration, as stated byYuwen Li, “was mainly designed to facilitate the 
management and control of social organizations by the government”.203 As a result, 
many social organizations cannot be registered and have to exist secretly, which 
undermines their prospects for further development.  
 
The Chinese system of registration and administration for social organizations mirrors 
the logic of the limited access order. The dominant coalition, the Chinese party-state, 
determines the scope of legally recognized organizational forms. It also conditions 
individual and group access to organizational instruments by their connections to the 
state. Moreover, the dominant coalition embeds social organizations within the web of 
state organs. In this way, the Chinese party-state manages to maintain links with social 
organizations, tying government and social organizations together. It has been 
observed that “no truly autonomous and legitimate NGOs exist in China; the NGOs 
that are truly independent from the government can only exist illegally and their 
influence is extremely limited”. 204  No wonder, for some scholars, that the 
development of civil society in China is even regarded as efforts by the CCP to 
reproduce its domination over social forces.205 
 
Secondly, the ever increasing and heated social protests are mostly directed towards 
local and specific issues, and thus do not threaten the legitimacy of the party-state as a 
whole. For Dorothy Solinger, these social protests typically relate to “unpaid wages 
and pensions; sudden and massive job terminations; and management corruption held 
responsible for the bankruptcy of industrial enterprises ― where discharged workers 
were secure enjoying privileges and benefits since the 1950s”.206 In the same spirit, 
Vivienne Shue witnessed that aggrieved people in social protests are characteristically 
“suffering state-sector workers and peasants [who] have been prone to frame their 
protests in localized and limited ways, taking as their protest targets not the architects 
of central reform policy but local ‘bad’ officials, ‘incompetent’ firm managers, and 
‘heartless’ employers”.207 These localized social unrests express Chinese citizens’ 
dissatisfaction with the agencies that carry out the real functions of the state, whereas 
the national leaders and the central government generally enjoy Chinese citizens’ 
continuous trust.208 
 
3.2 The “least likely case” in terms of human rights compliance 
 
Arguably it is the characteristic of state domination over society that makes China the 
“least likely case” in terms of human rights compliance. There are no independent 
social forces with any meaningful influence in China. Nonetheless, the presence of 
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such autonomous forces is the most important prerequisite for current theories of 
domestic human rights implementation. In Sally Merry’s translation theory, translators 
have to be independent from the state so that they could frame the problem into a 
human right issue, and facilitate collaboration between people to claim entitlement 
from the state.209 In Beth Simmons’s theory of domestic implementation, individuals 
and groups whose purposes are to hold government accountable for its international 
commitments need a completely detached status vis-à-vis the government in the first 
place.210 
 
Gauthier de Beco recently pointed out that the emerging non-judicial national human 
rights instruments, including National Human Rights Institutions, human rights 
indicators, Human Rights Impact Assessments and National Human Rights Action 
Plans, are quite effective in helping European states to achieve human rights 
compliance.211 These instruments, working at the national level, “put in place or 
facilitate deliberative procedures, after which governments can determine what action 
should be undertaken to achieve human rights compliance”.212 They also “replace 
confrontation by cooperation, thereby creating a human rights dialogue” in the 
domestic setting.213 By increasing awareness of human rights and changing public 
discourse, these innovative instruments bring about “the transformation of societal 
relationships” along with the spirit of international human rights norms and rules.214 
In other words, these instruments assist human rights norms and rules to trickle down 
to states and societies. Promising as they are, these instruments or institutions must 
have uncompromised autonomy to formulate their own positions and agendas so as to 
work as partners of states. Imaginably, the positions and agendas are likely to be in 
conflict with the state’s policies and practices on many occasions. However, the 
institutional independence that is required in order for these instruments to function 
properly are not sustained in the current context of China.  
 
To sum up, the models through which international human rights treaties facilitate 
domestic changes are not readily applicable to China; and in the case of China, 
dynamics within the state are what matter most. 
 
4. The way forward 
 
The only way that is plausible in the context of China seems to be to unravel the 
Chinese state to find out whether the ways in which decisions are made and 
implemented by the Chinese state are conducive to the realization of an equal 
opportunity for rural children to access quality education. Once we decipher the 
internal logic of state functioning, we are in a better position to “work the system” 
effectively. The issue at hand is about the financing of compulsory education in rural 
China. We then have to understand the politics of education resource allocation, that is 
the classic question of “who has what by how”. In light of the institutional 
arrangement of the Chinese compulsory education system, I propose a political 
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economy framework which is built on four theoretical blocks.  
 
4.1 Decentralization and intergovernmental fiscal relations 
 
In spite of different definitions of decentralization, this research will adopt the one put 
forward by Tulia Falleti. In her book, interactions among facets of decentralization, 
which is a gap in the literature on federalism are rightly highlighted, which more 
fittingly suits the orientation of this research. According to her, decentralization refers 
to a “set of policies, electoral reforms, or constitutional reforms that transfer 
responsibilities, resources, or authority from higher to lower levels of government”.215 
Furthermore, three forms of decentralization are distinguished. Administrative 
decentralization “comprises the set of policies that transfer the dispensation of social 
services such as education, health, social welfare, and housing to subnational 
governments”.216 The decentralized social services could come with funds that are 
transferred from governments at higher levels, or without any extra financial support.  
 
Fiscal decentralization denotes “a set of policies designed to increase the revenues or 
fiscal authority of subnational governments”.217 Subnational governments’ revenues 
are expanded when transfers arrive without attached requirements, when subnational 
governments set up new taxes or acquire tax authority that was previously in the 
hands of governments at higher levels. Thus in this formulation, when transfers come 
with newly decentralized social services, the fiscal authority of subnational 
governments does not increase despite their augmented expenditures. Lastly, political 
decentralization is “the set of electoral reforms or constitutional amendments designed 
to devolve political authority to subnational actors and to open new – or activate 
existing but dormant or ineffective – spaces for the representation of subnational 
polities”.218 
 
These three aspects of decentralization inevitably interact with each other. Initiatives 
of administrative decentralization must take into account the fiscal implications that 
are involved. The agreements on fiscal decentralization that are negotiated and 
reached will, to a large extent, decide the fate of administrative reforms. Political 
decentralization –– the autonomy of subnational territorial political interests and their 
representations at the national level –– actually underpins the negotiations on 
administrative and fiscal decentralization.  Seen in this way, social service delivery is 
embedded within political, administrative, and fiscal institutional designs. The 
effectiveness, efficiency and equality of service delivery are largely determined by the 
details of these institutional arrangements.219 “Like a soufflé that requires just the 
right combination of milk, eggs, and heat to rise, so a successful program of 
decentralization will need to include just the right combination of political, fiscal and 
institutional elements”220.  
                                                             
215 Tulia G. Falleti, 2010, Decentralization and Subnational Politics in Latin America, New York: Cambridge 
University Press. P. 34. 
216Ibid., p. 35.  
217Ibid., p. 37.  
218Ibid., p. 38.  
219Prud'homme, R. (1995). The Dangers of Decentralization. The World Bank Research Observer, 10(2), 201-220. 
Tanzi, V. (1996). Fiscal Federalism and Decentralization: A Review of Some Efficiency and Macroeconomic 
Aspects. In Annual Bank Conference on Development Economics 1995 (pp. 295-316). Washington, D.C.: The 
World Bank.  
220 Parker, Andrew N, 1995, “Decentralization, The Way Forward for Rural Development?”, Washington, DC: The 
World Bank. P. 44. 



40 
 

 
In most federal countries, the decentralization of social services usually means that 
local governments have authority over both revenues and expenditures. In unitary 
and/or developing countries, however, decentralization usually implies the 
decentralizing of expenditure, accompanied by intergovernmental transfers.221 This is 
because a significant portion of local governments in unitary countries do not have 
sufficient resources to maintain a standard level of public service. Intergovernmental 
transfers provide a rapid and economically acceptable approach to deal with the 
differences in revenue-raising abilities and expenditure responsibilities in some 
jurisdictions in these countries.222 
 
So far, there are two basic models for intergovernmental transfer. One of them is the 
model of efficiency and equalization. This model assumes that governments are 
purely benevolent and they use intergovernmental transfers as a policy tool to achieve 
regional equalization and economic efficiency. 223  An equalization transfer 
programme is preferred, and its principle is to assist local governments to provide 
comparable levels of public services corresponding to taxation. The other competing 
theory is derived from the public choice model, which assumes that governments act 
like selfish politicians, who merely seek to maximize their utility. Intergovernmental 
transfers are a tool for politicians to gain greater political capital.224 As the old saying 
goes, “the devil is in the details”; so we have to scrutinize the structural detail of the 
grant system carefully to be able to tell whether intergovernmental transfers lead to 
efficiency and equalization, or are decided based on calculations short of public 
interests. A taxonomy of intergovernmental transfer is then needed, as presented in 
Table 2.1.  
 

Table 2.1 Taxonomy of Intergovernmental Transfer 
Conditional transfers A grant where the national government specifies the 

purpose, category, or function for which the recipient can 
use the money.  

Unconditional 
transfers. 

In an unconditional transfer, the grantor government 
transfers a fixed amount of money to the recipient and 
places no restriction on its usage 

Discretionary transfers Discretionary transfers allocate funds based on the central 
agency’s discretion or ad hoc decisions. 
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Formula-based 
transfers  

Formula-based transfers allocate funds based on an 
objective formula, with variables that reflect the purpose of 
the transfer programme. 

Source: Ma, J., 1997, Intergovernmental Fiscal Transfer in Nine Countries: Lessons 
for Developing Countries (No. 1822). Washington, D.C.: World Bank.   
 
The traditional fiscal federalism literature addresses two economic rationales for 
unconditional intergovernmental transfers 225 . First, they eliminate vertical fiscal 
imbalances. In most countries, the national government has a larger tax base than 
local governments, but intergovernmental transfers can shift resources from the 
national government to certain localities. They also reduce horizontal fiscal disparities. 
On the revenue side, some jurisdictions may have broader tax bases, natural resources, 
or more wealthy residents than others. This creates differences in fiscal capacity. On 
the expenditure side, some jurisdictions have greater expenditure burdens than others, 
including more education or welfare expenses due to special population structures. 
 
Discretionary transfers give the national government the maximum flexibility to 
redirect the flow of resources. However, the negotiations and lobbying activities 
involved in the process make the funds unstable, uncertain, and non-transparent. 
Boadway et al. argue that discretionary transfers create incentives for local 
governments to negotiate on the distribution results, and this has been a source of 
fiscal indiscipline in local governments in Argentina and Brazil.226 Furthermore, 
when politics are involved in the allocation of grant funds, poorer regions do not 
always benefit. Discretionary transfers create a relatively non-transparent 
environment for local governments’ funding, and the complicated budget process of 
the former makes it difficult for voters to hold local governments accountable for their 
fiscal performance.  
 
Ma suggested that the formula-based transfer system is superior to the discretionary 
system in three areas. First, it allows the central and local governments to explicitly 
address the issues of regional fiscal disparity. In addition, its transparency minimizes 
any possible bargaining and lobbying activities in the legislature or executive 
agencies, because each local government’s entitlement is determined by a formula 
with objective variables. Finally, with the appropriate design, the formula-based 
system is expected to eliminate local fiscal indiscipline like overspending or weak 
taxes.227 
 
With this set of conceptual tools, we are ready to investigate the dynamics of the 
institutional arrangement of certain social services, and to examine whether such 
arrangements facilitate an equal distribution of resources. Compulsory education in 
China is concurrently managed by five tiers of governments and villages.228 It has 
never been made clear which tier of governments is responsible for what issues of 
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compulsory education.229 Thus it would be interesting to determine the following: 
what are the actual roles of governments at different levels in the financing of 
compulsory education, especially in rural areas? If there is decentralization, does the 
national government simply push the responsibility for education expenditure 
downwards without providing adequate funds? What are the strategies adopted by 
local governments in coping with unfunded mandates? Are these strategies favourable 
to compulsory education in rural areas? Outside the education sector, does the 
horizontal allocation of intergovernmental transfers across regions by the national 
government follow the aims of efficiency or the equalization of regional fiscal 
capacity? Does the vertical distribution of intergovernmental transfers target poor 
jurisdictions? What are the effects of central-local political relations on the 
administrative and fiscal implications for governments at various levels in general, 
and compulsory education in particular?  
 
4.2 Principal-agent dynamics among layers of governments 
 
“How central governments and their territorial subunits are linked politically is not 
only a problem of intergovernmental relations but also one of managing the class and 
interest conflicts of modern societies”.230 There are two principal ways to structure 
central-local relations: the federal or the unitary. China is a politically unitary state. 
Unlike federalist countries where administrative jurisdictions at different levels of 
government are clearly delineated by the Constitution and government officials have 
responsibility towards their local constituency, the responsibilities of different levels 
of government in China are not constitutionally defined. Chinese local governments 
behave as agents of central government, therefore not accountable to the local 
population. To be more specific, in a federal system such as that of the US, the 
lower-level units can argue against orders from above by claiming that the 
Constitution protects them from central power. In China, governments at the local 
level have no legal standing to protest, responses may be indirect or informal, and 
could include informal evasion or incomplete compliance. In areas such as 
compulsory education, where the Central government relies on local governments to 
deliver an education service, the ways in which local governments respond to 
directives or mandates from governments at higher levels have significant 
implications. To map and evaluate the dynamics within such central-local relations, 
this research borrows the principal-agent model from the scholarship on 
administrative organizations. According to Terry M. Moe,231 
 
“The principal-agent model is an analytic expression of the agency relationship, in 
which one party, the principal, considers entering into a contractual agreement with 
another, the agent, in the expectations that the agent will subsequently choose actions 
that produce outcomes desired by the principal. . . . [T]he principal’s decision problem 
is far more involved than simply locating a qualified person—for there is no 
guarantee that the agent, once hired, will in effect choose to pursue the principal’s best 
interests or to do so efficiently. The agent has his own interests at heart, and is 
induced to pursue the principal’s objective only to the extent that the incentive 
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structure imposed in the contract renders such behavior advantageous”. 
 
The principal-agent model applies to “any situation where one or more actors 
(principals) must depend on one or more other actors (agents) to perform certain tasks 
for them”.232 However, there is a potential risk of a conflict of interest in such 
interdependent relations. For instance, the principal seeks to hire an agent to act on its 
behalf to optimize profits. The principal’s pay-off function values profit, which entails 
maximizing production at minimum cost. In contrast, the agent's pay-off function 
values income, perks, leisure time, and perhaps a solidarity benefit from providing 
high production for the owner.233 
 
Moreover, this conflict of interests or values is made worse by two types of 
informational problems identified by the literature.234 The first is hidden action, also 
known as moral hazard, illustrated by the principal’ s inability to observe how hard 
the agents are working. The second is hidden information that the agents, in general, 
have superior information about their ability and expertise, and the tasks assigned to 
them because of their proximity to the job. These two factors could cause shirking and 
opportunistic behaviour by agents: they will maximize their own interests, whether in 
leisure or in non-pecuniary consumption, because the costs of these activities are 
borne by the principals and the costs of being detected are small owing to the 
unobservability of their actions. Hidden information and actions are therefore 
embedded within these relations. “Even in those rare instances in which the principal 
has specialized knowledge equivalent to that of the agent, he or she still experiences 
informational problems since the responsibility for task execution lies with the 
agent”.235 
 
How do principals restrain the opportunistic behaviour of agents whose preference 
profiles are not in line with their own? In the interdependent setting, information 
asymmetry is impossible to fully rule out, and the intensive monitoring of agents’ 
behaviour is costly and is very likely to generate displeasure among agents who are 
subject to close and frequent scrutiny of their task performances.236 Therefore, a 
basic question concerning the principal-agent model is how to make the incentive for 
the agent compatible with the interests of the principal without fully knowing the 
agent’s effort or ability, so that the agents can take the correct actions.237 
 
A few studies have already applied the principal-agent theory to explain central-local 
relations in China: the Centre is the principal which is supervising the local 
government. It has been argued that central-local relations in China possess similar 
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features as that of owners and managers in private corporations. China is a unitary 
state and the Central Committee of the CCP acts as the headquarters of the 
“multidivisional” system, which ultimately controls the mobility of government 
officials within the system. The central government delegates executive rights to 
provincial officials, who, in turn, gain their decision-making rights, goods and credit 
allocation from the central government. However, the central and local governments 
sometimes have conflicting interests. Finally, it seems that the current paradigm 
concerning China’s central-local relations mainly boils down to the relations between 
national and local politicians, or, in Chinese terms, between national leaders and local 
leading officials.238 
 
This research follows the existing research on central-local relations in China, and 
further extends the analytical focus beneath the provincial level. Instead of a simple 
Centre-local model, the Chinese hierarchy is a multi-layered supervision chain from 
the Centre to the provinces, to municipalities and prefectures, to counties, and to 
townships and villages at the bottom. After the 1990s the new personnel system 
—“one level down management”239 prevailed, the performances in each level are 
monitored by its immediate superior, which is also the subordinate of its own 
supervisor. The questions that could be explored with the help of the principal-agent 
model are, as such, given the size of the territory and the high regional heterogeneity, 
how does the CCP make sure that the policies from the centre are faithfully 
implemented at local levels, an essential element in effective governing? In light of 
the emphasis on getting incentives right in the literature  on the principal-agent 
theory, has the CCP endeavoured to impose the “right” incentives for its local leading 
officials? What kind of incentive structure has the CCP designed to avoid distortions 
in policy implementation? Are the incentive structures working in the area of 
economic development? What are the effects of the incentive structures on the social 
service provision in general, and rural compulsory education in particular?  
 
4.3 Relations between politicians and bureaucracy 
 
As shown in the last two sections, the decentralization theory and the principal-agent 
theory concerning multi-layered governments are utilized in this research to map out 
the intergovernmental dimension of compulsory education. This is incomplete, 
however. Compulsory education is not only an intergovernmental issue, but also has 
dynamics that are played out horizontally, that is at one level of government. First, 
local leading politicians rely on bureaucracy to implement policies, which is another 
instance of principal-agent relations. Second, in terms of resource allocation, 
compulsory education will inevitably compete with many other responsibilities that 
are assumed by the government at one level; this is all about budgetary politics at one 
level of government. This section will deal with the former and leave the discussion 
on budgetary politics to the next section.  
 
Different from the political connections between national and local politicians – the 
topic of the last section, this section focuses on the relations between politicians and 
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bureaucracy at the same level. From the standpoint of politician-bureaucracy relations, 
public bureaucracy consists of two ideal types: one being the politicized one, in which 
full control over the hiring, firing and promotion of bureaucratic personnel lies in the 
hands of politicians, whereas the depoliticized one is the one limited to politicians’ 
influence on those aspects.  
 
4.3.1 The rise of politicized public bureaucracy 
 
Underlying these two ideal types of bureaucracy is still the principal-agent 
relationship. The asymmetry of information, as Marx Weber suggested, lies at the 
heart of the conflict between “chiefs” and “their administrative staff”. He discovered 
that “the ‘political master’ finds himself in the position of the ‘dilettante’ who stands 
opposite the ‘expert’, facing the trained official who stands within the management of 
the organization”.240 Anticipating that the task of combining information advantage 
on the side of bureaucrats and the authority of politicians is by no means an easy one, 
Weber proposed a professional bureaucracy with ultimate political control lying in the 
hands of politicians as “the most perfectly adapted form for achieving the highest 
level of performance”.241 
 
In the 1950s and 60s, the school of public choice came on the scene and it applies the 
tools of economic analysis to politics. Public bureaucracy also fell within their ambit. 
Emphasizing the self-serving motivations of both politicians and bureaucrats and the 
asymmetry of information, public choice scholars revealed the tendency that 
governmental agencies would use the information and expertise in administering 
specific public policies to obtain from relatively uninformed and inexpert politicians 
either the largest possible budget242 or the expansion of governmental functions243 
on a suboptimal scale. With the emergence of the principal-agent theory in the 1980s 
came along a stronger interest in the relationship between the politician (the principal) 
and the bureaucracy (the agent)244. The solution advocated in this literature for the 
problem of information asymmetry is an ex ante outcome-based incentives and 
sanctions set by the principal. In this way, the agent’s actions are aligned with the 
interests of the principal.  
 
The view of incentive structures as a powerful way to control bureaucracy in the 
principal-agent theory has paved the way for the once popular New Public 
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Management (NPM) in many countries, including the USA, UK, New Zealand, 
Canada, Australia and some EU states. The rationale behind this movement is that the 
performance of government will greatly improve through the application of an 
incentive structure with a new-liberal quest that is more politically responsive, 
accountable for results and entrepreneurial in its spirit245. In the NPM, “market forms 
of coordination should whenever possible be substituted for hierarchical 
coordination”246. Namely, “the ‘agent’ (‘subordinate’ in old-fashioned hierarchical 
terms) agrees to supply the ‘principal’ (supervisor, boss) with a defined set of outputs 
within a fixed period at a predetermined cost”247. Guided by this managerial strategy, 
politicians regain control of the hiring, firing and promotion of bureaucratic personnel 
because politicians, like ministers, are encouraged to hire “chief executives” outside 
of the bureaucracy to make sure that the government delivers pre-set performance 
targets248 and the “chief executives” then have free human resource tools to build up 
their teams in government, recruiting those who are “willing and able to take charge” 
and shedding those who shirk responsibility or are unproductive 249. Under the 
auspices of the NPM, a politicized bureaucracy is deemed to be more efficient in 
pursuing the aims of its political chief.  
 
4.3.2 The persistence of depoliticized public bureaucracy 
 
Despite the seemingly omnipresent “incentive revolution” advocated by the 
principal-agent theory and the NPM, a depoliticized bureaucracy continues to exist in 
the real world, without any signs of waning250. Meanwhile, there is also a body of 
literature which explores the positive link between depoliticized bureaucracy and 
micro-organizational efficiency251. It then seems that so far people have not been 
ready to abandon the value of a depoliticized bureaucracy for social welfare.  
 
Regarding the dynamics of strategic interactions between principals and agents, the 
principal-agent theory and the New Public Management movement normally starts 
from the presumption that politicians are benevolent whereas bureaucrats are 
self-interested or prone to shirking. For them, “the phrase ‘principal’s moral hazard’ 
makes no sense, since the principal’s proclivity to follow her own interests is 
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presumed to be natural and legitimate”252. Thus their theoretical attentions have been 
about how to equip politicians with strong control mechanisms directed at their agents. 
But what if the politicians are in fact the illnesses?   
 
In a pioneer work, Rauch found that the adoption of the civil service, a type of 
bureaucracy in which the staffing powers of politicians are considerably limited, in 
the American cities in the early 20th century positively correlated with economic 
growth in a significant manner253. Later in collaboration, Evans and Rauch found that 
public bureaucracies with non-political merit-based recruitment and stable career 
paths are strong predictors of economic growth in less developed countries254. They 
then offered an explanation of why a depoliticized bureaucracy matters for aggregate 
growth and investment in which two theoretical links are identified: 1) merit-based 
recruitment ensures a minimum level of competence among civil servants; 2) 
merit-based recruitment and foreseeable career paths somehow produce an 
organizational culture that discourages rent-seeking behaviours. All in all, the 
depoliticization of public bureaucracy makes a better policy implementation possible 
and it enhances the developmental capacity of the state255.  
 
More research has recently emerged which fully explores the role of depoliticized 
public bureaucracy in fostering development. They start from the important 
observation by North that “throughout the history of humankind people who control 
the power of the state often use it to alter the ‘rules of the game’ to maximize their 
rents”256. This observation is based on the fact that a state with strong capacities to 
coerce and extract, a necessary condition for a functional market economy, may 
nonetheless use its power to exploit the efforts of market participants. And this 
opportunistic behaviour of power holders is an especially strong threat to sustained 
economic growth as “the more likely it is that sovereign will alter property rights for 
his or her own benefits, the lower the expected returns from investment and the lower 
in turn the incentive to invest”257. Therefore “some credible restrictions on the state’s 
ability to manipulate economic rules to the advantage of itself and its core 
constituents” must be imposed or self-imposed on those who control the power of the 
state258. While others focus on the constitutional design of the state and other political 
institutions259, a group of scholars direct their attention to the possibility of public 
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bureaucracy as a credible commitment to constraining politicians’ opportunism.  
 
First, it is noticeable that the politicians’ opportunism exists not only in autocracies, 
but also in democratic states. The case of the Keating Five scandal of 1987-90260 in 
the USA could give us a general sense of how depoliticized bureaucracy constrains 
politicians’ opportunistic behaviour. Four civil servants of the Federal Home Loan 
Bank Board (FHLBB) who participated in an investigation targeted towards Charles 
Keating of Lincoln Savings and Loans were called on to a meeting with five powerful 
US senators who demanded special treatment for Charles Keating due to the vast 
political contributions he had made to these five senators. The four civil servants did 
not succumb to the pressure and they referred to the “standard operating procedures” 
that they were legally bound to follow.  
 
Second, a look at the working of a politicized public bureaucracy, the patronage261, 
will further our understanding of the role of public bureaucracy as a credible 
commitment. As politicians have complete control over the personnel management in 
public bureaucracy - hiring, firing, promoting or demoting their bureaucratic 
subordinates at any time, they have adopted a powerful instrument to influence the 
work of these bureaucrats. Within the field of patronage, politicians have double 
powers, deciding the pool of the eligible candidates and handpicking individuals from 
the pool, which gives the ones they pick high-powered incentives to comply with their 
orders as the double powers establish strong personal accountability between the 
selectees and their political masters. This sense of an obligation by bureaucrats in the 
patronage to politicians is further strengthened by the authority of politicians to 
dismiss, demote or promote them. The combined effect of the power holders’ 
personnel authorities is the powerless position of bureaucrats when faced with the 
demand of the power holders. A sub-optimal outcome becomes inevitable when the 
power holders cannot contain their own opportunism. At the end of the 1870s, the 
American people suffered from a government managed in a typically political fashion. 
Political patronage appointments to all government positions led to considerable 
corruption, inefficiency, and the incompetence of the bureaucracy262.   
 
Several institutional features of depoliticized public bureaucracy are the 
underpinnings of its constraining effects on the politicians’ opportunism: 1) as far as 
admissions and appointments are concerned, the appointing authority of the 
depoliticized public bureaucracy is delegated to an autonomous body which is 
isolated from the politicians line of command (such as, for instance, the U.S. Civil 
Service Commissions); the candidates are judged by their professional credentials 
rather than personal loyalties, a system long recognized as meritocratic recruitment; 
the pool of candidates is not determined by a politician as they are people who 
respond to the vacancy announcement in the open media. In other words a 
depoliticized entry to bureaucracy lays the foundation for a “lifelong commitment to 
the firm” 263  and gives rise to the alternative mechanism of accountability to 
“professional peers and to the public at large”264. 2) another helpful feature is the 
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expectation, among civil servants, of long-term employment in the depoliticized 
public bureaucracy; according to Wilson, prospects of a long-terms career result in 
bureaucrats internalizing the goals of the organization265; since civil servants can only 
be fired due to a gross violation of the law (such as corruption) by an autonomous 
body or the courts, their expectation of long-term employment is credible, which 
largely prevents them from being bound by the power holders’ preferences. 3) 
seniority-based promotion and remuneration in the depoliticized public bureaucracy 
work automatically, which greatly reduce the credibility of politicians’ promises of 
promotion and salary increases or threats of demotion or reduced payments.    
 
However, the purpose of a depoliticized public bureaucracy is not to deprive elected 
politicians of their control over public bureaucracy, but to ensure that this control does 
not amount to a day-to-day oversight. Instead, politicians’ responsibility is to reach an 
agreement on a package of public goods and policies that will be implemented by the 
bureaucracy266. The existence of a depoliticized public bureaucracy is to prevent 
social welfare from being threatened when politicians push for narrow (i.e. in 
favoured constituencies) or selfish interests in public policies. 
 
In sum, both politicized and depoliticized public bureaucracy have their pros and cons. 
A politicized bureaucracy, where the influence and control of politicians suffuse, 
could be effectively mobilized to implement policies proposed by politicians. When 
the incentives of politicians are in line with people’s general welfare, this type of 
bureaucracy will greatly enhance welfare. If politicians only have narrow interests in 
mind, a politicized bureaucracy may well be an effective tool as far as clients are 
concerned. A depoliticized bureaucracy seems to have plenty of red tape and ample 
difficulties in adapting; once it follows a certain track, it is difficult to re-steer the 
bureaucratic machine on another course. In spite of plenty of criticisms aimed at 
bureaucratism, a depoliticized bureaucracy proves to be a buffer zone against the 
attack of special interests, thereby protecting people’s general welfare. With such a 
theoretical perspective, we are well equipped to comprehend whether the ways in 
which relations between local leading politicians and public bureaucracy are 
constructed in China are conducive to rural compulsory education, given the incentive 
structure for local politicians that is imposed by central-local relations.  
 
4.4 Budgetary politics 
 
Governments, on behalf of societies, decide how to allocate scarce public resources 
between competing uses, such as education, health, construction and many other 
issues, all of which require substantial public investment. The main tool for the 
government in resource allocation is the budget. Ideally we would like to have a 
social planner who has the ability and knowledge to make the best possible decisions 
on resource allocation on our behalf, thereby maximizing overall welfare. However, 
in reality, “budget decisions are the result of a collective process that involves a 
variety of political actors, each with his or her own motivations and 
incentives”.267Participants in the budgetary process have “their own views about the 
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needs of society and the benefits and costs of certain policies. They may also have 
incentives to support different programs according to their aspirations and their roles 
in the political process”.268  This realistic understanding of the budgetary process 
reminds us of two important facts. First, governments are not single, rationally 
calculating units. Instead, they are composed of organizations and individual actors 
who hold different opinions about government policy options and who compete with 
one another to influence decisions.269 Second, the outcome of a budgetary process 
may not necessarily be optimal for general public welfare.   
 
For the first point, the literature on bureaucratic politics has long revealed that 
different government organs have divergent interests, values, incentives and roles in 
the decision-making process. Each organization has its own well-defined interests. 
Moreover, each organization has its own important institutional goals: more missions; 
more autonomy from outside interference; greater influence within the government; 
greater capacities, resources, and personnel; and a larger share in the total government 
budget.270 As the famous phrase goes: “where you stand [on policy issues] depends 
on where you sit” (that is, where one is organizationally situated), the organizational 
position determines the policy stance of agency.  
 
When divergent interests are present in the budgetary process, the final decision is a 
“political resultant” – the outcome of bargaining and compromise among the various 
participants. While various participants are “pulling and hauling” each other as they 
attempt to advance their concepts of personal, group, organizational, and national 
interests in the decision-making process,271 problems may arise. For instance, the 
lack of coordination among competing interests will lead to the well-known common 
pool problem.272 In modern public finance, governments generally draw from a 
general tax fund – the common pool – to finance policies. Policies normally target 
specific groups in society. “The fact that the group of those who pay for such policies 
(the general taxpayers) is larger than the group of those who benefit from them 
implies a divergence between the net benefits accruing to the targeted groups and the 
net benefits for society as a whole”.273 This incongruity is called the common pool 
problem of public finances.  
 
Let us be more concrete here. Politicians, caring about the interests of their 
constituencies, are generally tempted to demand more spending on those targeted 
policies. Suppose that they collectively oppose enlarging the size of “common pool”. 
A large deficit will be generated because every politician insists on a higher level of 
spending on his or her constituency, leading to an increase in overall government 
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spending as a whole.274 An alternative scenario is that a powerful politician succeeds 
in acquiring more resources, leaving weakly represented constituencies with the 
burden of paying for the cost. Even if politicians agree to raise more funds, similar 
dynamics are likely to be in play. Thus, without coordination mechanisms – the 
institutions governing budgetary processes, decisions on government spending are 
prone to be inadvisable for society as a whole.  
 
Budget institutions are the set of rules, procedures, and practices according to which 
budgets are drafted, approved, and implemented.275 The actors in the budget process 
and their interactions are “particularly affected by the budget institutions, which 
impose restrictions on their actions and define the rules of engagement among 
them”.276 Research has identified that certain characteristics of budgetary institutions, 
especially those determining the degree of fragmentation of budgetary 
decision-making, significantly affect the final fiscal spending. 277 The consistent 
finding is that less fragmented decision bodies correlates with a better fiscal outcome.  
 
Three models that have been constructed to plot the spectrum of the centralization of 
decision-making are selected as conceptual tools in this research. The model of 
delegation “involves vesting the finance minister with significant decision-making 
powers over public monies. The finance minister both plays a dominant role within 
the cabinet during the proposal stage of the budget process and is responsible for 
monitoring the execution of the budget and making any necessary changes during the 
budget’s implementation”.278 In the contract model, “a group of agents with similar 
decision-making rights (usually political parties) enter an agreement to commit 
themselves strictly to targets for budget aggregates set for one or more years”.279 The 
final model is a fiefdom form of governance, “where the decision-making process is 
fragmented, ministers dictate their own budgets, and fiscal discipline is consequently 
lax.” 280  These three models represent varying degrees of the centralization of 
decision-making in the budgetary process, each one associated with divergent fiscal 
consequences.  
 
Education is only one of many responsibilities that governments assume. With limited 
resources, governments always have to make difficult trade-offs among issues when 
deciding “who gets what”. We then have to ask how the budget process is organized at 
the local level in China. Who are the participants in the budget process? Who 
represents the interests of rural compulsory education? What are the budget 
institutions? Is the budgetary process of local governments fragmented or centralized? 
Who has the final say on the outcome of the budget? Does the party that represents 
rural education have a proper degree of influence in the budgetary process that could 
ensure the allocation of a due share of the resources?  
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Chapter 3 The State’s Role in Compulsory Education:An 

Equal Opportunity to Access Quality Education 
 
 
This chapter aims to establish a benchmark to evaluate to what extent the two major 
educational reforms in the 1990s and 2000s contribute towards fulfilling the human 
rights obligations of the Chinese state. It firstly introduces debates on equality versus 
adequacy in the context of school finance litigation in the US. Then, the 
commonalities and differences between equality and adequacy are laid down as the 
backdrop against which the state obligations of the human right to education 
enshrined in the international human rights instruments can be clarified. Finally, the 
question is tackled whether the Chinese state has a human rights obligation to provide 
equal opportunity to access quality education for every Chinese citizen. 
 
1. The “public nature” of education 
 
For economists, it is the characteristics of education, being public and private goods at 
the same time, that justify intervention by the state.281 Firstly, it is without dispute 
that a country and society as a whole benefit from the wide attainment of education 
among its citizens and members. Thus the benefit of education is not wholly privately 
owned by its investor; in other words, education is a ‘good’ with external features. In 
this sense, education has the inherent character of being “public”. And in order to 
prevent externalities from undermining the optimal level of education which a society 
could attain, the state has to step in to solve this coordination problem. Secondly, 
individual people gain in the areas of psychological development, economic activities, 
and status throughout their whole life from the education that they receive. In this 
regard, education has an intrinsic quality of a private nature. However, barriers, such 
as credit constraints, imperfect information and time-inconsistent preferences, stand in 
the way of the individual concerning the level of education that conforms to his or her 
preferences; the state then has another basis to intervene and offer assistance.   
 
However, education is more than all these. Its provision has ample political 
implications, as education is essentially redistributive. Not only extending education 
to the masses amounts to a fiscal transfer from the rich to the poor, but education also 
has the nature of a “positional good”. That is, “one’s position or relative standing in 
the distribution of education, rather than one’s absolute attainment of education, 
matters a great deal. To the extent that education is positional, one person’s possession 
of more education necessarily decreases the value of another’s education”.282 To put 
it another way, increasing the supply of education to the masses has the effect of 
smoothing the distributional line of skills that is originally skewed towards the 
educated, undermining the returns of those who are advantaged. The provision of 
education, so to speak, is necessarily contentious in nature. For Ben Ansell, 
constructing a universal school system that offers non-discriminatory access to good 

                                                             
281Poterba, J.M. 1995. “Government Intervention in the Markets for Education and Health Care: How and 
Why?”NBER Working Paper No. 4916. 
282 See William S. Koski& Rob Reich, 2006, “When ‘Adequate’ Isn't: The Retreat from Equity in Educational 
Law and Policy and Why It Matters”, 56 Emory Law Journal, 545-617, p. 547.   



53 
 

quality education is the “sharpest edge of progressive redistribution”.283 
 
2. The distribution of education 
 
The public nature of education requires a far-reaching involvement by the state in the 
design, finance and management of the educational system. To clarify the state’s role 
in the distribution of education, two fundamental questions have to be addressed, “the 
object of the distribution and the distributional principle”.284 First, to decide on the 
object of the distribution is to choose between the inputs and outcomes. Inputs are the 
resources on which schooling relies, including money and the things that money can 
buy, such as teachers, buildings, and equipment. Outcomes refer to student 
achievement, and the attainment of education, as well as the earnings and the quality 
of life that a student achieves.285 The education system could be designed in ways 
that facilitate the distribution of inputs or outcomes among students. Second, the 
distributional principle determines how inputs and outcomes are channelled to 
students. Arguably, this is the dimension of the distribution of education that draws 
the most discussion. Before probing into this area, the story of school finance 
litigation in the U.S. is looked at, in which struggles concerning both the object and 
the principle of the distribution of education have been intensively played out.  
 
2.1 School finance litigation in the US 
 
According to a standard narrative of the evolution of school finance litigation in the 
US that has been widely accepted among scholars, there are three waves of school 
finance cases. The first two waves are defined by their aspiration to equality. The third 
wave concerns adequacy. 286  The first wave of school finance litigations lasted 
between 1971 and 1973. In this period, the U.S. Constitution’s Fourteenth 
Amendment (the Equal Protection Clause) was used to argue that the “equal 
protection guaranteed to citizens under the Fourteenth Amendment prohibited 
substantially unequal funding of schools that was the product of the wealth of the 
people or property within any particular district”.287 A case in California (Serrano v. 
Priest288) prevailed and it led to the centralization of school funding at the state level 
in 1971. However, the U.S. Supreme Court later rejected the same argument in 
another case (San Antonio Independent School District v. Rodriguez289) on the basis 
that there was no fundamental right to education under the U.S. Constitution. 
 
Losing the battleground on the federal level, the parties concerned brought their cases 
to the state level, using the language on education in the state constitutions. The 
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second wave of school finance cases lasted from 1973 to 1989. And the “plaintiffs 
were successful in a little less than half of these cases”.290 The courts instructed the 
states’ school finance system to reconstruct either along the principle of horizontal 
equality or fiscal neutrality.291 In response to the rulings, state governments generally 
involved themselves more intensively in the school finance structures. As a result, 
per-student spending across districts became more equal, with more funds being 
allocated to poorer districts.  
 
In 1989, the ruling by the Kentucky Supreme Court (Rose v. Council for Better 
Education292) marked the beginning of the third wave of school finance litigation. The 
court interpreted the education article in Kentucky’s constitution to require adequate 
education for every Kentucky child. Seven capabilities293 were identified by the court 
that all students should attain. From 1989, many state courts followed the lead of 
Kentucky. 294 One case in this wave of litigation caught the most attention. In 
Campaign for Fiscal Equity v. State of New York295, the court ordered the legislature 
to determine the actual cost of providing a “sound basic education” in New York City, 
awarding a minimum additional 1.93 billion US dollars to schools. For the “education 
adequacy” cases that have been decided since 1989, plaintiffs have won 20 out of 29 
(69 percent) final liability decisions.296 By 2007, the education finance systems in 45 
of the 50 states have been challenged by claims of either equity or adequacy.297 
 
2.2 The principles of the distribution of education 
 
As demonstrated above, in the context of the US, claims by plaintiffs in school 
finance litigation experienced a transition between two main distributional principles, 
from equality to adequacy. Now let us take a look at them one by one.  
 
2.2.1 Equality 
 
Equality is inherently a relational concept, which involves a comparison across 
different units. For instance, the idea of “fiscal neutrality” in school finance – the 
education a child receives should not be a function of local wealth – entails a 
comparison of education across localities with divergent fiscal capacity. What equality 
means is that two things or more are equal to each other. When equality is defined in 
terms of education inputs, an equitable education finance system will make sure that 
all schools have equal packages of education inputs. In other words, equality in inputs 
requires equal treatment for equals, commonly referred to as horizontal equity. Under 
this principle of horizontal equity, “each district in a state would receive equal funding 
per pupil if the students in each district possessed the same skills, needs, level of 
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preparation, etc.”298 
 
When equality is defined in terms of outcomes, an equitable education finance system 
will guarantee all schools sufficient resources to achieve a similar educational 
outcome. It requires unequal treatment of unequals, the so-called vertical equality 
principle.299 The idea is that when needs are different, for instance the cost of 
educating students with disabilities is higher, the finance system should follow the 
guidance of vertical equity, that is to adjust accordingly in order to accommodate the 
extra demands with the purpose of minimizing the adverse impacts of inequalities that 
children bring with them to school.300 
 
Morally appealing as it is, the principle of equality is not immune from criticism. 
Firstly, the principle of equality is vulnerable to the charge of the levelling down 
objection. Being inherently comparative, the principle of equality does not specify a 
threshold for funding, and hence is compatible with levelling downwards educational 
resources for all. For instance, one school finance case in California successfully 
resulted in a more equitable distribution of educational spending, but this was 
achieved by the state lowering spending on the advantaged schools to the level of 
disadvantaged ones. Consequently, the overall spending on education by California 
state decreased significantly.301 
 
Secondly, the pursuit of equality in education is said to be in conflict with other 
desirable values, at least on some occasions. Nathan Glazer once commented that “the 
value of the neighborhood school; the value of local control of education and, above 
all, the value of freedom from state imposition when it affects matters so personal as 
the future of one’s children” may well set limits on the idea of equality in education 
distribution.302 To see how, just imagine when parents decide to privately invest in 
their children’s education beyond formal education, should the state should raise the 
educational level of students who do not get extra education from their parents in 
order to restore equality? Or for the sake of equality, should the state prohibit parents 
from investing in their children’s education outside schools?303 Here, it is not clear 
whether the parents’ liberty should be subject to the requirements of the principle of 
equality. 
 
Thirdly, equality may result in a loss of efficiency. It is argued that when parents, 
especially those who are well off, are allowed to invest in their children’s education 
according to their wishes, it will result in the enhancement of “the total stock of 
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human capital in society”. The productivity gains, due to the enhanced human capital, 
could then be realized. However, the principle of equality, which demands inaction by 
parents outside schools, will cause a loss of productivity gains. Moreover, the gains 
that are lost could have been used to improve the education of those less advantaged 
students.304 These flaws in the principle of equality, according to Harry Brighouse 
and Adam Swift, have led to the increasing endorsement of the principle of adequacy 
among practitioners and scholars.305 
 
2.2.2 Adequacy 
 
Adequacy, on the other hand, refers to a status where somebody or something is 
sufficiently well off. The principle of adequacy does not make a comparison across 
units, but asks whether all the units are above a certain threshold which is identified as 
the level of sufficiency or adequacy.306 The adequacy principle could apply in the 
distribution of inputs or outcomes, with the application being more common in the 
latter. In terms of educational outcomes, the principle of adequacy requires that all 
schools have access to sufficient resources which enable them to bring the students 
they serve to or above a specific outcome standard.307 The outcome standard might 
be defined in light of test scores, proficiency levels or other content, which further 
depends on the purposes of education. If education is primarily concerned with 
enabling a student to exploit his or her life chance, as John Rawls sees it,308 then a 
certain level of academic achievement is an appropriate outcome standard. If 
education is to promote democratic values which feature deliberative and collective 
decision making, the proper education outcome should then be interpreted as a 
threshold at which a person is able to participate effectively in the political process.309 
 
It first appears that the principle of adequacy, to a certain extent, resembles the 
principle of vertical equality. The adequacy principle recognizes the special needs of 
challenging-to-educate students, and supports the allocation of more resources to 
schools that serve such students, so that these students could achieve a designated 
educational outcome. This additional investment in students with special needs is also 
required by the principle of vertical equality. However, what divides them is the 
different attitude towards the difference above a specific outcome standard. For the 
principle of adequacy, the differences above a sufficient level are of no concern, 
whereas the principle of vertical equality still demands action to address those 
differences. Thus, the main difference between the principles of adequacy and 
equality, according to Rob Reich, is that “the sufficiency framework aims to combat 
absolute deprivation; the equality framework aims to combat relative deprivation. For 
the sufficiency advocate, we should not care that people are equal but only that they 
have enough. But it is bad, the egalitarian claims, for some people to be worse off 
than others through no fault of their own”.310 
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The principle of adequacy certainly still has its relational dimensions. First, the level 
of adequacy is defined within a specific context. What is sufficient in China is not 
necessarily so in the Netherlands. Second, the adequacy level is also time-specific. In 
the same society, what was sufficient twenty years ago is naturally considered as 
outdated today. However, at any given moment, the level of adequacy is intrinsically 
absolute. Being qualitatively different, the principle of equality is always comparative 
in nature.  
 
The principle of adequacy is not without its limitations. Critics raise the concern that 
the level of adequacy could be set at a very low level by the state. The state could then 
easily meet the standard with minimum resource inputs. In this way, the principle of 
adequate education is practically made futile. Others also have another concern. The 
principle of adequacy is compatible with the inequality above the level of adequate 
education. This means that wealthy parents are free to buy additional education above 
the adequate level for their children in private schools or by means of home schooling. 
As a positional good, the value of education one possesses is determined by the value 
of education which others attain. With all the children from wealthy families 
enriching themselves outside the public school system, the value of education for 
other children is essentially diminished. Gradually, the once sufficient level of 
education is likely to be insufficient, but there is usually no guarantee that the level of 
adequacy will be continuously updated.  
 
2.3 Two concrete conceptions 
 
The discussion so far has been conducted at an abstract level without specifying 
“equality with respect to what”, nor articulating “adequate for what”. In this section, 
two concrete theoretical constructs are discussed and contrasted. In this way, not only 
the similarities and differences between the idea of equality and adequacy could be 
further exposed, but the groundwork is prepared for elucidating what would a human 
rights approach entail for education distribution.  
 
2.3.1 A meritocratic view of equal opportunity 
 
An equal educational opportunity, in the view developed by John Roemer, should not 
be permitted to differ because of factors, or circumstances, outside the child’s 
control.311 The moral aspirations embodied in this conception of equal opportunity 
are that the school finance system should provide an equal opportunity for all students 
to succeed and the actual observed success should be dependent on personal 
characteristics such as motivation, effort and talent, rather than on factors beyond the 
control of children, such as racial identity, gender, the socio-economic status of the 
family or the wealth of the community in which the children live.312 This conception 
is further summarized by Adam Swift as the meritocratic Conception:  
 
“Someone’s chances of getting into a good university, or getting into a university at 
all, shouldn’t depend on whether her parents are able and willing to send her to 
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private school. It should depend on how intelligent she is, and how much effort she’s 
prepared to make when applying her intelligence. The kind of equality of opportunity 
we’re talking about is meritocratic: people with the same level of merit – IQ plus 
effort – should have the same chance of success. Their social background shouldn’t 
make any difference. If the lucky ones are jumping the queue, the unlucky ones are 
necessarily losing out.”313 
 
Unequal educational outcomes are only acceptable to the extent that they derive from 
differences in what children deserve based on their level of effort and talent, and not 
from their family wealth or favourable social circumstances. In the United Kingdom, 
this meritocratic conception of equal opportunity has been translated into the efforts, 
called for by secretaries of state for education, to eliminate any influence of social 
class on educational achievement.314 Implied by this conception, policy makers are 
required to provide districts and schools with additional resources to offset the 
disabling effects of factors that are outside the students’ control. For example, 
evidence shows that students from poor families usually encounter greater difficulties 
in succeeding in schools, and on the labour market as adults later, than other 
students.315 The meritocratic conception will address this disadvantage by allocating 
more resources to students from poor families. Moreover, the additional resources 
required for each group are the resources needed so that the average outcomes for the 
group of students from poor families will be equal to other groups of students.316 
 
It should be noted that the meritocratic conception of equal opportunity accepts a 
variation in educational outcomes that result from different levels of students’ efforts 
and talents. It also allows for the inequality of resource allocation among groups of 
students as long as the criteria do not follow factors which are outside students’ 
control. For instance, if students exhibit a high level of motivation and talent, the 
meritocratic conception will not find a problem in allocating more resources to those 
students. In sum, the meritocratic conception of equal opportunity is based on fairness. 
“Its main aspiration is to ensure that positions, income, and wealth are distributed 
fairly”.317 It rejects inequality resulting from factors which are outside the control of 
students, but accepts disparity that is the product of students’ voluntary choices. 
 
2.3.2 An equal citizenship view of adequate education 
 
The equal citizenship view of adequate education takes issue with the meritocratic 
interpretation of equal opportunity. In the latter view, varying levels of talent and 
motivation by students are the legitimate grounds for the educational outcomes to 
differ. The former disputes this very point. First, the creation of merit – talent, ability, 
effort, and an incentive to learn – is considered to be highly endogenous to the ways 
that primary and secondary educations are structured. As we all know, attentive and 
                                                             
313 Swift, Adam. 2003. How not to be a hypocrite: School choice for the morally perplexed parent. London: 
Routledge. P. 24. 
314 Clarke, Charles. 2003. Pupil-centred learning: Using data to improve performance. London: Specialist Schools 
Trust. Miliband, David. 2003. Opportunity for all: Are we nearly there yet? London: Institute for Public Policy 
Research. http://www.ippr.org/publicationsandreports/publication.asp?id=201 
315Lee, Valerie E., and David Burkham. 2003. Inequality at the starting gate: Social background differences in 
achievement as children begin school. Washington, DC: Economic Policy Institute.  
316 It should be noted, though, that within each group outcomes would differ because of differences in factors 
within the control of students, such as their level of effort.  
317 Strike, Kenneth A. (2008), “Equality of Opportunity and School Finance: A Commentary on Ladd, Satz, and 
Brighouse and Swift”, Education Finance and Policy, 3, 467–494. P. 468. 

http://www.ippr.org/publicationsandreports/publication.asp?id=201
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skilful teachers are able to make learning a process of exploration with fun and joy, 
which effectively triggers an interest to learn on the part of students, whereas 
overworked and unqualified teachers usually dissuade students from study at an early 
phase. Therefore the principle of meritocracy should not be used to guide the 
distribution of education in the primary and secondary stages because merit itself is 
determined by the structure of education.318 
 
Second, generally speaking, children are sent to schools with the expectation that they 
will actually master certain capabilities, not that the schools they attend merely offer 
them opportunities to acquire those capabilities. As Michael Walzer notes, “The goal 
of the reading teacher is not to produce equal chances, but to achieve equal results”.319 
Even common sense does not justify that teachers simply give up on students with 
less inborn abilities or who are lazy. As Debra Satz puts it, “it seems overly moralistic 
to withhold educational opportunities from a young child who fails to work hard or is 
less talented than his peers”.320 
 
As an alternative, the idea of citizenship is suggested as the main purpose of 
education and the moral underpinning of educational distribution. Citizenship, as 
defined by Thomas Marshall,321 is the political, civic, and economic conditions that 
are needed to make one a full member of one’s society.  
 
“Citizens are equals in terms of their status as full members, although they may be 
unequal along other dimensions such as income and wealth. As full members of 
society, citizens (1) have equal basic political rights and freedoms, including rights to 
speech and participation in the political process; (2) have equal rights and freedoms 
within civil society, including rights to own property and to justice; and (3) have equal 
rights to a threshold of economic welfare and to “live the life of a civilized being 
according to the standards prevailing in the society”.322 
 
“Education has long been recognized as a “foundation of good citizenship,” a 
necessary condition for full membership in the political community. Therefore, every 
citizen should receive the education that is adequate for him or her to function as a 
full member. As the Supreme Court decided in the Brown case, education is required 
for the “performance of our basic public responsibilities, and its absence effectively 
shuts out individuals from participation in society.”323 
 
In light of the idea of citizenship, Debra Satz further elaborates on the nature and 
content of educational adequacy. First, education should equip every citizen with a 
certain level of knowledge and competence so that he or she can exercise the freedom 
and rights associated with citizenship. Second, education should also instill mutual 
respect, understanding and tolerance in citizens. Third, this level of adequacy should 
be updated as the distribution of skills and competence within a population changes. 
Fourth, above the threshold of adequate education, large inequalities should not be 

                                                             
318Satz, Debra. 2007. Equality, adequacy, and education for citizenship. Ethics,7: 623–48. 
319Walzer, Michael. 1983. Spheres of Justice. New York: Basic Books. P. 203. 
320Debra Satz, 2008, “Equality, Adequacy, and Educational Policy”, Education Finance and Policy 3, no. 4: 
424-43.P. 429. 
321 Marshall, T. H. 1977. Class, citizenship, and social development. Chicago: University of Chicago Press. 
322Debra Satz, 2008, “Equality, Adequacy, and Educational Policy”, Education Finance and Policy 3, no. 4: 424-43. 
P433.  
323Ibid. 
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tolerated. As explained by Satz, “although an adequacy standard does not insist on 
equal opportunities, large inequalities regarding who has a real opportunity for 
important goods above citizenships’ threshold relegate some members of society to 
second-class citizenship, where they are denied effective access to positions of power 
and privilege in the society.”  
 
2.3.3 Short summary 
 
There are certainly other competing conceptions of equal opportunity and adequate 
education. They can be distinguished from each other by providing different answers 
to the common central questions. For educational equality, the following three 
questions are perceived as core issues: 
 
I. Equal and unequal with respect to what? What characteristics of individuals are 
relevant as far as resource allocation is concerned? 
II. How do we attach resources to those characteristics that define people as 
relevantly similar or relevantly different? That is, once we know what characteristics 
count, how do we decide to what resources those who possess these characteristics are 
entitled? 
III. How do we remediate cases in which equals are not treated equally? If we find 
that some individual or group has not received a fair share of resources, what do we 
owe that individual or group?324 
 
The principle of equality demands “equal treatment among equals” and “unequal 
treatment among unequals”. We then have to ask the question, “equal and unequal 
with respect to what”. For instance, the meritocratic conception considers social 
background as an illegitimate ground to divide students. In other words, social 
background is not an educationally relevant factor. On the other hand, talent and 
motivation are accepted as being educationally relevant grounds to group students 
(Question I). Once groups of students are identified according to the educationally 
relevant factors, we have to decide how to allocate education resources among these 
groups. Should we concentrate more on the students who are talented and motivated, 
for example, for the sake of efficiency? Or should we still appropriate more to those 
with less talent and motivation, for example because of their needs? Unfortunately, 
the meritocratic conception does not explicitly address this point (Question II). Finally, 
the meritocratic conception does require more resource inputs to offset the impact of a 
disadvantageous background, with the purpose of equally treating students who have 
equal talent and motivation (Question III). At the deeper level, the reason why the 
meritocratic conception comes up with talent and motivation as legitimate grounds is 
that its proponents regard competition based on talent and motivation as fair.  
 
For education adequacy, there are two central questions. The first one is “what kind of 
education and how much of it is to be provided to all?” The second, “is there some 
amount of education after which, once it has been provided, we need not provide 
education equitably?”325 From the perspective of citizenship, the adequate level of 
education should be sufficient to secure capacities for everyone to fulfil the role of a 
citizen (the first question). The second question is tricky. In principle, adequacy pays 
                                                             
324 Strike, Kenneth A. (2008), “Equality of Opportunity and School Finance: A Commentary on Ladd, Satz, and 
Brighouse and Swift”, Education Finance and Policy, 3, 467–494. P. 470. 
325Ibid., p. 471.  
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no attention to inequality above the threshold. However, the view of citizenship 
envisions that citizenship demands equality by definition. If only the well off have 
access to the top positions in society (because they could afford to purchase extra 
education), even though this society has provided adequate education for all in line 
with the requirements of citizenship, gradually those who are not well off and 
especially the least advantaged will be downgraded to second-class citizens. To 
prevent this danger, the equal citizenship view of adequate education will ensure that 
education beyond the adequate level should be provided in a way that everyone has a 
fair (but not equal) opportunity to attain the powerful and privileged positions in 
society.  
 
So far, a panoramic view of the main debates on the distribution of education has been 
provided. Naturally, we are interested in how far the conception of education as a 
human right will shed some light on the issue of education distribution. This is indeed 
very important. Not only because the idea of human rights is the only existing value 
system that has worldwide recognition, but also because human rights norms and 
standards are relevant in practice. State parties, after formally committing themselves 
by ratifying human rights treaties, are legally required to implement their human 
rights obligations and modify their behaviour according to human rights norms and 
standards. Therefore, how the idea of human rights envisions education has 
far-reaching implications for people’s lives. This is the subject of the following 
sections.  
 
3. Education as a human right 
 
The main universal human rights instruments recognizing the right to education are: 
Article 26 of the Universal Declaration of Human Rights (1948), Principle 7 of the 
Declaration of the Rights of the Child (1959), the Convention against Discrimination 
in Education (1960), Articles 13–14 of the International Covenant on Economic, 
Social and Cultural Rights (1966), and Articles 28 and 29 of the International 
Convention on the Rights of the Child (1989).326 The scope and content of the right 
to education is quite broad, as it covers primary education, fundamental education,327 
secondary education, and higher education. Since this dissertation focuses on the 
public financing of primary education in rural China, this section will be specifically 
devoted to sketching the scope and content of the right to primary education in 
international instruments.   
 
3.1 The purposes of education in the main international human rights instruments 
 

                                                             
326 Other universal instruments address specific aspects of the right to education or protect the right to education 
of particularly vulnerable groups. These include inter alia Article 22 of the Convention relating to the Status of 
Refugees (1951), Article 5(e)(v) of the Convention on the Elimination of all Forms of Racial Discrimination 
(1965), Article 18(4) of the International Covenant on Civil and Political Rights (1966),  Principle 6 of the 
Declaration on the Rights of Disabled Persons (1975), Article 10 of the Convention on the Elimination of All 
Forms of Discrimination Against Women (1979), Article 30 of the International Convention on the Protection of 
the Rights of all Migrant Workers and Their Families (1990), and Article 4(3) of the Declaration on the Rights of 
Persons Belonging to National or Ethnic, Religious and Linguistic Minorities (1992).  
327 In General Comment No 13 on the Right to Education, the CESCR explained that: “In general terms, 
fundamental education corresponds to basic education as set out in the World Declaration on Education for All. By 
virtue of article 13 (2) (d), individuals “who have not received or completed the whole period of their primary 
education” have a right to fundamental education, or basic education as defined in the World Declaration on 
Education for All”. 
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The essential purposes of education as articulated in the main human rights 
instruments include:  
 
(1) the full development of human personality and to the strengthening of respect for 
human rights and fundamental freedoms,  
(2) enabling all persons to participate effectively in a free society, 
(3) promoting understanding, tolerance and friendship among all nations and all 
racial, ethnic or religious groups, and furthering the activities of the United Nations 
for the maintenance of peace. 
 

The purposes of education in the main human rights instruments 

Article 26 (2), 
UDHR 

Education shall be directed to the full development of the human 
personality and to the strengthening of respect for human rights and 
fundamental freedoms. It shall promote understanding, tolerance 
and friendship among all nations, racial or religious groups, and 
shall further the activities of the United Nations for the 
maintenance of peace. 

Article 13 (1), 
ICESCR 

The States Parties to the present Covenant recognize the right of 
everyone to education. They agree that education shall be directed 
to the full development of the human personality and the sense of 
its dignity, and shall strengthen the respect for human rights and 
fundamental freedoms. They further agree that education shall 
enable all persons to participate effectively in a free society, 
promote understanding, tolerance and friendship among all nations 
and all racial, ethnic or religious groups, and further the activities of 
the United Nations for the maintenance of peace. 

Article 5 (a), 
Convention 

against 
Discrimination 
in Education 

Education shall be directed to the full development of the human 
personality and to the strengthening of respect for human rights and 
fundamental freedoms; it shall promote understanding, tolerance 
and friendship among all nations, racial or religious groups, and 
shall further the activities of the United Nations for the 
maintenance of peace. 

Article 29 (1), 
Convention on 
the Rights of 

the Child 

States Parties agree that the education of the child shall be directed 
to: (a) The development of the child's personality, talents and 
mental and physical abilities to their fullest potential; 
(b) The development of respect for human rights and fundamental 
freedoms, and for the principles enshrined in the Charter of the 
United Nations; 
(c) The development of respect for the child's parents, his or her 
own cultural identity, language and values, for the national values 
of the country in which the child is living, the country from which 
he or she may originate, and for civilizations different from his or 
her own; 
(d) The preparation of the child for responsible life in a free society, 
in the spirit of understanding, peace, tolerance, equality of sexes, 
and friendship among all peoples, ethnic, national and religious 
groups and persons of indigenous origin; 
(e) The development of respect for the natural environment. 

 
In view of the articulations of the purposes of education in international human rights 
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instruments, it is quite obvious that the vision of education as a human right endorses 
a high level of adequate education for every human being. The content and outcome 
of education should be adequate for the full development of the human personality, 
which covers all dimensions of the human being: physical, intellectual, spiritual, 
psychological and social. The requirement of education contributing to the 
strengthening of respect for human rights and fundamental freedoms demands that the 
education provided shall at least be in conformity with the UDHR.328 Meanwhile, 
understanding, tolerance and friendship among all nations and all racial, ethnic or 
religious groups shall be part of the spirit of education, which aims to instill in people 
the recognition of the equality and interdependence of nations and peoples. Moreover, 
this is a call for pluralism in education, which should allow the co-existence of 
different views.329 The content of education must also take into consideration the 
principles of the UN Charter. These include, amongst others, the maintenance of 
peace and security, friendly relations among nations, and international co-operation in 
solving international problems.  
 
Education should also be adequate to enable all persons to participate effectively in a 
free society. As such, in the Committee on the Rights of the Child’s words, “[a]n 
education with its contents firmly rooted in the values of article 29(1) is for every 
child an indispensable tool for her or his efforts to achieve in the course of her or his 
life a balanced, human rights-friendly response to the challenges that accompany a 
period of fundamental change driven by globalization, new technologies and related 
phenomena”.330 Specifically, “the curriculum must be of direct relevance to the 
child’s social, cultural, environmental and economic context and to his or her present 
and future needs and take full account of the child’s evolving capacities; teaching 
methods should be tailored to the different needs of different children. Education must 
also be aimed at ensuring that essential life skills are learnt by every child…Basic 
skills include not only literacy and numeracy but also life skills such as the ability to 
make well-balanced decisions; to resolve conflict in a non-violent manner; and to 
develop a healthy lifestyle, good social relationships and responsibility, critical 
thinking, creative talents, and other abilities which give children the tools needed to 
pursue their options in life”. 331 All the above elaborations of the purposes of 
education jointly determine the level of an adequate education envisioned by human 
rights norms. This is a level of education that every person is entitled to simply 
because of being a human being.   
 
3.2 Non-discrimination in Education 
 
Historically, education systems were and are still used to systematically discriminate 
against certain vulnerable groups, such as women, black people and ethnic or 
religious minorities. Interestingly education is also an effective tool to combat 
                                                             
328 Education must be designed “to provide the child with life skills, to strengthen the child’s capacity to enjoy the 
full range of human rights and to promote a culture which is infused by appropriate human rights values”, see 
ComRC, General Comment No. 1 (Twenty-Sixth Session, 2001) [UN Doc. CRC/C/103] The aims of education, 
paragraph 2.  
329 The importance of this aim of education lies precisely “in its recognition of the need for a balanced approach to 
education and one which succeeds in reconciling diverse values through dialogue and respect for difference”. See 
The Committee on the Rights of the Child, General Comment No. 1 (Twenty-Sixth Session, 2001) [UN Doc. 
CRC/C/103] The aims of education (art. 29(1) CRC), paragraph 4. Although the words denote a child, they 
constitute the aims of education for people of all ages as well.  
330 Ibid, paragraph 3.  
331 Ibid, paragraph 9.  
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inequality as it is widely recognized that education emancipates people. This 
characteristic of the double-edged sword of education is exactly the reason why 
equality in education is of fundamental importance.  
 

Equality in education in the main international human rights instruments 

UDHR 

Article 2. 
Everyone is entitled to all the rights and freedoms set forth in this 
Declaration, without distinction of any kind, such as race, colour, 
sex, language, religion, political or other opinion, national or social 
origin, property, birth or other status. Furthermore, no distinction 
shall be made on the basis of the political, jurisdictional or 
international status of the country or territory to which a person 
belongs, whether it be independent, trust, non-self-governing or 
under any other limitation of sovereignty. 

ICESCR 

Article 2 
2. The States Parties to the present Covenant undertake to guarantee 
that the rights enunciated in the present Covenant will be exercised 
without discrimination of any kind as to race, colour, sex, language, 
religion, political or other opinion, national or social origin, property, 
birth or other status. 

Convention 
against 

Discrimination 
in Education 

Article 1 
1. For the purpose of this Convention, the term "discrimination" 
includes any distinction, exclusion, limitation or preference which, 
being based on race, colour, sex, language, religion, political or other 
opinion, national or social origin, economic condition or birth, has 
the purpose or effect of nullifying or impairing equality of treatment 
in education and in particular: 
(a) Of depriving any person or group of persons of access to 
education of any type or at any level; 
(b) Of limiting any person or group of persons to education of an 
inferior standard; 
(c) Subject to the provisions of article 2 of this Convention332, of 
establishing or maintaining separate educational systems or 
institutions for persons or groups of persons; or 
(d) Of inflicting on any person or group of persons conditions which 
are incompatible with the dignity of man. 

Convention on Article 2 

                                                             
332 Article 2, “When permitted in a State, the following situations shall not be deemed to constitute discrimination, 
within the meaning of article 1 of this Convention: 
(a) The establishment or maintenance of separate educational systems or institutions for pupils of the two sexes, if 
these systems or institutions offer equivalent access to education, provide a teaching staff with qualifications of the 
same standard as well as school premises and equipment of the same quality, and afford the opportunity to take the 
same or equivalent courses of study; 
(b) The establishment or maintenance, for religious or linguistic reasons, of separate educational systems or 
institutions offering an education which is in keeping with the wishes of the pupil's parents or legal guardians, if 
participation in such systems or attendance at such institutions is optional and if the education provided conforms 
to such standards as may be laid down or approved by the competent authorities, in particular for education of the 
same level; 
(c) The establishment or maintenance of private educational institutions, if the object of the institutions is not to 
secure the exclusion of any group but to provide educational facilities in addition to those provided by the public 
authorities, if the institutions are conducted in accordance with that object, and if the education provided conforms 
with such standards as may be laid down or approved by the competent authorities, in particular for education of 
the same level. 
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the Rights of 
the Child 

1. States Parties shall respect and ensure the rights set forth in the 
present Convention to each child within their jurisdiction without 
discrimination of any kind, irrespective of the child's or his or her 
parent's or legal guardian's race, colour, sex, language, religion, 
political or other opinion, national, ethnic or social origin, property, 
disability, birth or other status. 
2. States Parties shall take all appropriate measures to ensure that the 
child is protected against all forms of discrimination or punishment 
on the basis of the status, activities, expressed opinions, or beliefs of 
the child's parents, legal guardians, or family members. 
Article 28 
1. States Parties recognize the right of the child to education, and 
with a view to achieving this right progressively and on the basis of 
equal opportunity… 

 
Prohibited discriminatory grounds: all the prohibited grounds for making a distinction 
in education that are listed in the four main human rights instruments that recognize a 
right to education are more or less the same, including “race, colour, sex, language, 
religion, political or other opinion, national or social origin, property, birth or other 
status”. Several grounds of discrimination333 falling under the notion of “other status” 
have been identified by the CRC Committee in its concluding observations to the 
States Parties’ reports, which are sexual orientation, children involved in the juvenile 
justice system, the place of residence (distinctions between different 
provinces/regions, homeless, rural, abandoned, displaced etc.), in armed conflict, etc. 
 
Equality of treatment in education: according to Article 1 of the UNESCO 
Convention against Discrimination in Education, all individuals and groups are 
entitled to enjoy education free from discrimination in terms of access to education, 
the standard and qualityof the education and the conditions under which it is given. 
This requires that equals receive equal treatment. Discrimination is prohibited on the 
grounds enumerated above. These prohibited grounds are denied their status as 
educationally relevant factors in the sense that they should not have a substantive 
impact on the access to and outcomes of education. People with a different status 
relating to “race, colour, sex, language, religion, political or other opinion, national or 
social origin, property, birth” are perceived and treated as being essentially equal in 
the education system. Everyone is entitled to adequate education and that is clarified 
above.  
 
Notably, to achieve a situation where equals receive equal treatment usually requires 
special measures to substantively eliminate the adverse effects of disadvantageous 
backgrounds on education. Numerous studies have invariably shown that students 
from disadvantageous backgrounds – many of these backgrounds coincide with the 
prohibited grounds of discrimination – exhibit greater difficulties and needs in the 
education process. Therefore, to bring those disadvantaged students to the level of an 
adequate education inevitably costs much more than what is needed for other students 
to arrive at the same level. However, since every person is entitled to an adequate 
education, those disadvantaged students are then entitled to extra resources to fulfil 
                                                             
333 For a complete list of the grounds of discrimination identified by the CRC Committee, see R. Hodgkin and P. 
Newell, Implementation Handbook for the Convention on the Rights of the Child (New York/Genève, UNICEF, 
2002), p. 28.  
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their needs in education. This is exactly what the principle of vertical equality entails. 
In the General Comment on the Right to Education, the CESCR Committee 
acknowledged that there are legitimate grounds for separate treatment, such as 
affirmative actions as well as separate educational systems or institutions for certain 
groups in some circumstances.334 
 
3.3 The content of the right to primary education in main international human rights 
instruments 
 
The core content of the right to primary education in the international human rights 
treaties reviewed below includes: 
(1) compulsory and free to all; 
(2) equal opportunity and equal treatment;335 
(3) progressive realization; and  
(4) active support for disadvantaged groups of people. 
 

The content of the right to primary education 

Article 26 (2), 
UDHR 

Everyone has the right to education. Education shall be free, at least 
in the elementary and fundamental stages. Elementary education 
shall be compulsory.  

Article 13 and 
14, ICESCR 

Article 13: (a) Primary education shall be compulsory and available 
free to all; 
(e)The development of a system of schools at all levels shall be 
actively pursued, an adequate fellowship system shall be established, 
and the material conditions of teaching staff shall be continuously 
improved. 
Article 14: Each State Party to the present Covenant which, at the 
time of becoming a Party, has not been able to secure in its 
metropolitan territory or other territories under its jurisdiction 
compulsory primary education, free of charge, undertakes, within 
two years, to work out and adopt a detailed plan of action for the 
progressive implementation, within a reasonable number of years, to 
be fixed in the plan, of the principle of compulsory education free of 
charge for all. 

Article 4, 
Convention 

against 
Discrimination 
in Education 

The States Parties to this Convention undertake furthermore to 
formulate, develop and apply a national policy which, by methods 
appropriate to the circumstances and to national usage, will tend to 
promote equality of opportunity and of treatment in the matter of 
education and in particular: 
(a)To make primary education free and compulsory; make secondary 
education in its different forms generally available and accessible to 
all; make higher education equally accessible to all on the basis of 
individual capacity; assure compliance by all with the obligation to 
attend school prescribed by law; 
(b)To ensure that the standards of education are equivalent in all 
public education institutions of the same level, and that the 
conditions relating to the quality of education provided are also 

                                                             
334CESCR Committee, General Comment No. 13 on the Right to Education (UN Doc. E/C.12/1999/10, 1999), 
para.32, 33. 
335 See the discussion above.  
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equivalent; 
(d)To provide training for the teaching profession without 
discrimination. 

Article 29 (1), 
Convention on 
the Rights of 

the Child 

(a)Make primary education compulsory and available free to all 
(e)Take measures to encourage regular attendance at schools and the 
reduction of drop-out rates. 

 
As fundamental as it is, primary education should be the priority of allocating 
resources. As the CESCR has observed, “the obligation of States Parties to the 
Covenant to ensure that ‘primary education shall be compulsory and available free to 
all’ applies in all situations including those in which local communities are unable to 
furnish buildings, or individuals are unable to afford any costs associated with 
attendance at school”. 336  The CESCR explained the meaning of the terms 
“compulsory” and “free of charge” in its General Comment No. 11 as follows:  
 
6. Compulsory. The element of compulsion serves to highlight the fact that neither 
parents, nor guardians, nor the State are entitled to treat as optional the decision as to 
whether the child should have access to primary education. Similarly, the prohibition 
of gender discrimination in access to education, required also by articles 2 and 3 of 
the Covenant, is further underlined by this requirement. It should be emphasised, 
however, that the education offered must be adequate in quality, relevant to the child 
and must promote the realisation of the child’s other rights. 
7. Free of charge. The nature of this requirement is unequivocal. The right is 
expressly formulated so as to ensure the availability of primary education without 
charge to the child, parents or guardians. Fees imposed by the Government, the local 
authorities or the school, and other direct costs, constitute disincentives to the 
enjoyment of the right and may jeopardize its realisation. They are also often highly 
regressive in effect. Their elimination is a matter which must be addressed by the 
required plan of action. Indirect costs, such as compulsory levies on parents 
(sometimes portrayed as being voluntary, when in fact they are not), or the obligation 
to wear a relatively expensive school uniform, can also fall into the same category. 
Other indirect costs may be permissible, subject to the Committee’s examination on a 
case-by-case basis. This provision of compulsory primary education in no way 
conflicts with the right recognised in article 13.3 of the Covenant for parents and 
guardians’ to choose for their children schools other than those established by the 
public authorities’.337 
 
General Comment No. 11 cited above makes it very clear that the state should bear 
full responsibility for providing primary education without seeking any contribution 
from the “child, parents or guardians”. Direct or indirect costs that could act as 
disincentives for poor families to send their children to school should not be allowed, 
because these costs are contrary to the spirit of the full realisation of primary 
education to everyone in international human rights instruments. Meanwhile, the state 
must also provide active support for disadvantaged groups of people so that they can 
enjoy primary education, as indicated by “an adequate fellowship system” in Article 
13 (e) of the ICESCR and “regular attendance at schools and the reduction of drop-out 

                                                             
336 CESCR, Concluding Observations: Kenya, UN Doc E/C.12/1993/6 (3 June 1993), para. 18.  
337 CESCR, General Comment 11: Plans of Action for Primary Education, UN Doc E/C.12/1999/4 (10 May 1999). 
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rates” in Article 29 (1) of the Convention on the Rights of the Child.338 
 
Article 14 of the ICESCR is directed towards state parties which have not yet made 
compulsory and free primary education available. This provision, laying down 
technical instructions for implementation, calls upon such states parties to adopt a 
plan of action in which they set out how they envisage realising compulsory and free 
primary education. Regarding the interpretation of this Article, the CESCR 
Committee in General Comment No. 11 points out that the obligation to adopt a plan 
of action cannot be avoided on the grounds that the necessary resources are allegedly 
not available, and emphasises that the said obligation applies “almost by definition, to 
situations characterised by inadequate financial resources”. If a state party clearly 
lacks the financial resources and/or expertise required to adopt a plan, “the 
international community has a clear obligation to assist”.339 
 
Article 13(2)(e) of the ICESCR requires “an adequate fellowship system” to be 
established which is intended to be financial assistance granted to individual students 
to help cover the direct and indirect costs of education. In paragraph 26 of General 
Comment No. 13, the CESCR therefore states that the requirement of a fellowship 
system “should be read with the Covenant’s non-discrimination and equality 
provisions; the fellowship system should enhance equality of educational access for 
individuals from disadvantaged groups”. 340  Similarly, in paragraph 53, the 
Committee states that “under article 13(2)(e), States parties are obliged to ensure that 
an educational fellowship system is in place to assist disadvantaged groups”.341 
 
3.4 The 4-A scheme 
 
The 4-A scheme (according to which education must be available, accessible, 
acceptable and adaptable) for studying the obligations to provide a right to education 
has been developed by Katarina Tomasevski, the former Special Rapporteur of the 
Commission on Human Rights on the Right to Education. 342 This 4-A scheme 
characterizes the education system that is in conformity with the ideas and standards 
of a right to education. The 4-A scheme is concise and comprehensive, and largely 
speaks for itself.  
 
6. While the precise and appropriate application of the terms will depend upon the 
conditions prevailing in a particular State party, education in all its forms and at all 
levels shall exhibit the following interrelated and essential features 
(a) Availability—functioning educational institutions and programmes have to be 
available in sufficient quantity within the jurisdiction of the State party. What they 
require to function depends upon numerous factors, including the developmental 
context within which they operate; for example, all institutions and programmes are 
likely to require buildings or other protection from the elements, sanitation facilities 
                                                             
338 See the further discussion below.  
339 CESCR, General Comment No. 11 (Twentieth Session, 1999) [UN Doc. E/2000/22] Plans of action for primary 
education (art. 14 ICESCR) 
340CESCR Committee, General Comment No. 13 on the Right to Education (UN Doc. E/C.12/1999/10, 1999). 
341Ibid. 
342 See Reports to the CHR of the Special Rapporteur on the Right to Education, Tomasevski, Preliminary Report, 
UN Doc E/CN.4/1999/49 (13 January 1999), para. 50; Progress Report, UN Doc E/CN.4/2000/5 (1 February 2000), 
paras 32–65; Annual Report, UN Doc E/CN.4/2001/52 (9 January 2001); Annual Report, UN Doc E/CN.4/2002/60 
(7 January 2002), paras 22–45; Mission to China, UN Doc E/CN.4/2004/45/Add.1 (21 November 2003), para.6, 
and K Tomasevski, Human Rights Obligations in Education (Nijmegen, Wolf Legal Publishers, 2005). 
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for both sexes, safe drinking water, trained teachers receiving domestically 
competitive salaries, teaching materials, and so on; while some will also require 
facilities such as a library, computer facilities and information technology; 
(b) Accessibility—educational institutions and programmes have to be accessible to 
everyone, without discrimination, within the jurisdiction of the State party. 
Accessibility has three overlapping dimensions: Non-discrimination—education must 
be accessible to all, especially the most vulnerable groups, in law and fact, without 
discrimination on any of the prohibited grounds (see paras 31–37 on 
non-discrimination); Physical accessibility—education has to be within safe physical 
reach, either by attendance at some reasonably convenient geographic location (eg a 
neighbourhood school) or via modern technology (eg access to a ’distance learning’ 
programme); Economic accessibility—education has to be affordable to all. This 
dimension of accessibility is subject to the differential wording of article 13(2) in 
relation to primary, secondary and higher education: whereas primary education shall 
be available ‘free to all’, States parties are required to progressively introduce free 
secondary and higher education; 
(c) Acceptability—the form and substance of education, including curricula and 
teaching methods, have to be acceptable (eg relevant, culturally appropriate and of 
good quality) to students and, in appropriate cases, parents; this is subject to the 
educational objectives required by article 13(1) and such minimum educational 
standards as may be approved by the State (see art 13(3) and (4)); 
(d) Adaptability—education has to be flexible so it can adapt to the needs of changing 
societies and communities and respond to the needs of students within their diverse 
social and cultural settings. 
7. When considering the appropriate application of these ‘interrelated and essential 
features’ the best interests of the student shall be a primary consideration. 
 
3.5 State obligations concerning the right to education 
 
In implementing the right to education, states are obliged to develop an education 
system that is available, accessible, acceptable and adaptable. This section will 
elaborate on the contents of state obligations regarding to right to education.  
 
3.5.1 Three levels of State Obligations and five minimum core obligations 
 
The three levels of obligations for states arising from the right to education as 
protected in the ICESCR were addressed by the CESCR in its General Comment 13. 
The relevant paragraphs are set out below:  
 
46. The right to education, like all human rights, imposes three types or levels of 
obligations on States parties: the obligations to respect, protect and fulfil. In turn, the 
obligation to fulfil incorporates both an obligation to facilitate and an obligation to 
provide. 
47. The obligation to respect requires States parties to avoid measures that hinder or 
prevent the enjoyment of the right to education. The obligation to protect requires 
States parties to take measures that prevent third parties from interfering with the 
enjoyment of the right to education. The obligation to fulfil (facilitate) requires States 
to take positive measures that enable and assist individuals and communities to enjoy 
the right to education. Finally, States parties have an obligation to fulfil (provide) the 
right to education. As a general rule, States parties are obliged to fulfil (provide) a 



70 
 

specific right in the Covenant when an individual or group is unable, for reasons 
beyond their control, to realize the right themselves by the means at their disposal. 
However, the extent of this obligation is always subject to the text of the Covenant. 
48. In this respect, two features of article 13 require emphasis. First, it is clear that 
article 13 regards States as having principal responsibility for the direct provision of 
education in most circumstances; States parties recognise, for example, that the 
“development of a system of schools at all levels shall be actively pursued” (art 
13(2)(e)). Secondly, given the differential wording of article 13(2) in relation to 
primary, secondary, higher and fundamental education, the parameters of a State 
party’s obligation to fulfil (provide) are not the same for all levels of education. 
Accordingly, in light of the text of the Covenant, States parties have an enhanced 
obligation to fulfil (provide) regarding the right to education, but the extent of this 
obligation is not uniform for all levels of education. The Committee observes that this 
interpretation of the obligation to fulfil (provide) in relation to article 13 coincides 
with the law and practice of numerous States parties. 
 
The obligation to respect the right to education requires states parties to refrain from 
all measures that directly or indirectly interfere, impair, hinder or prevent the 
enjoyment of the right to education for all those within its jurisdiction.343 For 
example, states must refrain from limiting or denying access to any individual or 
group to all level of education on prohibited grounds, such as ethnicity, gender, or 
religion. States must also prevent the closure of private schools based on 
considerations that are not allowed by the international human rights standards.  
 
The obligation to protect the right to education requires states to take measures to 
prevent and prohibit third parties (private groups and individuals) from interfering 
with the enjoyment of the right to education. For example, states should act to prevent 
private schools from discriminating against any individual or group in the admission 
to and enjoyment of education. States also have an obligation to ensure that third 
parties, including parents and employers, do not to intervene in the realization of their 
children’s education by compelling them to engage in labour activities.  
 
The obligation to fulfil requires states to adopt appropriate measures – legislative, 
administrative, budgetary, judicial, promotional and other measures – so as to allow 
the full realization of the right to education. Under this obligation, states are not only 
obliged to take action, but also to attain certain results.  
 
3.5.2 Progressive realization, maximum available resources and minimum core 
obligations 
 
Just as  other rights in the ICESCR, the right to education does not require 
immediate full realization by the state.344 Rather, the state can fulfil this right over 
time. The progressive realization of ESCRs is deemed necessary in some situations 
because a state party is subject to resource constraints. Furthermore, a state is allowed 
                                                             
343 M Nowak, ‘The Right to Education—Its Meaning, Significance and Limitations’ (1991) 9 Netherlands 
Quarterly of Human Rights 421–2. 
344 Article 2(1) of the ICESCR declares: “Each State Party to the present Covenant undertakes to take steps, 
individually and through international assistance and co-operation, especially economic and technical, to the 
maximum of its available resources, with a view to achieving progressively the full realization of the rights 
recognized in the present Covenant by all appropriate means, including particularly the adoption of legislative 
measures”.  
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to determine the meaning of maximum available resources, including which resources 
to apply and what is considered to be the maximum, at its own discretion.345 It seems 
that states have been given a great deal of latitude in implementing their human rights 
obligations. However, in the view of the CESCR, states are not exempted from their 
obligation to take steps “within a reasonably short time” and “move as expeditiously 
and effectively as possible towards the goal” of the full realization of the right in 
question. 346  The CESCR requires states parties to decide what measures are 
appropriate, but these measures have to be “deliberate, concrete and targeted as 
clearly as possible towards meeting the obligations recognized in the Covenant”.347 
Finally, the CESCR retains the authority to review steps and measures taken by states 
in periodic reports.  
 
It should be noted that the Committee has also articulated five minimum core 
obligations with respect to Article 13: 
 
a. to ensure the right of access to public educational institutions and programmes on 
a non-discriminatory basis; 
b. to ensure education conforms to the objectives set out in article 13(1) [of the 
Covenant] 
c. to provide free and compulsory primary education 
d. to adopt and implement a national education strategy which includes provision 
for secondary, higher and fundamental education; and 
e. to ensure free choice of education without interference from the State or third 
parties, subject to conformity with “minimum educational standards” (art. 13(3) and 
(4)).348 
 
The concept of minimum core obligations is put forward so as to define, in a  
concrete fashion, the minimum entitlements for the right holders of every human right. 
In spite of the fact that states may need time and resources to fully realize the right in 
question, states should immediately give effect to these minimum entitlements and a 
failure to do so is to be considered a violation of their obligations.349 For instance, 
non-discrimination and equal treatment between men and women fall within 
obligations that should have immediate effect. The CESCR makes explicit that Article 
2(2) and 3 of the ICESCR are “subject to neither progressive realization nor the 
availability of resources; it applies fully and immediately to all aspects of education 
and encompasses all internationally prohibited grounds of discrimination”.350 In line 
with the requirements of Articles 13 and 14, the CESCR further includes another four 
items that amount to a state’s minimum core obligations in the area of education.  
 
3.6 Summary 
 
The content and scope of the right to primary education is summarized in the table 
below. In light of the problem that this research tries to examine, I further encapsulate 

                                                             
345 U.N. ESCOR, Comm. on Econ., Soc. & Cult. Rts, 1990, General Comment No. 3: The Nature of States Parties’ 
Obligations.  
346 Ibid. 
347 Ibid. 
348 U.N. ESCOR, Comm. on Econ., Soc. & Cult. Rts, General Comment No. 13: The Right to Education. Para. 57.  
349 U.N. ESCOR, Comm. on Econ., Soc. & Cult. Rts, 1990, General Comment No. 3: The Nature of States Parties’ 
Obligations. 
350Ibid. 
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the aspirations and standards of the right to education in the concept of an equal 
opportunity to quality education.  

 
The content and scope of the right to primary education 

Respect 
 

Protect 
 

Fulfil 

Equality and non-discrimination in opportunity and treatment 
Education must be guaranteed to all, especially the most vulnerable 
groups, in law and in fact, without discrimination. 
Availability 
Functioning educational institutions and programmes must be available in 
sufficient quantity. What they require depends upon numerous factors, but 
these are likely to include buildings or other protection from the elements, 
sanitation facilities for both sexes, safe drinking water, trained teachers 
receiving domestically competitive salaries, teaching materials, etc. Some 
schools will require facilities such as libraries, etc. 
Accessibility 
Economic:  
Education has to be affordable for all. Primary education must be 
available free of charge and governments are required to progressively 
realize its provision.  
Physical:  
Education has to be within safe, physical reach. 
Acceptability 
The form and substance of education, including curricula and teaching 
methods, must be acceptable (e.g. relevant, culturally appropriate, of good 
quality). 
Adaptability 
Education must be flexible, so that it can adapt to the needs of changing 
societies and communities, and respond to the needs of students within 
diverse social/cultural settings. 
Minimum core obligations  

Adapted from Reading the books: Governments’ budgets and the right to education, 
IHRIP and International Budget Partnership (IBP), 2010. 
 
The state should treat people of different races, gender, classes, or religions (and other 
prohibited grounds of discrimination) in the same way. This is not only because all 
people deserve equal respect or equal dignity, but also because race, gender, class, and 
religion are in most cases not relevant reasons for treating people differently. When 
the state discriminates on the basis of such characteristics, it undermines equal respect 
and the basis of full and equal dignity. Equal opportunity builds upon equal dignity 
that is inherent in every human being. Horizontal equality requires that students who 
are in an equal situation enjoy the same amount of resources for their education; 
vertical equality highlights the special needs of disadvantaged students and demands 
extra input from the state. The concept of equal opportunity aims to create the same 
degree of freedom for every individual so that their own will and efforts become the 
most decisive factor for their success.   
 
Education, envisioned as a human right, should be adequate concerning two 
dimensions. Individually, it should target the full development of the human 
personality and strengthen respect for human rights and fundamental freedoms; it also 
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enables all persons to participate effectively in a free society by equipping individuals 
with a certain level of skill and competence. Interpersonally, education promotes 
understanding, tolerance and friendship among all nations and all racial, ethnic or 
religious groups, and further the activities of the United Nations for the maintenance 
of peace. Education as such is undoubtedly quality education. Hence quality 
education is an entitlement for everyone as required by inherent human dignity.  
 
An equal opportunity to quality education is mostly salient at the stage of primary 
education. International human rights standards oblige state parties to provide primary 
education that is characterized by availability, accessibility, acceptability and 
adaptability. Furthermore, primary education should be made free and compulsory for 
every child. An equal opportunity to access quality education also falls within a state’s 
minimum core obligations. The CESCR explicitly requires states to ensure 
immediately that education is delivered in a non-discriminatory way and conforms to 
the objectives set out in article 13.351 
 
4. Indicators as to the concept of an equal opportunity to access quality education 
 
As the content and scope of the right to education have been clarified, questions of 
monitoring and enhancing its implementation come to the fore. It is in these areas that 
human rights indicators are gaining wide recognition concerning their important roles. 
Following the lead of recent developments, this research will also deploy indicators to 
understand the problem of rural compulsory education in China. This section will 
discuss the choice and justification of the indicators that are deployed.  
 
4.1 Human rights indicators 
 
A human rights indicator is “specific information on the state of an event, activity or 
an outcome that can be related to human rights norms and standards; that address and 
reflect the human rights concerns and principles; and that are used to assess and 
monitor promotion and protection of human rights.”352 In 1990, DaniloTürk, the then 
U.N. Special Rapporteur on the Realization of Economic, Social and Cultural Rights, 
reported on the possibility of using indicators to measure ESC rights. He suggested 
that indicators could be useful in the following ways, stressing in particular their role 
in progressive realization:  
 
The use of indicators within the field of economic, social and cultural rights can, if 
applied in a precise and systematic manner, contribute to the realization of these rights 
in a variety of ways. Indeed, without the availability of a measurement device based 
on some form of statistical data, there is little chance of obtaining an overall picture 
which shows the extent which these rights are realized. Indicators can provide one 
means of assessing progress over time towards the “progressive realization” of these 
norms. Additionally, indicators can help to reveal some of the difficulties associated 
with fulfilling these rights. They can assist in the development of the “core contents” 
of some of the less developed rights in this domain, and can provide a basis from 
which a “minimum threshold approach” can be developed. Indicators can reveal 

                                                             
351 See the discussion above.  
352 Annual Meeting of Chairpersons of the Human Rights Treaty Bodies and the Inter-Committee Meeting, Report 
on Indicators for Monitoring Compliance with International Human Rights Instruments, 4 & 7, U.N. DOC. 
HRI/MC/2006/7 (May 11, 2006) 
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information about the extent to which certain rights are enjoyed or not enjoyed within 
the gambit of States, information which might not generally be available if other 
forms of measuring progress were employed. Similarly, they can provide yardsticks 
whereby countries can compare their own progress with that of other countries at the 
same level of socio-economic development.353 
 
Human rights indicators are deployed to achieve three predominant goals: “1)to 
monitor compliance with, and fulfillment of, human rights commitments; 2) to 
measure the progress of human development in human rights terms; 3) to measure the 
impact/success of particular rights-based development programming”.354 The U.N. 
High Commissioner for Human Rights has noted that indicators and benchmarks have 
“a significant role to play in bringing about positive change in the protection and 
promotion of economic, social, and cultural rights,” serving as tools for measuring 
state compliance with human rights norms.355 
 
The Office of the United Nations High Commissioner for Human Rights (the OHCHR) 
has recently provided a comprehensive proposal for the use of indicators to measure 
human rights obligations.356According to the OHCHR, identifying suitable indicators 
for a right in question involves two steps. First, the attributes of a right must be 
specified. “The notion of attributes of a right helps in concretizing the content of a 
right and makes explicit the link between identified indicators of a right, on one hand, 
and the normative standards of that right, on the other.”357 In the second step, 
indicators that directly relate to and exemplify these attributes are selected or 
constructed.  
 
In the proposal by the OHCHR, the human rights indicators for each attribute are 
classified as structural, process and outcome indicators. Structural indicators, “reflect 
the ratification/adoption of legal instruments and existence of basic institutional 
mechanisms deemed necessary for facilitating realization of the human right 
concerned”358. The U.N.’s 2006 Report defines process indicators as relating to “state 
policy instruments to milestones that become outcome indicators, which in turn can 
be more directly related to the realization of human rights.”359 These indicators 
“measure the quality and extent of state efforts to implement rights by measuring the 
scope, coverage, and content of strategies, plans, programs or policies, or other 
specific activities or interventions designed to accomplish the goals necessary for the 
realization of [the right].” 360  The U.N.’s 2006 Report notes that outcome 

                                                             
353 Special Rapporteur DaniloTürk, The New International Economic Order and the Promotion of Human Rights, 
Realization of Economic, Social and Cultural Rights, Progress Report.  
354Rosga, Ann Janette and Margaret L. Satterthwaite. 2009, “The Trust in Indicators: Measuring Human Rights,” 
Berkeley Journal of International Law, vol. 27, no. 2: 253-315. P. 257. 
355 U.N. Econ. & Soc. Council, Report of the United Nations Commissioner for Human Rights, 2, U.N. Doc. 
E/2006/86 (June 21, 2006). 
356 OHCHR, Report on Indicators for Promoting and Monitoring the Implementation of Human Rights, U.N. DOC. 
HRI/MC/2008/3 (June 6, 2008)  
357OHCHR, Report on Indicators for Promoting and Monitoring the Implementation of Human Rights, U.N. DOC. 
HRI/MC/2008/3 (June 6, 2008), P5. 
358 Annual Meeting of Chairpersons of the Human Rights Treaty Bodies and the Inter-Committee Meeting, Report 
on Indicators for Monitoring Compliance with International Human Rights Instruments, U.N. DOC. 
HRI/MC/2006/7 (May 11, 2006), para.17.  
359Ibid, para.13. 
360INTER-AMERICAN COMMISSION ON HUMAN RIGHTS, GUIDELINES FOR PREPARATION OF 
PROGRESS INDICATORS IN THE AREA OF ECONOMIC, SOCIAL AND CULTURAL RIGHTS, 
OEA/Ser/L/V/II.129 (Doc. 5) (Oct. 5, 2007), Para.31. 
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indicatorsare “not only a more direct measure of the realization of a human right but 
it also reflects the importance of the indicator in assessing the enjoyment of the 
right.”361 In other words, these indicators “measure the actual impact of government 
strategies,” whereas process indicators measure the “quality and extent” of these 
strategies.362 
 
In the case of the right to education, the OHCHR enumerates the “characteristics” of 
the right that are derived from multiple sources, primarily from the Universal 
Declaration of Human Rights, and proposes indicators for these attributes.363 Four 
attributes of the right to education are identified: 1) universal primary education; 2) 
accessibility to secondary and higher education; 3) curricula and educational 
resources; and 4) educational opportunity and freedom. 364 A list of illustrative 
indicators of the right to education is provided for treaty bodies to refer to.  
 
4.2 Indicators in this research 
 
“The foremost consideration in adopting a methodology for identifying and building 
human rights indicators, like any other set of indicators, is its relevance and 
effectiveness in addressing the objective(s) for which the indicators are to be used”.365 
Following this consideration, this research adopts the framework of structural, process, 
and outcome proposed by the OHCHR to construct the indicators in light of the 
problem of rural compulsory education in China.  
 
The foremost issue is to monitor and assess the realization of rural children’s right to 
education as opposed to that of children in urban areas. With this consideration in 
mind, the discussion above emphasizes the attributes of the equality and quality of 
education in the international human rights standard of the right to education. The 
next step is to identify the indicators for an equal opportunity to access quality 
education. The structural indicators are the relevant information on the “force and 
coverage of the right to education” in the Constitution and other domestic laws, with a 
special focus on the provisions on the equality and quality of education. The process 
indicators are descriptions of a series of policies that were initiated and implemented 
by the state to improve rural compulsory education in the period from 1997 to 2009. 
This research has chosen per-student spending as the main outcome indicator.366 
 
 
  

                                                             
361 Annual Meeting of Chairpersons of the Human Rights Treaty Bodies and the Inter-Committee Meeting, Report 
on Indicators for Monitoring Compliance with International Human Rights Instruments, U.N. DOC. 
HRI/MC/2006/7 (May 11, 2006), Para. 19. 
362 INTER-AMERICAN COMMISSION ON HUMAN RIGHTS, GUIDELINES FOR PREPARATION OF 
PROGRESS INDICATORS IN THE AREA OF ECONOMIC, SOCIAL AND CULTURAL RIGHTS, 
OEA/Ser/L/V/II.129 (Doc. 5) (Oct. 5, 2007), available at 
https://www.cidh.oas.org/pdf%20files/Guidelines%20final.pdf . Paras.31–32. 
363Ibid., p. 7 and p. 28. 
364Ibid., p. 28.  
365Ibid., p. 9.  
366 See the discussion on per-student spending in the Introduction.  
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Chapter 4 The Financing of Compulsory Education in Rural China 
 
 
Chapter 4 traces the ways and means in which the financing of compulsory education 
in rural China developed as from the 1950s. Rural basic compulsory education is 
marked by considerable inequality when compared with that of the urban population. 
To reverse the alarming educational conditions at the schools in the countryside, the 
Chinese government has implemented two series of policy reforms since the mid 
1990s. Between 1995 and 2000, the campaign to popularize the Nine Years of 
Compulsory Education (the NYCE) has reportedly universalized access to basic 
education for every Chinese citizen. Since the turn of the Millennium until now, the 
Chinese government has started to increase its investments and to reconstruct rural 
public finance to improve social service delivery in the countryside. The reform of 
rural compulsory education constitutes an important element in NYCE. This chapter 
examines whether rural children’s access to basic education has been sufficiently 
improved with the reforms of the 1990s in terms of increasing the quality of rural 
education to a level comparable to that of urban schools. 
 
1. The Decentralized Financial Structure of Rural Compulsory Education 
 
Starting from 1958, private property was eliminated and peasants were collectivized 
into the “people’s commune” which has been the basic organizational form in rural 
China. The commune not only had a monopoly over all materials and organized daily 
economic production, but also decided on all the non-economic issues that were 
related to its members.367 The rationale of the commune system was to extract 
“primary accumulation” by the state from the villages for the development of  
industry development in urban areas. The products of the peasants were firstly 
aggregated by the commune who then submitted the amount that was required by the 
county government. The rest of the products were left for consumption and 
reproduction by the commune. Individual peasants did not have the right to claim 
their own production.368 
 
Education was thus organized and financed by the individual commune. Students and 
teachers were from the same commune. All the resources needed were allocated by 
the administrative directives from the leadership of the commune.369 Meanwhile, the 
organization of education in urban areas consisted of two types: the 
government-sponsored and SOE-sponsored (state owned enterprises) education.370 
From the very beginning, so to speak, the financing of rural compulsory education has 
been the responsibility of the peasants themselves (through the commune).  
 
Having become tired of and suffering greatly from the extreme inefficiency of the 
commune system (but not the urban bias of the state policy!),371 the peasants of 

                                                             
367Byung-JoonAhn, 1975, The Political Economy of the People's Commune in China: Changes and Continuities, 
The Journal of Asian Studies, Vol. 34, No. 3, pp. 631-658.  
368 Greg O'Leary and Andrew Watson, 1975, The Role of the People's Commune in Rural Development in China, 
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369Gao Qi, 1996, The Experience of Education in New China (XinZhongguoJiaoyuLicheng). Hebei Education 
Publishing House, p. 94. 
370Ibid, p. 100. 
371 Yang, D.L. and Su, F. 1998, The Politics of Famine and Reform in Rural China, China Economic Review, 
Vol.9(2), pp. 141-155 
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Xiaogang village, Fengyang county, and those from Anhui Province, secretly divided 
farmlands and other generating property among individuals or families in 1978, a 
practice which basically dissolved the commune system.372 The household became 
the basic unit of production and operated under the contract of responsibility in which 
individual households had to complete the quotas for grain production set by the state 
and collectively; the household could then retain the rest. In this way, the income of 
the household is directly linked to its performance, which “hence vigorously 
motivates farmers to increase production and fully release productive forces”.373 In 
spite of being considered as crime at that time, the “household contract responsibility 
system” soon spread rapidly in rural areas and the productivity of peasants boomed. 
On January 1, 1982, the CCP Central Committee approved the “National rural work 
meeting minutes” and legalized this new system.374 The commune system then came 
to an end. 
 
In the period between 1982 and 1985, the township governments were established and 
took aver the positions of the commune, but the purpose was not to “run the business 
as usual”. This transformation of the basic organization of rural China is better 
understood alongside the principle of reform that was set up in the famous Third 
Plenary Session of the 11th Central Committee of the CCP. This Plenary Session was 
held in 1978 and marked the beginning of the era of reform and the opening up of the 
system. The essence of the resolutions reached was liberalization. Following this 
spirit, in the area of public finance the unified revenue collection and budget 
appropriation (tongshoutongzhi) systemas abolished, 375 and was replaced by the 
fiscal contract (baogan) which regulated intergovernmental relationships from the 
centre to the townships.376 The autonomy and incentives provided by the fiscal 
contract aimed to effectively unleash the entrepreneurship of the governments at all 
levels.  
 
So in the first half of the 1980s, the peasants and the township governments gradually 
gained their independence. The household contract responsibility system dissolved the 
collective and it individualized peasants in household units. It also did not allow the 
newly set up township government to extract peasants in the same way as the 
commune did, because this system guarantees the peasants’ right to rent farmlands 
and  to make use of their own products. Meanwhile, the fiscal contract bestowed the 
township governments with financial and administrative autonomy. To summarize, the 
                                                             
372 They signed a contract amongt themselves, "If any one of us is put in prison as a result, others shall be 
responsible for taking care of his children until they reach 18 years of age." See, 
http://en.wikipedia.org/wiki/Household-responsibility_system 
373 People's Daily, “Household contract responsibility system established in 1982”, 
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374Ibid. 
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http://policydialogue.org/files/publications/DecentralizationChina_Lin.pdf. See also Yi-min Lin, 2001, Between 
Politics and Markets: Firms, Competition, and Institutional Change in Post-Mao China, Cambridge University 
Press. P. 79. 
376 Under the system of the fiscal contract, local governments are responsible for collecting a tax quota to be 
delivered to the governments at higher levels, and they then freely enjoy any above-quota tax revenue. See George 
C.S. Lin, 1997, Red Capitalism in South China: Growth and Development of the Pearl River Delta, University of 
British Columbia Press. P.57. For a detailed discussion, see Chapter 7.  

http://en.wikipedia.org/wiki/Household-responsibility_system
http://www.chinadaily.com.cn/business/2008-10/29/content_7155686.htm
http://policydialogue.org/files/publications/DecentralizationChina_Lin.pdf
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state (the township), society and the people (peasants) were all present in rural China 
once again. This was the result of decentralization.  
 
Hand in hand with decentralization was the central government’s intention to build a 
decentralized system in which local governments were expected to be self-sustained, 
yet capable of fulfilling their developmental mandates.377 The financial reform of 
basic education was actually not only necessary from the viewpoint of resource 
mobilization for the nine-year compulsory education, but was also part of the larger 
public-finance reform deemed indispensable for supporting the transition from a 
centralized planned economy to a “socialist market economy”. A key strategy to 
facilitate such a transition is the decentralization of decision-making powers and the 
financial responsibilities from the central government to provincial and local 
governments.378 
 
The historical “Resolution of the Central Committee of the Chinese Communist Party 
(CCP) on the Reform of the Education System in China” (commonly referred to as the 
“Resolution”) promulgated in May 1985 is generally believed to mark the onset of the 
financial reform of basic education379. For financing basic education, the centerpiece 
of this document is the principle of ‘‘local responsibility and administration by levels”, 
as highlighted at the very beginning of the second part of this document: ‘‘Local 
government should shoulder responsibility for basic education and popularize the 
Nine-year Compulsory Education in a phased manner” (page 3). This document did 
not specify each governmental level’s financial role in compulsory education, but 
required that the “township government should devote most of its revenues to 
education”. The “Resolution” also suggested that local governments should diversify 
the sources of the funds for basic education and specified three ways for doing so: 
surcharges and levies for compulsory education, the sponsorship of social 
organizations, collectivities and individuals, and donations and contributions by the 
community.  
 
One year later, in July 1986, the National People’s Congress enacted “The 
Compulsory Education Law of the People’s Republic of China”. In line with the 
“Resolution”, the law again highlighted the principle of “local responsibility and 
administration by levels”. But this law, compared with the “Resolution”, 
demonstrated few improvements in terms of defining financial responsibilities in 
basic education for governments at different levels. However, the law required that 
governments at all levels must achieve “Two Increases” in the financing of 
compulsory education: (1) at all governmental levels the increase in recurrent and 
capital funds for compulsory education should outpace the increase in fiscal revenues; 
and (2) per student educational spending should increase on a yearly basis. These two 
historical documents that were intended to determine the course of the financial 
reform showed the eagerness of the Chinese central government to ensure a certain 
funding level for compulsory education for all. In addition, they also showed the 
determination of the central government to disengage itself from financing 
compulsory education.  
                                                             
377Ma, J, 1997, Intergovernmental Relations and Economic Management in China, New York, ST Martin's Press 
INC. 
378Tsang, M., 1996, Financial reform of basic education in China. Economics of Education Review, Vol. 15, 
1996(4), 423-444.  
379 The Central Committee of the CCP, 中共中央关于教育体制改革的决定 (The Decision on the Reform of 
Educational System), (27 May 1985).  
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It was observed that in the early 1980s, the financing of Chinese basic education (the 
Nine-Year Compulsory Education plus the upper-secondary level) began to move 
away from a centralized system with a narrow revenue base to a decentralized system 
with a diversified revenue base.380 The new financial system for basic education was 
in place by the early mid-1980s. This is a system in which county-level districts are 
mainly responsible for the financing of senior high schools and some key junior high 
schools; township governments are mainly responsible for the junior high schools in 
their jurisdictions and some key primary schools (usually those in township areas); the 
remainder of all primary schools were financed primarily by villages.381 
 
Let us now review the situation of education before this decentralized finance system 
for compulsory education in the rural and urban areas was implemented. As the 
commune system disintegrated, the rural schools lost their institutional basis. And in 
1978, the National College Entrance Examination was put in place; universities 
stopped selecting students based on political and family backgrounds but relied on the 
candidates’ academic achievements. Thus in the period 1978 to 1985, educational 
resources were concentrated on the building of universities and the key primary and 
secondary schools whose students had a high possibility of being admitted to 
universities.382 As expected, these primary and secondary schools were located in 
urban areas. Between 1978 and 1985, the number of rural primary schools declined 
from 949,000 to 766,000, a reduction of 19.3%; the number of rural secondary 
schools decreased from 182,000 to 70,000, an astonishing reduction of 62%! In the 
same period, urban schools witnessed a remarkable growth: the number of primary 
schools grew by 72.7%, from 33,000 to 57,000; the number of secondary schools 
jumped from 19,0000 to 24,000, a 26.3% increase.383 
 
The deterioration of rural compulsory education in this period was regrettable. As far 
as primary schools were concerned, the rate of enrolment for school-age children  in 
1977 was 96.5%, by 1982 it had dropped to 93.2%; the number of children not 
enrolled surged from 4.21 million to 8.04 million; further, the rate of admission  to 
secondary schools over the same period decreased from 92% to 65.9%, the respective 
rate in rural areas plunged from 90.8% to 62.6%; the number of children who dropped 
out after leaving primary school increased from 2.15 million to 7.05 million, 
obviously the great majority of these 7 million were school-age children in rural areas.  
 
Table 4.1 Enrolment rate for school-age children entering primary and secondary 
schools (1975-1985)                                             unit: 
1000 people 
 Enrolment rate 

for 
school-age 
children 

Children that do 
not attend the 
schools 

Enrolment rate for primary school 
graduates entering secondary school 
Nation
al 
Averag
e  

Urban  Rural  Dropou
t 

                                                             
380Tsang, M., 1996, Financial reform of basic education in China. Economics of Education Review, Vol. 15, 
1996(4), 423-444. 
381Ibid. 
382Gao Qi, 1996, The Experience of Education in New China (XinZhongguoJiaoyuLicheng). Hebei Education 
Publishing House.P. 124. 
383Ibid., p. 125.  



80 
 

1975 96.8% 3934 90.5% 101.8% 89.0% 1889 
1976 97.1% 3551 94.2% 103.3% 93.1% 1527 
1977 96.5% 4215 92.0% 104.0% 90.8% 2153 
1978 95.5% 5459 87.7% 103.3% 86.4% 2813 
1979 94.0% 7432 82.8% 101.7% 81.1% 3601 
1980 93.9% 7414 75.9% 99.9% 73.5% 4957 
1981 93.0% 8430 68.1% 97.6% 65.0% 6630 
1982 93.2% 8047 65.9% 97.3% 62.6% 7058 
1983 94.0% 6734 66.5% 97.8% 63.3% 6636 
1984 95.3% 4992 65.3% 98.5% 62.0% 6925 
1985 96.0% 4195 68.4% 101.0% 65.0% 6329 

Source: Gao Qi, 1996, The Experience of Education in New China 
(XinZhongguoJiaoyuLicheng). Hebei Education Publishing House.P.125. 
 
The data presented above showed the divergent situations of rural and urban 
education before the decentralized finance arrangement for compulsory education was 
implemented. Before evaluating the effects of the decentralized finance system on the 
disparity between rural and urban compulsory education, a detailed analysis of the 
system is opportune. First, rural compulsory education is mainly the responsibility of 
township governments and villages. The governments at the central, provincial and 
prefectural level focus on the formulation of education policy and guidelines and to a 
certain extent assume responsibility for supporting compulsory education in extreme 
poor areas; county governments take on the financial responsibility for the schools in 
their county areas and subsidize the construction of shcools at the township level; the 
township governments finance the primary and secondary schools at the township 
areas, and leave all the other primary schools to the villages.  
 
Second, the sources of funding for compulsory education in rural and urban areas are 
different. The expenditure on education is generally divided into three parts: 
personnel expenditure, operation expenditure and construction expenditure. In urban 
areas, most of the school expenditures are covered by government revenues; an 
education surcharge is levied from business tax, value added tax and product tax, but 
not on personal income tax; and parents only pay a small amount for tuition and 
miscellaneous fees. In rural areas, taxes relating to agriculture make up the bulk of 
government revenue and they are only able to cover the personnel and part of the 
operation expenditures; the education surcharge (1.5 to 2% of personal income) and 
contribution are collected directly from the income of peasants to pay for the 
construction expenditure and part of the operation expenditure; in addition, it is quite 
common for parents in rural areas to pay a large amount of the tuition and 
miscellaneous fees. Thus, peasants themselves become the main source of funding for 
education in rural areas, whereas the sources of the funding for urban schools are 
quite diversified with only a minor role for the parents. Table 4.2 shows the heavy 
burden on peasants.  
 
Table 4.2 The composition of funds for rural compulsory education     unit: billion 
 Total fund 

for 
Budgeta
ry  

Surchar
ge 

contribut
ion 

Tuition 
and 

Total burden on 
peasants/ rate 
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education miscella
neous 
fees 

of  
burden to total 
fund 

1994 48.55 28.68 7.96 5.26 4.16 17.39/ 35.8% 
1995 61.13 32.51 11.29 9.92 5.49 26.69/ 43.7% 
1996 73.39 38.58 14.66 13.29 8.78 36.74/ 50.1% 
1997 78.49 48.00 15.88 9.29 7.94 33.12/ 42.2% 
1998 81.20 46.10 16.50 6.40 8.86 31.77/ 39.1% 
1999 84.51 51.13 16.25 3.42 9.38 29.05/ 34.4% 

Source: China Educational Finance Statistical Yearbook (1992-2000) and China 
Statistical Yearbook (1986-2001).  
 
The statistical analysis of the effect of the decentralized finance structure on the 
disparity of compulsory education between urban and rural areas will be presented 
later. The issue of teachers’ salaries will give us some initial clues here. In 1993 the 
financing of compulsory education for the first time drew nationwide attention in a 
rather dramatic manner: primary and junior secondary school teachers all over the 
country were bitterly awaiting their salaries which had been delayed for months (more 
than a full year or longer in many districts). “Under the vast sky over China”, as put 
by an author, “only in two places: Beijing and Tibet, can teachers’ salaries be paid on 
time”384. This phenomenon indicated an alarming problem. As pointed out later by Mr. 
Liu Bin, the Supervisor General of Education in China, this widespread delayed 
salaries for teachers had not happened even during the catastrophic period of the 
“Great Leap Forward” (1958-1960). Nor had this occurred during the tumultuous 
Cultural Revolution (1966-1976) when the nation’s economy was again at the brink of 
collapse. It happened during an economically rapid-growing period in the nation’s 
history.385 
 
On February 13, 1993 the Central Committee of the ruling CCP and the State Council 
issued the document entitled “Outline for Education Reform and Development of 
China”, a guiding document for educational reform and development in the 1990s and 
the early 21st Century386. This document vaguely touched upon some aspects of the 
financial reform, but was certainly not a document without surprises. This document 
announced that the deadline for the ambitious goal of “on the whole popularizing the 
nine-year compulsory education”.387 In the following year (1994), the State Council 
issued “The State Council’s Suggestion on the Implementation of the “Outline for 
Education Reform and Development of China”’’, commonly referred to as the 
“Suggestion”. 388  From the perspective of the financial reform of compulsory 
education, this ‘‘Suggestion” is as much a modified version of the “Outline” as a 
directory for its implementation in that it had actually redefined the decentralized 
financial structure (it is possibly a response to the teacher salary crisis in 1993): 
counties instead of towns/townships were required to ‘‘shoulder the primary 
                                                             
384Gu, W., 1994, An effective mechanism should be established: rethinking on the issue of delayed payment of 
teacher salary. Outlook, 1994 (24). 
385 Liu, B., 1999, Ensuring compulsory education input calls for broadened thinking on reform, Seeking Truth 
(CCP Party Journal), 1999(7), 36-38.   
386 The Central Committee of the CCP and The State Council, 中国教育改革与发展纲要 (The Outline for 
Education Reform and Development of China), (13 Feb. 1993).  
387Ibid. 
388  The State Council,《中国教育改革和发展纲要》实施意见 (The State Council’s Suggestion on the 
Implementation of the ‘Outline for Education Reform and Development of China’), (3 July 1994).  
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responsibility for organizing the implementation of compulsory education”.  
 
In the second half of the 1990s, the national campaign on popularizing compulsory 
education was upgraded and the efforts were greatly intensified. In 2002, the central 
government of China announced that the compulsory education programme had been 
“accomplished on the whole” in 2000. However, the financial problems of 
compulsory education did not stop making news. Newspapers reported that up until 
March 2000, the delayed payment of teachers’ salaries in compulsory education had 
amounted to 12.7 billion Yuan, an amount which was more than the total yearly 
payment for one million teachers389. Incidents in which primary and junior-secondary 
school students were locked outside their classrooms because schools had failed to 
repay the long-due debt to construction companies were frequently brought to light.390 
 
2. Reforms of rural compulsory education financing 
 
2.1 The county as the main provider 
 
In the late 1990s, the central government attempted to add some incremental changes 
to the status quo of the financing system for compulsory education, calling for more 
involvement at government levels other than townships in the financing of 
compulsory education. In the “Action Plan for Education Revitalization in the 21st 
Century”, aside from the re-emphasis on the diversification of funding sources for 
compulsory education as was the case in previous documents, the central government 
tried to set itself up as an example to other government levels (provinces, prefectures 
and counties) by promising a substantial increase in funds for education for three 
years in a row and more categorical grants for compulsory education for which local 
governments (from province level to county level) were required to provide matching 
funds.391 In 2001, the State Council issued “The Decision of the State Council on the 
Reform and Development of Basic Education”.392 It is in this document that a new 
principle for rural compulsory education: “local responsibility, administration by 
levels, and the county as the primary (provider)” was put forward in place of the old 
one: “local responsibility and administration by levels”. The subsequent 
“Annunciation of the State Council on Streamlining the Compulsory Education 
System in Rural Areas” also reinforced the financial roles of the counties as well as 
those of provinces and prefectures393. According to these documents, the newly 
defined system envisioned by the central government should be a system in which the 
county (as opposed to the township) will be the “primary sponsor”. At the same time 
essential educational input in disadvantaged areas will be ensured by governments at 
prefectural and provincial levels.  
 
Since the late 1990s the financing of compulsory education has been facing another 
imminent challenge from a larger public-finance reform. The “Tax Reform in Rural 

                                                             
389 China Education Daily (2001), Report on delayed payment of teacher salaries. March 21, 2001 (2). 
390Zeng, P. (2001) Analysis on the Impact of Tax Reform on Compulsory Education Input, Times Accounting, 
2001(4), 48-50. 
391 MOE, 面向 21 世纪教育振兴行动纲领 (Action Plan for Education Revitalization in the 21st Century), (24 
Dec. 1998).  
392 The State Council, 国务院关于基础教育改革与发展的决定(The Decision on the Reform and Development 
of Basic Education), (29 May 2001). 
393 The General Office of the State Council, 关于完善农村义务教育管理体制的通知  (The Notice on 
Completing the Management System for Compulsory Education in Rural Areas), (16 May 2002).  
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Areas”, pilot-tested on a province-wide scale in Anhui in 1998, has been aiming at 
containing the serious problem of farmers’ tax burden.394 This reform targeted, in the 
first place, the levies on farmers in the name of compulsory education. In March 2003, 
the Ministry of Education, the Ministry of Finance (MOF) and the State Committee of 
Reform and Development (SCRD) issued “The Suggestion of Charging an Unitary 
Fee in Compulsory Education”, aiming at regulating fees and the way fees are 
collected in schools in order to reduce the direct burden of compulsory education 
schooling on households, especially rural households.395 
 
2.2 The follow-up strengthening measures 
 
In addition to making the county the main provider of compulsory education, the 
central government has initiated six major intergovernmental transfer projects as 
follow-ups since 2002. It is shown in Table 4.3 that categorical grants were 
increasingly used to subsidize compulsory education in poor regions and areas. The 
“Nine-Year Compulsory Education (NYCE) projects” tend to focus more on 
achieving the quantitative official goals of “universal NYCE” but not on specific 
student groups. Compared to the “NYCE projects”, phase one and phase two of the 
“reconstruction projects” extended the scope of the coverage of categorical grants 
(from 22 provinces to 26), whereas the targets for the projects became more specified 
(reconstruction of endangered schools only) at the same time. Note that endangered 
schools were concentrated mainly in poor rural areas (including poor rural areas in 
well-off regions).  
 
The project of “Two Exemptions and One Subsidy” (the TEOS) is also an 
improvement with regard to the promotion of equity because it directly targeted 
disadvantaged groups396. The State Council’s “Decision on Further Strengthening the 
Work of Rural Education” (2003) featured the policy of the TEOS, which refers to the 
“exemption from miscellaneous fees, the exemption from textbook and workbook 
fees, and the subsidy for boarding students’ living expenses”, and proposed to “strive 
towards providing TEOS to all rural compulsory education students from families 
with financial difficulties by 2007 and not allowing students to drop out of school 
because of family financial difficulties.” 397 Credits should also be given to the 
"Project of the Construction of Boarding Schools in Rural Areas", which not only 
targets poor areas, but is also tailored to one of the key problems facing the poorest 
mountainous areas and areas with other adverse geographic conditions in extending 
NYCE to the most disadvantaged groups.  
 
 
 
 
 
                                                             
394 See chapter 7 for more discussion.  
395 MOE, SCDR and MOF (2004) Implementation Plan for the Project of Boarding Schools in Western Rural 
Areas, document by MOE, SCDR and MOF, May, 2004. Revenue cuts resulting from the reforms (including the 
reform of “unitary fees”) concerning compulsory education, compounded by the worsening of the financial 
situation at county and township levels has again raised the question of the sustainability of the newly established 
system of “the county as the primary (provider)” for compulsory education. For a discussion, see chapter 7.  
396 Students eligible for TEOS under this student grant system were those unable to enter school or who might 
drop out because family financial difficulties prevented them from paying the textbook and workbook fees, 
miscellaneous fees, and boarding fees.  
397 State Council Decision on Further Strengthening Rural Education Work (September 20, 2003). 
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Table 4.3 The follow-up measures by the central government of China 

Period Name of the Project Total amount 
of the Grant 

Sources of the Grant Targeted Districts 
(social groups) 

Project Goal 

1995-200
0 

Project of NYCE1 in 
State-designated 
Impoverished Districts: 
Phase One 

About 10  
Billion Yuan 

Central funds  of 3.9 Billion Yuan 
plus more than 6 billion of matching 
funds provided by province level 
and below 

The 852 state-designated 
nationalpoor counties 

Achieving Double 85s2 
by increasing enrolment 
in the recipient districts 
before 2000 

2001-200
5 

Project of NYCE in 
State-designated 
Impoverished Districts: 
Phase Two 

About 7.25 
Billion Yuan 

Central funds of 5 Billion Yuan plus  
more than 2.25 billion of matching 
fundsprovided by province level and 
below 

522 counties without 
universal compulsory education 
as of 2000 

Achieving Double 85s 
in the recipient districts  

Late 2001- 
2003 

National Project of 
Reconstructing  
Endangered  Primary and 
Lower 
Secondary Schools:  
Phase One  

At least 6.2. 
Billion Yuan 

Central funds of 3 billion plus at least 
1.82 billion of matching funding 
provided by provincial level; the rest 
was provided by prefecture level 
and below 

All 22 central and western 
provinces (including Xinjiang) 
plus the poor areas of 
Liaoning, Shandong and 
Fujian 

Eliminating D-class3 
Endangered primary 
andlower 
secondary schools 

2003-200
5 

National Project of 
Reconstructing 
Endangered Primary 
and Lower 
Secondary Schools: 
Phase Two 

About 16 
billion 
Yuan 

6 billion of central funds plus 
about 10 
billion Yuan of local funds 

ibid ibid 

2004 
onwards 
 

The “Two 
Exemptions and One 
Subsidy" Project 

No  precise 
estimates 

1.74 billion of central funds for 
textbooks 
in 2003- 2004 school year 

Rural areas, with a focus on 
22 central and western 
provinces plus Xinjiang 

Providing “two exemptions  
and one subsidy” to needy 
students 

2004-200
7 

The 
Construction of Boarding 
Schools in Rural Areas 
Project 

10 billion 
Yuan  

10 billion of central funds The 372 western counties without 
universal compulsory education 
(as of 2003) and some  minority 
districts in centralChina 

Construction of 
boarding schools in 
areas with adverse 
geographic conditions 
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Note:  
1. NYCE stands for “nine-year compulsory education”.  
2. Double 85s refers to achieving universal compulsory education coverage for 85% 
of the population and 85% for junior middle school enrolment rate. 
3. Schools that are classified as D-class should be reconstructed.  
 
2.3 The current financial arrangement for rural compulsory education 
 
Starting in the spring of 2005, the state also developed a more holistic and 
consolidated “Rural Compulsory Education Assured Funding Mechanism” (hereafter, 
the Mechanism)398, which was implemented first in western China in the spring of 
2006 and it applied to rural children throughout China by the autumn of 2008.399 First, 
the Mechanism included and intensified the policy of TEOS; the coverage of the 
exemption from miscellaneous fees and the exemption from textbook and workbook 
fees was extend from students with financial difficulties to all students. Second, the 
Mechanism raises the level of operation expenditure of rural schools that provided 
compulsory education. Third, the Mechanism establishes a long-term programme for 
the repair and renovation of primary and secondary school buildings. Fourth, the 
Mechanism consolidates and improves the payment of rural schoolteachers’ salaries. 
Regional variations are also taken into consideration in the design of the 
Mechanism.400 Table 4.4 summarizes the division of financial inputs between the 
centre and the provinces.  
 
Table 4.4 The division of financial inputs between the centre and the provinces in the 
Mechanism 
 Operation 

expenditu
re 
subsidies 

Fund for  
School 
Constructio
n  

Fund for the 
exemption 
from 
miscellaneou
s fees 

Fund for the 
exemption 
from 
textbook 
and 
workbook 
fees 

The subsidy for 
boarding 
students’ living 
expenses 

 Cen
. 

Pro. Cen. Pro. Cen. Pro. Cen. Pro. Cen. Pro. 

Western 
region1 

80
% 

20
% 

50% 50% 80% 20% 100
% 

 50% 50% 

Central 
region2 

60
% 

40
% 

50% 50% 60% 40% 100
% 

 50% 50% 

Eastern 
region3 

40- 
18
% 

60- 
82
% 

 100
% 

40- 
18% 

60- 
82% 

 100
% 

 100% 

                                                             
398 The State Council’s Circular on Intensifying the Reform of the Rural Compulsory Education Assured Funding 
Mechanism (December 24, 2005). Also see Chen, Z., 2006. Fenbumianchunongcunyiwujiaoyuxuezafei, 
tigaojingfeibaozhangshuiping, goujiannongcunyiwujiaoyujingfeibaozhangxinjizhi [Exempt tuition fees for rural 
compulsory education step by step, increase educational spending, and build a ‘rural compulsory education assured 
funding mechanism’]. China Education Yearbook 2006, 12–17.   
399Ministry of Finance. 2008. “Report on the Implementation of the Central and Local Budget for 2007 and on the 
Draft Central and Local Budgets for 2008 First Session of the Eleventh National People’s Congress.” People’s 
Daily, March 20. Available at http://english.people.com.cn/90001/90776/90785/6377583.html. 
400 The Reform Targets of the “Rural Compulsory Education Assured Funding Mechanism” were completed.  
http://www.china.com.cn/policy/txt/2010-12/24/content_21608196.htm 

http://english.people.com.cn/90001/90776/90785/6377583.html
http://www.china.com.cn/policy/txt/2010-12/24/content_21608196.htm
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Note: 
1. The Western region includes 11 provinces: Shaanxi, Gansu, Xinjiang, Guangxi, 
Sichuan, Yunnan, Chongqing, Ningxia, Inner Mongolia, Qinghai, and Guizhou. 
2. The Central region includes 10 provinces: Hubei, Anhui, Heilongjiang, Hainan, 
Jiangxi, Hebei, Henan, Hunan, Jilin, and Shanxi. 
3. The Eastern region includes 9 provincial level cities and provinces: Liaoning, 
Beijing, Tianjin, Shandong, Jiangsu, Shanghai, Zhejiang, Fujian, and Guangdong.  
4. Cen. and Pro. stand for the central government and the provinces respectively.  
5. The responsibility for input on the part of provinces will further be divided along 
the provincial, prefectural and county levels. Variations exist in different provinces.   
 
With all these efforts, the new system for financing rural compulsory education was 
already in place in the latter half of the 2000s: personnel expenditure is mainly 
covered by county governments, with transfers from higher governments. The level of 
operational expenditure will be established by the provinces according to their 
specific characteristics; the central government will play an important role in the 
central and western region, and a relatively subsidiary role in the eastern region. For 
the construction and maintenance of school buildings, the central government and 
provinces will equally undertake the investment in the central and western region, and 
governments the the eastern region are required to absorb all the costs. And the funds 
and subsidies that are directed towards families from all levels of government also 
provide extra resources for schools. 
 
3. The rural-urban disparity: 1997-2006 
 
The historical account (from 1978 to now) shows a fiscal regime change in terms of 
financing rural compulsory education: throughout the 1980s and 1990s, China’s 
educational reforms had been focusing on delegating financial responsibilities and 
diversifying revenue sources in the financing of compulsory education. Yet from the 
very beginning the reform has lacked clear guidelines with respect to the division of 
financial responsibilities, that is, the extent to which each government level should 
shoulder the financial responsibilities and the extent to which the government as a 
whole, as opposed to local people, should assume the financial responsibilities for 
compulsory education. As a result, rural compulsory education was left entirely to be 
administered by townships and villages; the financial responsibility was mostly 
shouldered by the peasants themselves.  
 
Since the beginning of the new millennium, the responsibility for rural compulsory 
education has been considerably centralized under a series of initiatives by the central 
government. County governments are now the main organizers and providers; 
governments at higher levels also increase their input, especially the central 
government. The direct fiscal burdens on the rural family for children’s schooling 
have been greatly alleviated. Naturally we have to ask the following question: has the 
reform achieved what it aims to? To what extent has it improved rural compulsory 
education? In light of the equal right to quality education, what are the limitations of 
this reform?  
 
3.1 Inequality trends in the provincial-level data 
 
Several studies confirm the equalizing effect of the Reforms since 2002. Zhao tracked 
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the provincial data from 1997 to 2006 and demonstrated that before 2001 the 
rural-urban disparities continued to grow, and the Reforms have effectively reduced 
the inequality of per-student spending between the urban-rural areas in both primary 
and junior high schools.401 The figure presented below has been caculated by the 
author, using the same data set as Zhao. Similarly, I also finds a reduction in the 
rural-urban inequality of per-student spending (pooling the primary and junior high 
schools together).  
 

Figure 4.1 The ratio of rural/urban per-student spending in three regions 

 
Source: calculated by Yanqing Hong with data from the China Educational Finance 
Statistical Yearbook: 1998–2007.  
 
In this figure, the Y-axis in the left part of this diagram represents the ratio of 
per-student budgetary spending in rural areas to the per-student budgetary spending in 
urban area; and the Y-axis in the right part of this diagram represents the ratio of 
per-student total spending in rural areas to the per-student total spending in urban 
area.402 Three lines in each part of the figure represent the ratios of the eastern, 
central and western regions of China respectively, which are calculated by averaging 
the ratios of the provinces that are separately grouped.403 In the period 1997 to 2000, 
both of the ratios of budgetary spending and particularly the total spending decline 
indicated that the rural-urban disparities were growing. Since 2000, both of the ratios 
have climbed upwards, which means that the inequalities are narrowing.  
 
This figure confirms the above discussion which outlines the positive impact of the 
reforms on the finance inequality between rural and urban compulsory education. It is 

                                                             
401 Zhao, Litao, 2009, "Between Local Community and Central State: Financing Basic Education in China", 
International Journal of Educational Development 29: 366-373.   
402 The range of both of the ratios is from 0-1.  
403 This figure leaves out Beijing, Tianjin, Shanghai, Chongqing, Xinjiang, and Tibet 
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interesting to note that the eastern region, the richest region of China, has the most 
unequal per student spending between rural and urban areas. According to the 
common sense notion that a better endowment of resources leads to more equal 
education spending, which we  would expect in the eastern region of China, the 
per-student spending between rural and urban areas should be closer to each other 
than that of other regions of China. Governments in the eastern region are 
considerably better off; they should have the fiscal capacity to narrow the finance 
inequality, but this figure shows otherwise. Is that because the eastern region has 
greater economic inequality between urban and rural areas than those of the western 
and central regions? If that were so, then the common sense argument would still hold; 
however, this is not true, as shown by the figure below.  
 

Figure 4.2 Per capita GDP and the urban-rural divide in China, 1999 and 2006 

 
Sources: National Bureau of Statistics of China, China Statistical Yearbook (2000–06); 
National Bureau of Statistics of China, China Statistical Abstract (2007). 
Note: Beijing, Shanghai, and Tianjin are excluded; 1999 does not include Tibet. Per 
capita GDP is in current prices. 
 
In this figure, every point represents a province. In both 1999 and 2006, the points 
with a higher log of per capital GDP404 also have a lower ratio of urban disposable 
income to rural income. This pattern testifies against the speculation of wider 
economic inequality in the eastern region. So it seems that a relative abundance of 
resources does not necessarily lead to more equal budgetary and total spending 
between urban and rural areas.  
 
3.2 The intra-provincial inequality of the rural and urban areas 
 
The reforms starting from 2002 and the follow-up measures seem to have achieved 
the goals of equalizing the spending disparity between urban and rural areas. The 
provincial data show that the per-student budgetary and total spending of the urban 
and rural areas are converging in the 2000s. Could we then reach the conclusion that 
the reforms are quite effective in bringing rural spending closer to that of urban 
spending?  
 
As early as 1992, Jiang noticed that the inequality of educational spending was more 
pronounced at the county level.405 Several studies followed this lead and found that 
                                                             
404 A higher log of per capital GDP means the better performance of the provinces.   
405 Jiang, Minghe. 1992. “The Development Pattern of Chinese Education Finance at County Level: Observations 
on 374 Counties.” Paper presented at the Policy Seminar on Financing of Education in China, Dalian, China, 
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the inter-county disparity was actually the main contributor to the overall inequality of 
educational spending. For example, using county-level data from the year 1997, Pan 
identified that intra-provincial disparities accounted for 70.29% of the total regional 
disparities at the level of primary schools, and 81.49% of the total regional disparities 
at the level of junior secondary schools.406 In another research, Wang confirmed 
Pan’s findings using the county level data for the year 1999; intra-provincial 
disparities contributed around 66% and 69% to the total regional disparities at the 
level of primary and junior secondary schools respectively.407 Similarly, Tsang and 
Ding discovered that intra-provincial disparities were the main component of the total 
inequality of compulsory education with the county data in the year 2000 (Table 
4.5).408 
 

Table 4.5 Spatial Inequalities of per-Student Spending in 2000 
 Coefficient  

of 
Variation 

Gini 
Coefficient 

Theil 
Index 

Between 
-county 
inequality 

Between 
-county 
share 

Primary 
school 0.76 0.348 0.242 0.172 71.10% 

Junior 
secondary 
school 

0.85 0.319 0.262 0.183 69.80% 

Source: Tsang, Mun C., and Ding Yanqing. 2003. “Financial Challenges in 
Compulsory Education and Intergovernmental Education Grants.” Peking 
University Education Review 1, no. 1: 84–94.  
 
A methodological note should be added here: in these research projects, a district 
which is clearly considered as an urban area is counted nominally as a county as well. 
Furthermore, as has been pointed out in the introduction, the county seat is typically 
considered as an urban area within the county. And the township seats that are 
relatively industrialized are also regarded as urban areas. With varying rates of 
industrialization, Chinese counties have varying degrees of urbanization. Thus, 
although, conceptually, the inter-county inequality within the province should not be 
mistaken for the rural-urban disparity, the close entanglement between the urban-rural 
disparities and the inter-county disparities in the context of China allows these two 
indicators to be effective informants of each other.   
 
It seems that what could hide behind the promising provincial patterns is the 
intra-provincial inequality, which has long been pinpointed as the main culprit of the 
overall disparity of the spatial distribution of education spending by previous research. 
It would be ideal to have the data on educational spending of all Chinese counties in 
the 2000s in order to accurately assess the impact of the educational reform on the 
rural-urban per-student spending inequality at the county level. Unfortunately, the 
                                                                                                                                                                               
August 17–22. See also 1995. “Shichangjingjiyujiaoyucaizhenggaige” (Market Economy and Education Finance 
Reform).Jiaoyuyanjiu (Education Research), no. 2: 15–19.  
406 Pan, Tianshou. 2000. “Woguoxianjiyiwujiaoyutouzi de diquchayijiqiyingxiangyinsufenxi” (On the Regional 
Disparity of Financing Compulsory Education Across County Level). Jiaoyuyujingji (Education and the Economy), 
no. 4: 36–44.  
407 Wang, Rong. 2001. “Woguoyiwujiaoyu de diquchayiyanjiu” (Regional Disparity in School Finance in China). 
Paper presented at the International Conference on the Economics of Education, Peking University, Beijing, May 
17–19. http://www.edu.cn/20020522/3026859.shtml 
408 Tsang, Mun C., and Ding Yanqing. 2003. “Financial Challenges in Compulsory Education and 
Intergovernmental Education Grants.” Peking University Education Review 1, no. 1: 84–94.  

http://www.edu.cn/20020522/3026859.shtml
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education spending data at the county level have been classified as a state secret since 
2002 and hence were no longer made public.409 This has made it impossible to  
evaluate comprehensively  the intra-provincial inequality after the establishment of 
the Mechanism. The author tries to mitigate the deficit of a lack of direct data in the 
next section.  
 
3.3 The widening intra-provincial inequality in educational spending 
 
Evidence from different sources demonstrates that the intra-provincial inequalities of 
educational spending are still quite salient and are very likely to be in a process of 
continuous deterioration. First, research has warned us that the inter-county inequality 
of economic performance is worsening in the 2000s. The overall inequality of 
economic performance measured by the Theil index of per capita GDP was 0.207 in 
1997, and it had grown to 0.311 in 2005 (Table 4.6). Taking advantage of the 
decomposability of the Theil index410, we are able to rate the different contributions of 
the intra-provincial, the inter-provincial and the inter-regional inequality to the overall 
inter-county inequality of economic performance: the intra-provincial inequality was 
consistently the biggest contributor to the overall inequality (around 60% or more). It 
means that the inequality between the counties within the individual province has 
been much more acute than the inter-provincial and inter-regional inequality and 
should deserve most of our attention; the provincial-level data at best provides us with 
a rather incomplete picture.  
 
Table 4.6 Theil index for GDP per capita weighted by population 
 Theil index for GDP per capita weighted 

by population 
Contribution to the overall 
inequality (%) 

Intra 
-provinci
al 

Inter 
-provinci
al 

Inter 
-region
al 

Overall 
inequalit
y 

Intra 
-provinci
al 

Inter 
-provinci
al 

Inter 
-region
al 

199
7 0.129  0.023  0.055  0.207  62.3  11.0  26.7  

199
8 0.130  0.021  0.061  0.212  61.4  9.8  28.8  

199
9 0.131  0.017  0.068  0.217  60.5  8.0  31.5  

200
0 0.140  0.020  0.076  0.237  59.1  8.5  32.3  

200
1 0.146  0.021  0.078  0.245  59.6  8.5  31.9  

200
2 0.164  0.023  0.071  0.258  63.4  9.1  27.5  

200
3 0.165  0.027  0.089  0.281  58.9  9.5  31.6  

200
4 0.174  0.028  0.086  0.288  60.3  9.8  29.9  

200 0.198  0.031  0.082  0.311  63.5  10.0  26.5  
                                                             
409 See Lin, Tingjin, 2008, “The reform of the Tax-sharing system and intra-provincial education equality”, 
http://www.umac.mo/fsh/pa/3rd_conference/doc/all%20paper/Chinese%20Paper/2panelD/Lin%20Tingjin.pdf 
410 Data are first grouped along the three regions of China; then inter-provincial inequality refers to the inequality 
between provinces within individual regions. The intra-provincial inequality speaks for itself.  

http://www.umac.mo/fsh/pa/3rd_conference/doc/all%20paper/Chinese%20Paper/2panelD/Lin%20Tingjin.pdf
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5 
Source: Hu Angang and Wei Xing, 2008, Local Disequilibrium of Regional Economic 
Development: 1993 to 2005, Reform, No.11, pp68-76.   
 
What is more alarming is the growing inequality of economic performance between 
counties; as the county now becomes the main provider of compulsory education, it is 
expected that the divergent economic performance will negatively affect the 
equalization of the education inequality. It is arguable that economic performance 
does not directly translate into fiscal capacity, as the state fiscal institutions 
(distributive and redistributive) work as the medium in between. The valid 
measurement for the fiscal capacity of the county is per capita government 
expenditure. However, this measurement is equally troublesome (Table 4.7). 
 
Table 4.7 Theil index for per capita government expenditure weighted by population 
 Theil index for per capita government 

expenditure weighted by population  
Contribution to the overall 
inequality (%) 

Intra 
-provinci
al 

Inter 
-provinci
al 

Inter 
-region
al 

Overall 
inequalit
y 

Intra 
-provinci
al 

Inter 
-provinci
al 

Inter 
-region
al 

199
7 0.083  0.039  0.012  0.133  62.2  29.1  8.8  

199
8 0.086  0.037  0.013  0.137  63.0  27.4  9.6  

199
9 0.087 0.038  0.012  0.137  63.6  27.4  9.0  

200
0 0.099  0.041  0.017  0.158  62.9  26.1  11.0  

200
1 0.106  0.045  0.018  0.169  62.6  26.7  10.8  

200
2 0.098  0.046  0.017  0.160  60.9  28.6  10.5  

200
3 0.107  0.052  0.024  0.182  58.6  28.4  13.0  

200
4 0.108  0.057  0.018  0.184  58.7  31.2  10.1  

200
5 0.111  0.059  0.017  0.188  59.1  31.6  9.3  

Source: see above.  
 
Secondly, the data have shown that the proportion of education spending in the 
expenditure of county governments is declining.411 If we use the proportion of 
compulsory education in the total county expenditure to measure the county-level 
fiscal effort in the provision of education, we find that the general pattern of that 
proportion was declining from 1997 to 2005, except for the slight growth in the period 
between 2000 and 2002 which was apparently the result of the policy measure of the 
“county as the main provider”. In 1997 the ratio of county expenditure on education 
was 28.6%, while in 2005 this proportion was only 21.5%: it had decreased by 7.1% 

                                                             
411 The China Educational Finance Statistical Yearbook does not provide data on individual counties. It only 
provides aggregate county data.  
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(see Figure 4.3). Table 4.8 splits the national pattern into three regions. All these three 
regions display a similar declining trend.  
 
Figure 4.3 Proportion of education expenditure in the total expenditure of county 
governments  

 
Source:  China Educational Finance Statistical Yearbook: 1998–2005. 
 
Table 4.8 Proportion of education expenditure in the total expenditure of county 
governments divided by region                                         (%) 
 2001 2002 2003 2004 2005 
Eastern region 28.20 29.24 27.54 27.19 25.10 
Central region 26.57 26.85 25.33 24.24 22.49 
Western region 23.83 24.37 23.94 23.19 22.65 

Source: see above. 
 
Third, various research projects on individual provinces exhibit the inter-county 
disparities of educational spending in the reform era. By collecting data from one 
province during the period 2003 to 2006, Cheng demonstrated that the per-student 
budgetary operation expenditure at primary had reached a dangerous level of 
inequality: the average Gini index of these four years was 0.73.412 Using data from 
all 14 prefectures and 55 counties of Guan Xi province in  2001 to 2005, Xu showed 
that as the investigation moved from the prefectures to the counties, the inequality of 
per student spending grew more substantial.413 In Guangdong province, the most 
developed province in China, quite a few poor counties could only afford to spend on 
students the minimum amount that is stipulated by the provincial government; the 
disparities between the poor and the wealthy counties were growing in 2007 and 
2008.414 
 
Finally, a few case studies demonstrate that the intra-county disparities in the 
spending on education, that is the inter-school inequality within the county, are more 

                                                             
412 Gang, Cheng, 2009, Study on Provincial Compulsory Education Financial Equity Based on School-Level Data 
from One Province, Chinese Education and Society, v42 n5 p26-46.  
413Xu, Yuan, 2009, Current State of Guangxi Compulsory Education Equity and Countermeasures, Chinese 
Education and Society, v42 n5 p. 47-53. 
414  Lei Lizhen, 2010, The Status and Problems for Provincial Governments in the Overall Planning for 
Compulsory Education Funds: Take Guangdong Province as An Example, Education Development Research, No.9 
(义务教育经费省级统筹的现状与问题-以广东省为例, 教育发展研究, 2010 年 9 月.)   
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acute than what  can be see at the inter-county level. For instance, scholars have all 
found that in Shanxi province the schools within the county are usually categorized as 
“key” and “normal” schools and parents do not have to be seasoned observers to be 
able to tell the differences; and as the distance between the school and the county seat 
or township seat becomes greater, the school’s per-student spending becomes less.415 
In Shandong province, the Gini index for the inter-school inequality of per-student 
spending in the sampled 17 counties is generally above 0.3; six counties even have a 
Gini index that is above 0.4, which is recognized as an alarming level of inequality.416 
Another study that focuses on the Cili County of Hunan province depicts a worrying 
picture: despite the Mechanism, the disparities between the schools that are located in 
the county seat and remote townships were increasing in the period 2001 to 2005; at 
junior secondary schools the disparities are even more remarkable.417 In the paper 
mentioned above, Cheng identified that the intra-county disparities of financial 
equality accounted for over 50% of the inequality as a whole.418 
 
4. Remaining questions 
 
The Reforms starting from 2002 indicate the determination of the central government 
to increase the input into and improve the rural compulsory education. However, 
pouring money into the system is simply not enough: as we delve into the 
sub-provincial levels, the picture is not as promising as what the provincial data has 
presented; the economic performances and fiscal capacities of counties are 
increasingly diverging which significantlyweakens the basis of the equalization of 
rural-urban finance disparities; and within counties, differences as to how schools are 
endowed with resources are even more worrisome. These issues all concern the ways 
in which the resources are deployed. What is the impact of the public finance system 
of China on the fiscal capacity of counties? Is the system supportive of the efforts to 
equalize the finance disparities between rural-urban areas? In light of the growing 
inequality of fiscal capacities of county governments, how are the intergovernmental 
fiscal transfers distributed? And how does a county government decide to invest the 
resources it has among its schools? Among all these deployments concerning various 
aspects, is there any consideration that works against the equal distribution of 
resources? Are these negative considerations institutional? And what could be done 
about them? All these questions are salient if we take the rural population’s equal right 
to quality education seriously.   
  

                                                             
415 Chen Pingshui and Jin Yuwei, 2008, On the School-selection Issues of Compulsory Education in Shanxi 
Province: from the Perspective of Inter-school Allocation of Educational Resources (山西省义务教育择校问题的

研究——从校际教育资源配置的角度), 《2008 年中国教育经济学年会会议论文集》.  
416HuoQihong, 2010, Empirical Analysis on the Balanced Development of Compulsory Education in Shandong 
Province, Modern Education Science, No.19. (霍启红, 2010, 山东省义务教育均衡发展督导评估实证分析, 当
代教育科学 2010 年第 19 期).  
417PengShihua and Tan Rihui, 2009, Strategy for Promoting the Equitable Development of Basic Education in 
Underdeveloped Counties as Seen from Cili County, Chinese Education and Society, v42 n5 p72-87.  
418 Gang, Cheng, 2009, Study on Provincial Compulsory Education Financial Equity Based on School-Level Data 
from One Province, Chinese Education and Society, v42, No.5 p26-46.  



95 
 

Chapter 5 Public Finance in China 
 
 
This chapter provides a comprehensive description of intergovernmental fiscal 
relations in China. It identifies three basic characteristics of public finance in China: 
first, due to the 1994 Tax-sharing system, there exists a great vertical fiscal imbalance 
at the sub-national level; second, sub-national governments greatly rely on fiscal 
transfers from the central government to fund their expenditures; third, varying 
patterns of fiscal arrangements exist within China’s provinces, which is a striking 
contrast with the uniform arrangement between the central and provincial units. The 
purpose of this descriptive chapter is to provide the necessary background so as to 
understand how Chinese intergovernmental fiscal relations contribute to divergent 
fiscal capacities across provinces and counties, one of the decisive factors behind the 
education inequalities.  
 
1. A brief introduction to public finance in China: 1953-1993 
 
In standard academic studies, Communist Chinese history can be divided into several 
phases: 1949–56 (Revolution and Land Reform), 1957–61 (The Great Leap Forward 
and the Great Famine), 1962–65 (Post-Famine Recovery), 1966–78 (Cultural 
Revolution and Transition to Reform), 1979–84 (Rural Reform) and 1985 to the 
present (Post-Rural Reform, Decentralization and Opening up to Trade, and Foreign 
Direct Investment). 
 
Interestingly, these six periods could be characterized as cycles of decentralization 
and recentralization. Three periods of decreased shares of central government 
revenues and expenditures in total revenues and expenditures are evident in Figure 5.1, 
all characterized by decentralization. The first one was in the Great Leap Forward 
period, the second was in the Cultural Revolution period, and the third started in the 
early 1980s and continues today. There were also three notable periods of increasing 
shares of central government revenues and expenditures, all of which were associated 
with centralization or measures to correct the decentralization that preceded them. The 
first period (1952–56) was China’s First Five-Year Plan period, in which the central 
government controlled most government investment. The second period (1962–65) 
featured economic adjustments and recentralization after the great famine. The third 
period (1976–84) followed the Cultural Revolution and witnessed many measures to 
reverse the decline in the national economy.  
 
For the purpose of understanding intergovernmental fiscal relations in China, scholars 
lump the first four periods together under the banner of the socialist central planning 
era, and redefine the last two periods (post-1978) as one of a fiscal contracting system 
(1979-1993) and one of a tax-sharing system (since 1994).   
 
In the socialist central planning era, the central government took control of almost 
every aspect of public finance, such as national fiscal policies, regulations, items of 
revenue and expenditure, the scale, the standard, and the methods for doing so419. All 

                                                             
419Lardy, N. 1975, "Centralization and decentralization in China's fiscal management." China Quarterly 61: 25-60. 
Riskin, C., 2000, "Decentralization in China's Transition." Bratislava Policy Papers No. 4. Bratislava, UNDP. 
Wong, C. P. W., C. Heady and W. T. Woo, 1995, Fiscal Management and Economic Reform in the People's 
Republic of China. Hong Kong: Oxford University Press.  
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revenue collected by lower levels of governments had to be remitted to their superior 
governments, which eventually were deposited into the coffers of the central 
government. Accordingly, Beijing allocated expenditures to provincial governments, 
which then further distributed these moneys to even lower levels of governments. And 
of course all of this happened in accordance with preset spending plans. The end-year 
surpluses of all local governments (if there were any) were required to be retuned to 
the central government. As suggested by the cycles of decentralization and 
recentralization, varying degrees of fiscal decentralization occurred, that were to 
allow limited autonomy for the purpose of the efficient use of centrally allocated 
revenue for centrally designated expenditure projects. From 1953 onwards, the central 
government ratified a sharing rate with local governments. The rate was often 
determined as a percentage of the projected expenditure out of the total amount of 
collected revenue at various levels of local government. The shared revenue on the 
basis of the sharing rate then became the budgeted revenue that the local governments 
could spend. The sharing rate was adjusted on an annual basis. In order to encourage 
local governments to collect more revenue, the central government also allowed local 
governments to retain a certain portion of the collected revenue that exceeded the 
mandatory target.  
 
Figure 5.1 The Central Government’s Share in the Total Revenues and Expenditures, 
1953–2008 

 
Source: Ministry of Finance, Finance Yearbook of China (2006 and 2008)  
 
Intergovernmental fiscal relations in the period 1978 to 1993 are characterized as 
Fiscal Contracting (caizhengbaogan) between central and local governments. The 
basic idea was that each level of government would become responsible for its 
revenue and expenditure after negotiating a fixed rate with its superior government. If 
its collected revenue exceeded its expenditure, it could retain most of the surplus. 
However, if its expenditure was more than its revenue, the government had to cut its 
budgeted expenditure for the next year in order to offset the current deficit. This type 
of fiscal arrangement had the following characteristics: First, local governments had 
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gradually become independent budget entities with corresponding responsibilities, 
rights, and interests. The revenue and expenditures between the central and local 
governments were specified and separated. Those local governments which were 
capable of collecting more revenue were then rewarded with greater spending power. 
Second, the expenditure at local government level was tied to the revenue they 
collected. The central government promised to leave certain portions of the above 
target revenue for local governments. This provided an incentive for local 
governments to increase their efforts in revenue collection. Third, the new 
arrangement enlarged the scope of a local budget. Local governments were no longer 
merely revenue-collecting “machines” for the central government. Local budgets were 
expanded not only in terms of regular expenditures, but also in terms of their ability to 
spend on capital projects. Local governments had to pay more attention to the growth 
of the local economy from which their revenue was generated. Fourth, the new fiscal 
arrangement increased the predictability of the budget process. Unlike the previous 
arrangements that adjusted the revenue sharing rate annually, the new system allowed 
the negotiated sharing rate to remain for a longer term, usually three to five years. 
 
2. The tax-sharing system of 1994 
 
Up to 1993, the fiscal contracting system was widely perceived as the culprit behind 
the steep decline in the "two ratios", i.e., central government fiscal revenue to total 
fiscal revenue, and total fiscal revenue to gross domestic product (GDP), thereby 
threatening the macroeconomic management capacity of the central government. 
Indeed, as shown in Figure 5.2, the ratio of the total fiscal revenue to GDP fell from 
22.9% in 1984 to 12.6% in 1993. The share of the central government fiscal revenue 
also declined continuously from 40.5% in 1984 to 22% in 1993.  
 

Figure 5.2 The Ratio of Fiscal revenues to GDP and the Central Share 1978 to 1993 

 
Source: Adapted from Wong, C, 2005, Can China Change Development Paradigm for 
the 21st Century? – Fiscal Policy Options for Hu Jintao and Wen Jiabao after Two 
Decades of Muddling Through, Working Paper FG 7, German Institute for 
International and Security Affairs.  
 
The decline of the two ratios was in large part attributable to the decentralized 
collection of taxes in the fiscal-contracting arrangement. In the fiscal contract system, 
the central government determined tax bases and rates, but local tax administrations 
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collected the taxes, retained their share, and remitted the remainder to the central 
government. This created information asymmetry between central and local 
governments, which induced perverse incentives on the part of local governments to 
hide wealth from central government to avoid remitting taxes420. Local governments 
then used other measures, like administrative charges, to collect revenues in their 
extra-budgetary accounts which they did not have to share with central 
government421.  
 
In an attempt to raise these two ratios and strengthen its macroeconomic control 
capacity, the central government introduced the tax-sharing system (TSS) in 1994. It 
established a new framework for tax collection and tax sharing in an attempt to 
recentralize fiscal revenues. The tax sharing reform introduced a new tax system and 
then reassigned the different categories of taxes accruing to the central and provincial 
governments. The reform halted the downward spiral of the two ratios.  
 
In the case of fiscal revenue as a share of GDP, the decline was finally reversed in 
1996. By 2000, the total revenue had increased to 15% of the GDP. Another impact of 
the tax-sharing system was a recentralization of fiscal revenues and the percentage of 
total budgetary revenue collected by the central government jumped from 22% in 
1993 to 55.7% in 1994 (seeFigure 5.3). As shown in Figure 5.3, after the 
implementation of the TSS, the central share of revenue climbed to more than 55 
percent in 1995 and remained at more than 50 percent in the following 12 years. 
Meanwhile the revenue/GDP ratio also rose to 20 percent gradually and steadily, 
which was very close to the level in the mid 1980s.  

 
  

                                                             
420 See, for example, Zhao who describes the desperate funding crisis in which the central leadership found that 
they had also lost control over tax collection at the local levels. In the course of introducing VAT, for example, 
Beijing Municipality was found to have underreported 9.8 billion yuan in revenues. Zhao Yining. 2003. 
“Replaying the Strategic Background to the Tax Sharing System Reform.” Liaowang News Weekly.September 15, 
2003, no. 37. 
421  As the profits remitted by State-owned enterprises were designated as budgetary revenue, the local 
governments were then motivated to conceal their budgetary revenues by imposing ad hoc fees on those 
enterprises within their jurisdictions, a practice widely known as “tan pai” or “mandatory assignments”, so that a 
portion of the profits that was supposed to be counted as local budgetary revenues was transformed into the 
extra-budgetary funds. See Ma, Jun. 1995. “The Reform of Intergovernmental Fiscal Relations in China.” Asian 
Economic Journal 9 (3): 205–31. Wong, Christine. 1997. “Overview of Issues in Local Public Finance in the PRC.” 
In Financing Local Government in the People’s Republic of China, ed. Christine Wong. Hong Kong: Oxford 
University Press.  
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Figure 5.3 The Ratio of Fiscal Revenues to GDP and the Central Share 1993 to 2007 

 
Source: State Statistical Bureau (2008), Zhongguotongjinianjian 2001 (China 
Statistical Yearbook 2008). Beijing: Zhongguotongjichubanshe.  
 
2.1 Contents of the Tax-sharing system 
 
This reform aimed to centralize control over financial resources. According to Bahl422, 
it addressed three dimensions of the intergovernmental system: 
 
1) The tax structure was altered, changing the size of the total revenue pie to be 
allocated;  
2) Tax administration responsibility was changed to discourage subnational 
governments from using “back-door” or under-the-table approaches to revenue 
mobilization; and,   
3) The formulas by which revenue is divided between the central and subnational 
governments were changed.  
 
To be specific, first of all, this “tax-sharing system”, instead of a temporary fiscal 
arrangement that would be subject to periodic revision every few years, set up a 
long-standing intergovernmental fiscal relationship and made it unnecessary for the 
local states to conceal local budgetary revenue in expectation of more favourable 
terms in the next fiscal arrangement, the immediate consequence of which is the rising 
ratio of budgetary revenues to the GDP since the implementation of the “tax-sharing 
system”. In addition, an independent machinery to collect central and shared taxes, 
the National Taxation Bureaus (NTBs), was established in all provinces and cities in 
1994 with the purpose of securing the revenue collection of the central state. The 
portion of the shared taxes that belonged to the local governments would be returned 
to the local governments by the Ministry of Finance according to the sharing rates. 
The local tax collection agencies, the Local Taxation Bureaus (LTBs), were only left 
with collecting local taxes. 

                                                             
422Bahl, R. (1999). Fiscal Policy in China: Taxation and Intergovernmental Fiscal Relations. 1990 Institute, South 
San Francisco, CA. 
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Secondly, the fiscal system of 1994 redefined the sources of revenue for the central 
and local governments respectively on the basis of new tax categories (see Table 5.1), 
which led to the sharp rise of the central share of budgetary revenue in 1994. The 
general principle of tax revenue assignment between the central and local 
governments is that the taxes concerning national interests or macroeconomic 
management belonged to the central government while those related to local 
economic development were retained by local governments. In practice, however, the 
“tax-sharing system” of 1994 and its subsequent adjustments have been tailoring the 
revenue distribution toward the interests of the central government with an increasing 
number of taxes to be shared with the centre. 
 
Table 5.1 presents the new tax assignments for the different categories of taxes 
resulting from the TSS and Table 5.2 highlights the major taxes shared between the 
central and provincial governments and their corresponding sharing rates. Under the 
new arrangement, the central government receives 100% of the newly introduced 
consumption tax and 75% of the value-added tax, while the remaining 25% of VAT 
and 100% of the business tax accrue to local governments.  
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Table 5.1 China's Tax-Sharing Scheme 

 
Notes: 
a. The taxes under "shared" mean they are shared by the central and local 
governments based on predetermined formulas. Details of their respective sharing 
rates are shown in Table xx. 
b. Business taxes on the Ministry of Railways, headquarters of banks and 
headquarters of insurance companies belong to the central government while the rest 
belong to local governments. 
c. Enterprises with foreign investment (FIEs) include Chinese-foreign equity joint 
ventures, Chinese-foreign contractual joint ventures and wholly foreign-owned 
enterprises established in China; foreign enterprises (FEs) include foreign companies, 
enterprises and other economic organizations that are not Chinese legal entities, but 
have an establishment or places in China and are engaged in production or business 
operations. The nominal tax rate of income tax on FIEs and FEs is 33% of which 30% 
belongs to the central government and 3% to local governments. 
d. Resource tax on ocean and petrol companies belong to the central government 
while the rest belong to local governments. 
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e. Real estate tax is applicable to domestic enterprises and Chinese citizens; while 
urban real estate tax is applicable to FEs, FIEs and foreigners. 
f. Urban maintenance and construction tax on the Ministry of Railways, headquarters 
of banks and headquarters of insurance companies belong to the central government 
while the rest belong to local governments. 
g. According to a circular (Guofa [1994] No.7) issued by the State Council, local 
governments have the discretion to keep or abolish the slaughter tax and banquet tax. 
h. The Ministry of Finance (MOF), the State Administration of Taxation (SAT) and 
the National Development and Reform Commission (NDRC) jointly issued a circular 
(Caishuifa [1999] No. 299) to suspend the levying of the orientation adjustment tax on 
investment in fixed asset. 
 

Table 5.2 Central-local Shared Taxes and Sharing Rates 

 
Notes: 
a. VATs collected by the Customs are excluded. 
b. Enterprise income taxes on the Ministry of Railways, headquarters of banks, and 
ocean and petroleum companies belong to the central government. The EIT on other 
domestic enterprises, which was a local tax before 2002, became a shared tax 
thereafter. 
c. The sharing rates change based on the central government's decision. 
d. Taxes on individual interests belong to the central government. The IIT was a local 
tax before 2002 but became a shared tax thereafterwar. 
Source: Certified Public Accountant (CPA) Committee, Ministry of Finance (MOF), 
Taxation laws, (Beijing: ZhongguoJingjiChubanshe, 2003)  
 
2.2 Local revenue 
 
The legislative power of taxation in China is at the central level. Local governments 
do not have any autonomy to decide on tax bases or rates. According to the 
tax-sharing system, a number of taxes are collected by local tax agencies as local 
revenue. Thus, local revenue consists of shared tax revenues and local tax revenues. 
The table below summarizes the relative importance of these shared and local taxes in 
2003 and 2007. As demonstrated by Table 5.3, the revenue from shared taxes 
accounted for around 40% of local governments’ total revenue in 2003 and 2007. 

 
 

  



103 
 

Table 5.3 Relative importance of major taxes for local revenues in 2003 and 2007 
 Share of taxes for local revenue (%) 

Taxes 2003 2007 
Shared taxes    
      Value added tax 18 16.41 
      Enterprise income tax 9 13.29 
      Individual income tax 6 5.4 
      Foreign enterprise income tax 3 3.9 
      Stamp tax on security 
transactions  

1 0.26 

Local taxes   
      Business tax 28 27.06 
Land-related taxesa 15.55 18.33 
Vehicle-related taxesb 5.15 3.2 
Note:  
a. Land-related taxes include Urban maintenance and construction tax, Contract tax, 
Housing property tax, Urban and township land use tax, Resources tax, Land 
appreciation tax. 
b. Vehicle-related taxes include Vehicle purchasing tax and Vehicle and vessel use 
tax.  
Source: Ministry of Finance, Finance Yearbook of China, 2003 and 2007.  
 
One feature deserving special attention here is that local governments heavily depend 
on manufacturing and real estate as the major driving forces of economic growth and 
major sources of fiscal revenue, while sectors of advanced services and creative 
production whose growth requires multi-year efforts in institutional or cultural 
building have remained admittedly weak even after almost thirty years since 1978. 
Table 5.4 presents the proportional contributions of major sectors to the national 
revenues collected from business tax, value added tax (VAT) and Enterprise income 
tax (EIT), three of the largest four tax sources of local fiscal revenues. The 
proportions of real estate and construction in business tax revenues were constantly 
increasing from 2002 to 2006 while that of finance continuously declined during the 
same period. Manufacturing is the largest contributing sector to both VAT and EIT 
revenues with more than half of VAT and one fourth of EIT emanating from 
manufacturing. Given the weight of business tax, VAT and EIT in local budgetary 
revenues, these demonstrate the critical significance of investments in manufacturing 
and real estate for the financial strength of Chinese local governments.  
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Table 5.4 Sectoral sources of national business tax, VAT and EIT revenues, 
2002-2006 (%) 

 2002 2003 2004 2005 2006 
Business 

Tax 
(=100%) 

Real Estate 16.8 21.5 22.8 23.5 25.0 
Construction 20.9 23.3 22.8 23.3 23.1 

Finance 17.7 14.2 13.2 13.1 13.7 

VAT 
(=100%) 

Manufacturing 58.9 60.8 59.2 58.5 57.9 
Wholesale & Retail 

Trade 17.7 17.4 12.4 17.3 17.2 

Public Utilities 11.7 11.7 8.2 11.0 11.1 

EIT 
(=100%) 

Manufacturing 26.4 26.4 26.5 24.1 19.5 
Wholesale & Retail 

Trade -- 16.7 17.6 15.9 14.3 

Mining 12.8 11.1 14.5 15.3 15.1 
Note: 1. The VAT shown in this table is domestic VAT only. It does not include the 
portion that is imposed on imported commodities. 2. The EIT involves both domestic 
firms and FIEs that are subject to lower rates. 3. Since 2003 the "wholesale & retail 
trade" no longer includes the sub-sector of "food services". The data on "wholesale & 
retail trade" before and after that year are not comparable. 
Source: Tax Yearbook of China, 2003-2007 
 
Stronger evidence of the critical significance of manufacturing and real estate is the 
complete sectoral distribution of local tax revenues. As shown in Table 5.5, tax 
revenues associated with manufacturing are much greater than those of any other 
listed sectors. The second and third largest contributor to local tax revenues is real 
estate and construction respectively. During the four years from 2002 to 2006, local 
tax revenues collected from these two sectors almost tripled, a rate of growth that is 
unparalleled even by manufacturing.  
 
Table 5.5 The distribution of local tax revenues by sector, 2002-2006 (billion yuan) 

 2002 2003 2004 2005 2006 
Manufacturing 167.94 187.19 282.87 272.97 267.68 

Real Estate 51.52 76.79 107.10 136.62 181.15 
Construction 57.87 75.42 93.14 112.99 135.70 

Wholesale & Retail Trade -- 67.66 84.70 99.89 93.46 
Finance 55.58 54.51 62.24 82.46 113.28 
Mining 32.36 32.78 48.03 70.06 69.77 

Public Utilities 28.00 30.17 34.68 39.74 48.59 
Source: Tax Yearbook of China, 2003-2007  

 
2.3 Intergovernmental expenditure assignments 
 
As defined by the State Council Regulations on the Implementation of the 
Tax-Sharing System (TSS) in 1993, the central government is mainly responsible for 
national security, international affairs, the operating costs of the central party and its 
organs, adjustments to the structure of the national economy, the coordination of 
regional development, and the adjustment and control of the macro-economy. Those 
responsibilities include national defence; the cost of the military police; international 
affairs and foreign aid; the administrative costs of the central government; 
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centrally-financed capital investments; the technical renovation of central enterprises; 
new product development costs; agricultural support; debt; costs of central culture, 
education, and health; price subsidies; and other expenditures.  
 
Table 5.6 Division of Responsibilities between the Central and Local Governments 

Central Government Subnational Governments 

1. National defence 1. Local government administration 

2. Diplomacy and foreign affairs 2. Local public services 

3. Military police 3. Locally financed basic infrastructure & 
technical renovations 

4. Key construction projects 4. Support to agriculture 

5. Central Government administration  5. Urban maintenance and construction 

6. Public services at the central level 6. Price subsidies 

7. Debt service payments 7. Other expenditures 
Source: Adapted from the Budget Law (1994).  
 
Subnational governments are mainly responsible for the operating costs of the local 
party and its organs and for local social economic development. Those responsibilities 
include local economic development; part of the operating costs of the military police 
and militia; locally financed capital investments; the technical renovation of local 
enterprises; new product development costs; agricultural support; urban maintenance 
and construction; the costs of local culture, education, and health; price subsidies; and 
other expenditures. Table 5.7 summarizes the share of local government expenditures 
in total consolidated expenditures on various responsibilities.
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Table 5.7 Share of local government expenditures in total consolidated expenditures 
on various responsibilities 
 Local share in consolidated 

Government expenditure (%) 
Expenditure responsibilities 1995 2003 2006 
  Capital construction 55.34 55.6 66.2 
  Innovation and science and 
technology promotion funds of SOEs 

72.76 75.4 75.23 

  Expenditures for supporting 
agricultural 
  production and agriculture 
administration 

89.21 88.1 91.01 

  Education 89.98 91.8 90.32 
  Social welfare subsidies 99.31 99 99.38 
  Social security -- 88.6 88.64 
  Government administration 97.58 80.5 86.26 
  Expenditures on the public security 
agency,  
procuratorial agency, and court of 
justice 

92.94 94.6 95.46 

  Price subsidies 72.25 61.5 60.35 
Source: Tax Yearbook of China, 1996, 2004, 2007 
 
It is quite clear from the table above that local governments take on almost complete 
responsibility for economic construction, the provision of public goods and 
government administration. What is striking is that local governments’ revenue only 
accounts for less than 45% of the total fiscal revenue in China, as seen in Figure 5.3 
above. This big fiscal gap is evident in Figure 5.4. Throughout these years, local 
governments took on more than 70 percent of the total government expenditure. Since 
the tax-sharing system of 1994 it is now fair to characterize public finance in China as 
a system of revenue centralization and expenditure decentralization.  
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Figure 5.4 Percentage of Government Expenditure by Central and Local Governments, 
1994–2005 

 
Source: Ministry of Finance, China Finance Yearbook. Beijing. 2006.  
 
2.4 Intergovernmental fiscal transfer system 
 
The central government deals with this great fiscal gap by various intergovernmental 
fiscal transfers. Figure 5.5 shows that local governments rely on fiscal transfers from 
the central government to support almost 50% of their total expenditure.  
 
Figure 5.5 Share of Transfer in Subnational Government Expenditure (%), 1985-2007 

 
Source: figure compiled using data from the Statistical Yearbook of China 2006. 
 
Table 5.8 below demonstrates the various categories of intergovernmental fiscal 
transfers that are currently being implemented.  
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Table 5.8 Categories of Fiscal Transfer 
 
Tax rebate 

Tax rebate on consumption tax and value added tax 
Tax rebate on income tax 

 
   Fiscal 
capacity 
   subsidies 
 

Pre-1994 subsidy 
Equalization transfer 
Grant for minority regions 
Grant for wage increase 
Grant for tax-for-fee reform 
Grant for poor and remote regions 
Grant for the alleviation of county and township fiscal 
insufficiency 
Grant for the reduction or repeal of agricultural taxes after disasters 
and a subsidy for enterprises and public institutions’ budgets 
Grant for rural tax reform 

 
   Other 
transfers 
 

Subsidy for national bonds 
Subsidy for the settlement of accounts 
Subsidy for the adjustment of revenue assignments 

Ad hoc 
transfers 

Special grants focusing on supporting education, health care, social 
security, agriculture etc. 

Source: This classification is based on the “State Council Report on the Regulation of 
Fiscal Transfer”, State Council, 2007.  
 
 Tax rebate: 
 
To win support for the tax-sharing reform and to protect the vested interests of the 
provinces, the central government agreed to refund part of the value added tax and 
consumption tax to the provinces and ensured that all of them retained no less than 
what they had in 1993423.  
 
Tax rebates are made up of two parts. First, 30 percent of the increased VAT and 
consumption tax over the preceding year in a province is returned to that province as a 
tax rebate424. Second, the difference between the base revenue and the provincial 
shared part of income taxes is reimbursed to the provincial government by the central 
government425. 
 

                                                             
423 Guowuyuanguanyufenshuizhicaizhengguanlitizhishuishoufanhuangaiweiyubendiquzengzhishui he 
xiaofeishuizengzhanglvguagou de tongzhi(Circular of the State Council concerninglinking tax rebates, the growth 
rate of VAT and consumption tax under the tax-sharing fiscal administrative system), (24 August 1994) 
424 More precisely, TRit = 0.3TRi(t–1)(CVit/CVi(t–1) – 1), where i stands for province, t stands for year, TRit is 
the tax rebate for province i in year t, and CVit is the sum of consumption tax and 75 percent of the VAT for 
province i in year t. 
425 Income taxes, including enterprise income tax, foreign enterprise income tax, and individual income tax, were 
local taxes before the recent reform; they started to be shared taxes in 2002. The base revenue of income tax is the 
minimal income tax revenues that the central government set in the reform, on the basis of total provincial income 
tax revenues in 2001. The rebate rates for local governments at different levels are generally determined by the 
provincial governments, and they vary across provinces. Most of the provincial governments retain the major part 
of the tax rebates from the central government. The purpose of tax rebates is to ensure that the reform runs 
smoothly by keeping the pre-reform interests of all stakeholders untouched and to encourage revenue growth. 
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 Transitional intergovernmental fiscal transfer scheme (or equalization transfers)  
 
Another important feature of the tax-sharing reform is the transitional 
intergovernmental fiscal transfer scheme (TIFTS), which was introduced in 1995 to 
lure poor provinces into accepting the reform. Conceptually, transitional 
intergovernmental transfers are calculated on the basis of the gap between standard 
expenditure needs and standard fiscal capacity, adjusted for coefficients that take into 
account the size of the gap and the total amount of funds available for transfer. While 
this scheme was the first step toward a formula-based system of intergovernmental 
transfers, its absolute magnitude of 2.07 billion yuan was rather small compared with 
the tax rebates of 186.73 billion yuan in 1995. In recent years, the Ministry of Finance 
has begun to revise the system of transfers so as to reduce the dominance of tax 
rebates and hence increase the amount of regional equalization (as shown in Table 
5.9). In 2002, enterprise income tax and personal income tax were changed from local 
taxes to shared taxes. The central government has committed itself to retain only 20 
percent of the total receipts from these taxes, and to use all additional receipts to boost 
the transitional intergovernmental transfers. Also, the transitional intergovernmental 
transfers had its name changed to general purpose transfers (yibanxingzhuanyizhifu) in 
the same year. The government has allocated more funds to transitional/general 
intergovernmental transfers in recent years, and the ratio of transitional general 
intergovernmental transfers to total central transfers has increased from 1.83 percent 
in 2000 to 4.6 percent in 2003 (see Table 5.9), but it still represented a relatively small 
share of the total transfers.  
 
Table 5.9 Tax Rebates and Transitional Intergovernmental Transfers from the central 
government to local governments 

 
Notes: The name of transitional intergovernmental transfers was changed to general 
intergovernmental transfers in 2002. 
Source: Ministry of Finance, Budget Section, Nationwide Statistical Material for 
Prefectures, Cities, and Counties (QuanguoDishixianCaizhengTongjiZiliao), 
1996-2004   
 
 Pre-1994 subsidies 
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Besides the two new types of transfers above, two categories of transfers existed 
before 1994: pre-1994 subsidies and earmarked transfers. Pre-1994 subsidies were 
based on the old fiscal contracting system which prevailed during 1988-1993. Since 
1994, lower-level governments have continued to remit revenues to or receive 
transfers from the upper-tier governments according to their fiscal contracts which 
were in effect in 1993. As a result, certain components of the old system were 
incorporated into the new system after 1994.  
 
 Earmarked transfers (or ad hoc transfers) 
 
Earmarked transfers have been gaining in relative importance since 1994. This 
category is in fact made up of many earmarked grants introduced at different times for 
different purposes. However, the criteria based on which earmarked transfers are 
determined are rather ad hoc426. Many ministries at the central level have discretion in 
establishing and allocating these grants which generally target economic construction 
or projects of a redistributive nature, such as supporting health care and social 
security.  
 
 Grants for minority regions.  
 
Grants in this category, which were set up in 2000, serve to support the development 
of minority regions. These transfers come from two sources: one comes directly from 
the central budget, with a yearly growth rate equal to that of central VAT revenue; the 
other is 80 percent of the increased central VAT revenue collected from minority 
regions. The transfers were designed to fill the fiscal gap for minority regions, which 
are generally less developed. 
 
 Grants for increasing wages.  
 
The purpose of these transfers is to fill the fiscal gap in the central and western 
provincial governments caused by the increased wage standards of public sector 
employees, the standards of which are set by central government. 
 
 Grants for rural tax reform.  
 
China formally started a rural fee-to-tax reform in 1999 and, more recently, it has 
started to abolish the agriculture tax427. These reforms decreased local revenues, 
particularly for the county and lower-level governments, leaving a significant fiscal 
gap for almost all of them. The purpose of these transfers is to fill the fiscal gap 
caused by the rural fee-to-tax reform and the abolition of the agriculture tax. The 
transfers are generally provided to county governments through provincial 
governments. 

                                                             
426 In addition to the ad hoc distribution of earmarked transfers, the annual reports prepared by the Ministry of 
Audit repeatedly mentioned that the misappropriation of these grants is not uncommon among lower-level 
governments, especially in areas with financial difficulties. Given the limited financial resources, local 
governments sometimes misappropriate earmarked transfers although these grants should only be used for 
specified purposes. For example, in an audit survey for basic education funds in 50 counties from 2002 to the first 
half of 2003, 43 counties (86% of the total number of surveyed counties) had misappropriated education funds of 
445 million yuan. So, the intended policy objective to subsidize basic education cannot be achieved due to the 
misappropriation of earmarked grants. This issue will be discussed in the following chapters.  
427An issue that will be touched upon in Chapter 7. 
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Figure 5.6 shows the shares of various categories of transfers from the central 
government to local governments in 2003428. We notice that tax rebates and ad hoc 
transfers together account for 50% of the total central-to-local transfers, which are 
much larger than the share of the revenue-sharing transfers that represent revenues 
from shared taxes for local governments. This means that tax rebates and ad hoc 
transfers together account for probably more than 50% of the total local revenues. In 
this sense, China is evidently a country that heavily relies on intergovernmental fiscal 
transfers to fund the operation of local governments.  
 
Figure 5.6 The composition of transfers from the central government to local 
governments in 2003, Central-provincial transfers (1160.8 billion RMB)  

 
Source: Anwar Shah and ChunliShen, (2008), “Fine tuning of the intergovernmental 
transfer system to create a harmonious society and a level playing field for regional 
development”, in Jiwei Lou, Shuilin Wang (ed.), Public finance in China: reform and 
growth for a harmonious society, World Bank.  
 
Figure 5.7 charts the trends in the growth of various kinds of central-local transfers 
from 1995 to 2004. Among the categories of transfers that are depicted, equalization 
transfers - which are the only category of transfer that is designed to take account of 
fiscal disparities between provinces - only started to grow from 2003 onwards and 
still remain small in volume.  
 
  

                                                             
428 It should be noted that the revenue-sharing transfers that account for 31% of the total transfers are actually the 
revenue for local governments from the shared taxes, and hence these transfers are not “real” components of the 
intergovernmental fiscal transfers in the sense of revenues from the shared taxes counting as parts of local revenue. 
The purpose of charting these revenues in this figure is to help make sense of the magnitude of the other “real” 
intergovernmental fiscal transfers as we know from table xx above that the revenues from the shared taxes account 
for almost 40% of the total local revenues. 
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Figure 5.7 Central-Local Transfers, 1995–2004 

 
Source: Anwar Shah and ChunliShen, (2008), “Fine tuning of the intergovernmental 
transfer system to create a harmonious society and a level playing field for regional 
development”, in Jiwei Lou, Shuilin Wang (ed.), Public finance in China: reform and 
growth for a harmonious society, World Bank. 
Note: Data on revenue-sharing transfers have only been available since 1998. Ad hoc 
transfers (called “earmarked grants” by the Ministry of Finance) account for the major 
portion of specific-purpose transfers. 
 
On the whole, the allocation of fiscal transfers is implemented within a five-tier 
hierarchy with each tier of government responsible for the allocation of transfers to 
subordinate governments429. The ultimate effect of such transfers filtering down the 
hierarchy to the grassroots level may be distorted and the original intentions of the 
transfers may be diluted430. In addition, the current fiscal transfer system in China 
retains many discretionary features of the old contract system, and the decisions made 
on earmarked grants are subject to intense negotiations and local government 
lobbying. 
 
3. Sub-national public finance in China 
 
The discussion in the two sections above mainly focuses the fiscal relations between 
the central level and the provincial units, whereas this section tries to dig somewhat 
deeper into the provincial unit and to distinguish the provincial, prefectural and 
county level governments from each other, that is the fiscal relations within a 
province. As pointed out by many scholars, the tax-sharing system established in 1994 
                                                             
429 This issue will be dealt with in the section below.  
430Tsui Kai yuen, 2005, “Local Tax System, Intergovernmental Transfers and China's Local Fiscal Disparities”, 
Journal of Comparative Economics 33, no. 1: 173-96. 
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is at best a reform which has only reached the half-way point431. It has only 
established fiscal arrangements between the central government and provincial units, 
and leaves the public finance within a province largely intact.  
 
Governments in China are organized in a hierarchical structure432, and meanwhile, 
according to PRC’s Constitution and Budget Law (1994), all sub-national 
governments acquire their authority by delegation from the central government, a 
typical unitary state arrangement. This has produced a salient feature of sub-national 
public finance in China, which is that governments above intermediate level are in 
powerful positions with regard to governments at the next lower level. A common 
mechanism of policy implementation works through a level-by-level delegation: the 
central government issues resources and orders to the next tier, the provincial units, 
and depends on the provinces to transmit the resources downward to the lower level. 
The provincial governments then allocate (usually part of the) resources to the 
prefectural/municipalities, and so on down the hierarchy.  
 
As the tax-sharing system only deals with fiscal relations between the central level 
and provincial level and the hierarchical nature of the government structure, the 
sub-national arrangement of fiscal relations is highly heterogeneous among China’s 
provinces. This unusual aspect of China’s public finance system has recently been 
noted by various studies433. The figure below, which is adapted from a study by the 
World Bank,434 partially reveals the varying patterns of sub-national public finance. 
While averaging 28 percent nationwide (when the four provincial-level municipalities 
and Tibet are excluded), this share ranges from lows of 13 and 14 percent in Zhejiang 
and Guangdong, to highs of 49 and 43 percent in Qinghai and Ningxia respectively.  
 
  

                                                             
431 See Wong, Christine P.W., 2000, Central-Local Relations Revisited: The 1994 Tax-Sharing Reform and Public 
Expenditure Management in China. China Perspectives 31: 52–65. Zheng, Yu. 2006. Fiscal Federalism and 
Provincial Foreign Tax Policies in China. Journal of Contemporary China. 15(48):479-502. Lin, Z., 2000, Recent 
Development of Tax System Reforms in China: Challenges and Responses, The International Tax Journal, 
27(1):90-103.  
432 See the Introduction.  
433Yasheng Huang and Yumin Sheng, 2009, Political Decentralization and Inflation: Sub-National Evidence from 
China. British Journal of Political Science, 39, pp 389-412. World Bank, 2002, China: national development and 
sub-national finance. A review of provincial expenditures. World Bank, Washington. Ran Tao, Fubing Su, 
Mingxing Liu, and Guangzhong Cao, 2010, Land Leasing and Local Public Finance in China’s Regional 
Development: Evidence from Prefecture-level Cities Urban Studies, 47: 2217-2236.  
434Fock, Achim and Christine Wong, 2008, Financing Rural Development for a Harmonious Society in China: 
Recent Reforms in Public Finance and their Prospects, World Bank Policy Research Working Paper No. 4693. 
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Figure 5.8 Shares of Budget Expenditures by Level (2003) 

 
Source: Fock, Achim and Christine Wong, 2008, Financing Rural Development for a 
Harmonious Society in China: Recent Reforms in Public Finance and their Prospects, 
World Bank Policy Research Working Paper No. 4693.  
 
A more comprehensive indication of the divergent arrangements at the sub-national 
level is the variation of shares of revenues and expenditures depicted in Table 5.10. 
The succinct descriptive statistics in Table 5.10 for the 27 provinces and autonomous 
regions show the diversity of public financial arrangements within provinces in China. 
 
Table 5.10 Descriptive Subnational Expenditure Statistics and Revenue Shares, 2003 

 
Source: Fock, Achim and Christine Wong, 2008, Financing Rural Development for a 
Harmonious Society in China: Recent Reforms in Public Finance and their Prospects, 
World Bank Policy Research Working Paper No. 4693.  
 
3.1 Revenue assignments 
 
Behind such divergent patterns of revenue and expenditure are different choices 
concerning intra-provincial fiscal arrangements made by provinces. Compared to the 
relatively simple and rule-based central-provincial tax-sharing system, the picture is 
much more complicated at the sub-provincial level. As the Ministry of Finance laid 
down loose guidelines for restructuring the sub-provincial tax-sharing system in 
1996435, successive levels of sub-provincial governments were left with a great deal 
                                                             
435Guanyuwanshanshengyixiafenshuizhicaizhengguanlitizhiyijian de tongzhi (Circular on the perfection of the 
tax-sharing system as a fiscal management system at the subprovincial level), Caidizi (1996), no. 24. 
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of discretion in crafting their own tax-sharing arrangements. Not surprisingly, a wide 
variety of schemes have co-existed across provinces.  
 
Take VAT as an example. Some provinces have set various sharing rates between the 
provincial and their subordinate governments (prefecture/city and county 
governments) for the 25% of VAT that could be attained by local governments as a 
whole. In Shaanxi province, the provincial government retains 30% of VAT, while 
the prefecture/city and county governments keep 70%436. Hebei province assigns 40% 
of VAT to the provincial government and 60% to the prefecture/city and county 
governments437. In Jilin province, the sharing rate is 50% for both438.  
 
The sharing rates of VAT not only vary between the provincial and prefecture-level 
governments, they also vary between the prefecture-level cities and their subordinate 
county-level jurisdictions. For example, in Haikou city (the capital of Hainan 
province), the prefecture-level city shares 70% of VAT and its subordinate districts 
share 30%439. In Jinan city (the capital of Shandong province), the tax-sharing 
arrangement for VAT is more complicated. When VAT is shared between the 
prefecture-level city and its subordinate districts, the sharing rates are 40% and 60% 
respectively. However, if VAT is shared between the prefecture-level city and its 
subordinate counties (or county-level cities), the former shares only 20%, while the 
latter enjoys 80%440. Not only do the sharing rates of VAT vary among different 
prefecture-level cities, their tax sharing schemes for other categories of taxes also 
vary. Table xx compares the tax-sharing arrangements between two prefecture-level 
cities, Ningbo in Zhejiang province and Haikou in Hainan province, and their 
subordinate districts and counties (or county-level cities).  
 

 
 
 
 

 
 
  

                                                             
436 Shaanxi sheng renminzhengfuguanyutiaozheng he wanshanshengyixiacaizhengguanlitizhiwenti de tongzhi 
(Circular by the Shaanxi provincial government on the adjustment and perfection of the fiscal management system 
at the subprovincial level), Shaanzhengfa (2004), no. 42, 29 September 2004. 
437Hebei sheng renminzhengfuguanyugaige he wanshanfenshuizhicaizhengtizhi de jueding (Decision of the Hebei 
provincial government on the reform and perfection of the tax-sharing fiscal system), Jizheng (2002), no. 3,12 
January 2002. 
438Jilin sheng renminzhengfuguanyutiaozhengwanshanshengyixiacaizhengguanlitizhi de tongzhi (Circular by the 
Jilin provincial government on the adjustment and perfection of the fiscal management system at the subprovincial 
level), Jizhengfa (2004), no. 14. 
439Haikou shirenminzhengfuguanyuchongxinquedingshiqufenshuizhicaizhengguanlitizhi de tongzhi (Circular by the 
Haikou municipal government on the reconfirmation of the tax-sharing fiscal management system at the 
prefecture-level city and district), Haifu (2003), no. 49. 
440 Jinan shirenminzhengfuguanyucaizhengtizhigaige de yijian (shixing) (Opinion of the Jinan municipal 
government on the reform of the fiscal system (trial)), Jizhengfa{2004), no.18.  
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Table 5.11 Tax Sharing Schemes of Some Prefecture level Cities 

 
Notes: 
a. Business taxes on the Ministry of Railways, headquarters of banks and headquarters 
of insurance companies belong to the central government while the rest belong to 
local governments. 
b. Real estate tax is applicable to domestic enterprises and Chinese citizens; while 
urban real estate tax is applicable to FEs, FIEs and foreigners. 
c. Urban maintenance and construction tax on the Ministry of Railways, headquarters 
of banks and headquarters of insurance companies belong to the central government 
while the rest belong to local governments. 
d. Business tax on urban finance and the insurance industry (excluding rural credit 
cooperatives). 
e. Enterprise income tax on local banks. 
f. Individual income tax on interest on savings deposits. 
g. Excluding those which belong to the fixed revenues of the prefecture-level city, 
h. Excluding business tax on finance and insurance enterprises. 
i. Excluding individual income tax on bank interest. 
Sources: 
Ningbo shijinyibuwanshancaizhengguanlitizhi de shishi fang 'an (Implementing 
scheme of the Ningbo municipal government on the perfection of the fiscal 
management system), yongzhengfa(2004), no. 100. Haikou 
shirenminzhengfuguanyuchongxinquedingshiqufenshuizhicaizhengguanlitizhi 
detongzhi(Circular by the Haikou municipal government on the reconfirmation of the 
tax-sharing fiscal management system at the prefecture-level city and district), Haifa 
(2003), no. 49. 
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The study carried out by the World Bank also provides several other examples 
regarding the divergent intra-provincial revenue-sharing scheme. Table 5.12 has been 
adapted from the World Bank report and it contains information from three 
municipalities, two from Liaoning and one from Shaanxi. 
 

Table 5.12 Multiple Claims to the Main Taxes, 2003 

 
Source: Fock, Achim and Christine Wong, 2008, Financing Rural Development for a 
Harmonious Society in China: Recent Reforms in Public Finance and their Prospects, 
World Bank Policy Research Working Paper No. 4693. 
 
Not only are there different tax-sharing schemes among provinces, but some 
grassroots jurisdictions did not even switch to the new tax-sharing system but retained 
the old fiscal contracting system. For example, as summarized by a fiscal study by 
Zhejiang province in 2000441, among the 1775 township administrations in Zhejiang, 
775 had adopted a tax-sharing system with their superiors; 633 had accepted a fixed 
quota system with a progressive retention formula for above-quota income 
(chaoshoufencheng); 119 came up with a progressive fiscal responsibility contract 
arrangement (dizengcaizhengbaogan); and many other hybrid forms and variations 
can be found in the other 248 administrations. Thus, it is not surprising that Jia Kang 
has even argued that a genuine tax-sharing system has not been fully implemented at 
the sub-provincial level.442 
 
3.2 Expenditure assignments 
 
Local governments as a whole take on all the responsibilities that are not assigned to 
the central government. In the meantime, many local responsibilities are jointly 
shared by four tiers of local governments. Table 5.13 illustrates this pattern. This 
pattern of shared responsibilities is a legacy of the socialist planning era, an 
arrangement based on administrative considerations other than financial efficiency. 
The concurrent responsibility system, without being legally codified, is also in a state 

                                                             
441Taskforce of Zhejiang Government Finance Section, Zhejiangshengxiangzhencaizhengchiziwentiyanjiu(Study of 
the township-level deficit in Zhejiang), in Caijinglunchong(Collected Essays onFinance and Economics), no. 81 
(May 2000), p.28-36. 
442 Jia, Kang (2006). Fenshuizhigaigexuyaojixushenhua (Tax-sharing Reform Needs Further 
Intensification).Zhongguogaige (China Reform), 2, 45-47. 
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of flux in the sense that governments that have more resources could do more or are 
asked to do more. 
 

Table 5.13 Expenditure Assignments by Government Level 

 
Source: Zhao Yang et al., 2005, TCC4 Program: Public Finance Covers Rural Areas: 
Survey, Evidence and Policy Implication. A Research Report on the Second Phase 
“Public Finance Covers Rural Areas” TCC4 Activities Supported by the World Bank – 
Financed TCC4. Report submitted to the MOF Agriculture Department, October 18. 
 
With higher-level governments having more administrative powers and yet being 
without any clear-cut guidelines to follow in designing sub-provincial expenditure 
arrangements, some studies such as those by Jia Kang and BaiJingming443 argue that 
in response to the recentralization of revenues by the TSS, some higher-level 
governments have the incentive to design revenue-sharing schemes to shift revenues 
upward and to pass unfunded mandates to subordinate governments. This argument 
gains support from Table 5.14 below to some extent. In 2002, governments at the 
county and township level as a whole took on 28.63% of the total government 
expenditures, the biggest share in the sub-national level. Meanwhile, some 
responsibilities with regional spillover effects, like education, disproportionately fall 
on governments at the county and township level: almost 60% of total government 
expenditures on education.  
 
 
 
 
 
 
 

                                                             
443Jia, Kang and Bai, Jingming (2002).Xianxiangcaizhengjiekunyucaizhengtizhichuangxin (Resolution of the 
Fiscal Privation in Counties and Townships and the Innovation of the Fiscal Institution).Jingjiyanjiu (Economic 
Research), 2(Feb.), 3-9. 
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Table 5.14 Expenditure by various levels of governments on various responsibilities in 2002 
Source: Statistical Yearbook of China, 2003 

 

 Expenditures by level of government (Billion RMB) Share in total expenditure (%) 

Expenditure 
responsibilities Total 

Central 
governm

ent 

Provincia
l level 

Prefectur
e 

/city 

County 
and 

township 

Central 
governm

ent 

Provincia
l level 

Prefectur
e 

/city 

County 
and 

township 

Basic construction 314.30 125.31 92.69 65.18 31.11 39.87 29.49 20.74 9.90 

Expenditures for supporting 
agricultural production 
and agricultural 
administration 

95.48 9.29 24.04 16.99 45.13 9.74 25.18 17.80 47.28 

Education 264.50 21.03 39.59 46.08 157.81 7.95 14.97 17.42 59.66 
Social security and social 
welfare subsidies 101.72 5.58 41.41 36.94 18.80 5.49 40.71 35.33 18.48 

Government administration 180.18 36.72 18.69 38.53 86.27 20.38 10.36 21.38 47.88 
Expenditures on the public 
security 
agency, the procuratorial 
agency, 
and the court of justice 

110.16 6.04 28.53 37.16 38.43 5.48 25.90 33.73 34.88 

Total expenditure 2205.32 677.20 433.09 463.73 631.33 30.17 19.64 21.03 28.63 
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Chapter 6 The Political Economy of the Chinese Party State 
 
 
After disentangling the complex public finance in China, this chapter is intended to 
consider the anatomy of the Chinese state concerning the following dimensions: the 
institutions within the Chinese Communist Party (CCP), the relationship between the 
party and the state, and the fiscal incentives of local governments and individual state 
organs. Thus by acquiring inside knowledge on these institutions, this study aims at 
exposing the governance structure in which the provision of education is embedded. 
In this way, this research comes closer to the root causes as to why the education 
reform has been compromised.  
 
The CCP is not a “political party” in the Western sense. Political parties in the West 
are political groups that compete for public office through elections and generally 
subsume themselves under the institutional structure of the state which is an 
impersonalized and overarching framework. In China, the CCP itself is such an 
institutional framework: not only in the text of the Constitution of the People’s 
Republic of China does the CCP occupy the dominant leading position, but also in the 
daily administration of the Chinese state could one hardly overlook the presence and 
the direct or indirect influence of the CCP. Such an institutional configuration 
demonstrates the personalization of the Chinese state by the CCP; in other words, the 
CCP owns the state it established or the party-state is dominated by the party444.   
 
This chapter, together with the chapter on China’s public finance, aims to establish the 
necessary context for understanding the general orientation of the local governments. 
Section one will direct attention to the incentive structures of the leadership corps of 
local governments. By leadership corps, I refer to the cadres which have the rank of 
head of section (chuji) or above and are managed via the nomenklaturaof the CCP. 
The second section will then look at the rank and file members of local governments 
who are below the rank of section and governed by the Civil Service Law of the PRC. 
Emphasis in this section will be placed on how the CCP manages to keep a firm grip 
on the state. The final section will turn to the so-called “dual fiscal incentives” that 
exist in local party-states which have huge implications for the provision of 
compulsory education. With these two chapters on putting matters into their proper 
context, the actual strategies and behaviour of local governments will be documented 
in the next two chapters based on my fieldwork.  
 
1. Incentive structures of local party-state leaders 
 
Instead of seeing the state as a monolithic entity, this study adopts the view that 
different levels of government have their own distinctive interests. Local governments 
are singled out for study as they have direct contact with the Chinese people and are 
the main providers of compulsory education in China. This section, then, will look at 
the incentives and mind-sets of local party-state leaders.   
 
1.1 The absolute necessity of decentralization and its risks 
 
In a large country like China with such widespread heterogenic features in terms of 
                                                             
444 See ShipingZheng, 1997, Party vs. State in Post-1949 China: The Institutional Dilemma. Cambridge: 
CambridgeUniversity Press.  
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demographic, natural and social conditions and resources, the only way to develop the 
economy is to implement deregulation and liberalization, trying to avoid uniform and 
detailed nationwide plans and directives being imposed from the centre445. The 
strategies of deregulation and liberalization have to be accompanied by fiscal and 
administrative decentralization, as without close coordination by local governments 
these measures are unthinkable. Therefore, since the 1980s, local governments have 
started to assume the primary role of local development, taking on a wide range of 
responsibilities, like determining prices and the establishment of new firms, making 
investments and so on446. A telling example is the experience in the United States of 
Li Qun, the then Mayor of the county-level city of Shouguang in Shandong Province. 
When asked by the Mayor of New Haven, Connecticut, about the differences between 
their jobs, he said: “The biggest difference is that you do not seem to manage the 
economy much. When I was Mayor of Shouguang my main effort was to grasp the 
economy, everything from fiscal growth to enterprise profit, peasant income, the 
private economy, structural adjustment. . .” 447  The fundamental roles of local 
governments in the governance of China are further demonstrated by the share of 
local governments in total government expenditures, around 70%, from 1994 
onwards.  
 
However, decentralization is not without its risks. The first issue concerns politics; 
fiscal and administrative decentralization creates various loci of power outside the 
central government, which have the potential to develop into sources of political 
opposition. Mexico has provided us with a vivid example in this regard. According to 
Enrique Ochoa-Reza, the liberalization and decentralization in Mexico “opened space 
for political contestation”448, and once this space has been created local politicians 
have every incentive to enlarge their governing authorities in a formal or informal way. 
Certainly the decentralization has contributed to the democratization of Mexico, but 
from the autocrats’ point of view, it is quite a dangerous practice. That is arguably the 
logic underlying the phenomenon that the greater the degree of fiscal decentralization 
in a country, the less likely it is to be an autocracy449.  
 
Second, worldwide experiences of decentralization do not deliver consistent 
promising messages in terms of economic and social welfare efficiency. As Weingast 
noted, various types of federalism perform differently in the real world despite the 
theoretical prediction of the growth-facilitating role of federalism450. Although the 
information advantages possessed by local governments concerning specific 
circumstances 451  and competition between local governments generated by the 

                                                             
445 The history of the PRC from 1949-1978 vividly and forcefully makes this point.  
446Jean C. Oi, 1995, "The Role of the LocalState in China's Transitional Economy," China Quarterly 144 (1995): 
1132-50.   
447Song, Guangyong, and Yong He. 2003. “Zhongguoshizhangmeiguo ‘congzheng’ xinde” (What a ChineseMayor 
Learned from ‘Engaging in Politics’ in the US). People’s Daily,  
http:// www.people.com.cn/GB/guandian/183/6103/6104/2151450 .html (October 27, 2003). 
448 Ochoa-Reza, Enrique. 2004. “Multiple Arenas of Struggle: Federalism and Mexico’s Transition to Democracy.” 
In Edward L. Gibson (ed.), Federalism and Democracy in Latin America, Baltimore: JohnsHopkinsUniversity 
Press, pp. 255–296. p. 257. 
449 Pierre Landry, 2008, Decentralized Authoritarianism in China: The Communist Party's Control of Local Elites 
in the Post-Mao Era, Cambridge: CambridgeUniversity Press. P. 6-11.   
450 Weingast, Barry R, 2000. "The Theory of Comparative Federalism and The Emergence of Economic 
Liberalization in Mexico, China, and India." Working Paper, Hoover Institution, Stanford 
University.http://www.stanford.edu/~weingast/weingast.comp.fedm.MS0.00.pdf 
451 Hayek, F. A. 1948, Individualism and Economic Order, University of Chicago Press.   

http://www.stanford.edu/~weingast/weingast.comp.fedm.MS0.00.pdf
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mobility of citizens452 with disciplinary effects on arbitrary forms of behaviour are 
most likely to turn local governments into responsive and accountable administrations, 
delicate coordination mechanisms between layers of government are indispensable for 
a decentralized government to realize its economic and welfare-enhancing promises. 
The most salient issue here is that the central government on the one hand needs to 
credibly decentralize parts of public authority in order to create stable expectations for 
local officials and induce their efforts; on the other hand, and more importantly, the 
central government should be able to control the non-cooperative behaviour of local 
governments because local governments may compete with each other in an 
inefficient way. For example, in China, local governments may compete for capital by 
shielding firms from central tax collectors, bankruptcy courts, or regulators 453 . 
Besides, local protectionism can constrain the free flow of goods, capital, and labour 
across jurisdictional boundaries. Sub-national government can export the burden of 
financing public services to other jurisdictions or undersupply public goods454. These 
inefficiencies can create serious impediments to development and growth.  
 
Third, decentralization combined with the strategy to embrace economic globalization 
has created an additional risk for the central government. The option of the world 
market enables the governments in more globalized provinces to rely less upon 
centrally-allocated resources, which reduces the effectiveness of control from the 
central government. As Yasheng Huang has shown, central government, with the aim 
of maintaining macroeconomic stability, had considerable difficulties in bucking 
against economic overheating from overinvestment by richer provinces benefiting 
from the country being opened up455.  
 
Under authoritarian systems, decentralization may incur more disastrous side-effects. 
Without the need to pay attention to electoral pressure from the people, local leaders 
with more power in their hands are prone to create rents to gain private benefits and to 
buy political patronage456. All these identified risks actually demand greater capacity 
on the part of the central government to align the preferences or incentives of local 
leaders along the lines established by the centre if the country does not opt to return to 
the chaotic and disastrous years of central planning. Meanwhile, the option of 
democratizing China which has the effect of grounding the incentives of both central 
and local government on the preferences of the people is not on the table, so it then 
seems reasonable that the CCP turns to its institutional apparatus to impose effective 
control over local leaders.  
 
1.2 The cadre management system of the CCP 
 
Chinese leaders generally use the term “party building” (dangjian) to designate their 
efforts to attain party machine perfection. For them, the importance of party building 
could not be more emphasized, simply because one of the main reasons why the CCP 
won the interior wars and established the PRC was the far stronger and effective party 

                                                             
452Tiebout, C. (1956), "A Pure Theory of Local Expenditures", Journal of Political Economy 64 (5): 416–424 
453 Andrew H. Wedeman, 2003, From Mao to Market: Rent Seeking, Local Protectionism, and Marketization in 
China, by. Cambridge: CambridgeUniversity Press. 
454Ibid. 
455Yasheng, Huang, 1996, Inflation and Investment Controls in China: the Political Economy of Central Local 
Relations during the Reform Era, CambridgeUniversity Press. 
456 Shirk, Susan L. 1993, The political logic of economic reform in China, University of California Press, 
Berkeley.  
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organs which the then CCP leaders managed to build compared to the ones by the 
KMT457 and the most important factor which led China to the disastrous years of 
cultural revolution, according to Deng, was the personalization of and the hence 
dictatorship of the CCP by Mao, a clear indication of the failure to establish checks 
and balances within the CCP458. Again the first step Deng took in order to steer this 
country out of the endless class struggles around 1980 was to promote the 
reform-oriented cadres to local leadership positions459. Thus the strength of the CCP 
as an organization basically determines its destiny as a ruling party.  
 
Party building mainly includes the consolidation of elite politics among major CCP 
leaders within the zhongnanhai460, the management of mass cadre corps all over the 
country, the institutionalization of decision-making within the CCP 461 , and the 
discipline and ideological education of party members462. For effectively controlling 
and managing a country with vast territory, heterogeneous cultural traditions and 
highly uneven economic development like China, the central-local relationship, and 
hence the relationship between the political centre, namely the central committee of 
the CCP, and the local committees of the CPP become the backbone that holds China 
together463. In this light, this section will primarily be devoted to one aspect, perhaps 
the single most important aspect of party building:, the management of the local 
leading cadres by the CCP in the era of reform and opening up. It is by skilfully 
structuring the incentives of local elites and directing their efforts that the CCP not 
only minimizes the inherent risks brought about by decentralization but also leads 
China with an impressive development record over the past thirty years464.  
 
The discussion below will lay bare the importance of the personnel management 
system, mainly the promotion system, as a tool for the CCP to renew and direct its 
cadre corps along the lines which it sees fit for adapting to the changing economic and 
social conditions. First, on the edge of the overall reform and the opening up at the 
beginning of the 1980s, the CCP changed the promotion criteria to education level and 
age which effectively replaced the old revolutionary cadres with technocrats who 
were ready to push China on to the road of economic development. Second, as the 
reform intensified at the beginning of the 1990s, which required heightened efforts 
from the cadres, the promotion standards were then duly switched to emphasizing the 

                                                             
457 Waldron, Arthur N, 2002, The Chinese Civil Wars 1911-1949. New York: OxfordUniversity Press. Benton, 
Gregor, 1992, Mountain fires: the Red Army's three-year war in south China, 1934-1938. Berkeley, CA: University 
of California Press.  
458Maomao (Deng, Rong), 2005, Deng Xiaoping and the Cultural Revolution: a daughter recalls the critical years.  
(trans. Shapiro, Sidney). New York : C. Bertelsmann, P31-34. Also see Tsou, Tang, 1999, The Cultural Revolution 
and post-Mao reforms: A historical perspective. Chicago: University of Chicago Press. Lee, Hong Yong, 1978, The 
Politics of the Chinese Cultural Revolution Berkeley: University of California Press.  
459 Lee, Hong Yung, 1991, From Revolutionary Cadres to Party Technocrats in Socialist China. Berkeley, CA: 
University of California Press 
460See Bo, Zhiyue. 2007, China's elite politics: political transition and power balancing, World Scientific, 
Singapore. Bo, Zhiyue. 2009, China’s Elite Politics: Governance and Democratization, World Scientific, Singapore. 
Huang, Jing, 2000, Factionalism in Chinese communist politics, New York: Cambridge University Press.  
461Brodsgaard, Joan, 2005, The Chinese Communist Party in Reform, London; New York: Routledge. Li, Cheng, 
2001, China's leaders: The new generation, Lanham: Rowman& Littlefield Publishers. Tan, Qingshan, 2004, 
China's provincial party secretaries. Singapore: East Asian Institute, NationalUniversity of Singapore. 
462 Lu, Xiaobo, 2000, Cadres and Corruption: The Organizational Involution of the Chinese Communist Party.  
Stanford: StanfordUniversity Press. Zheng, Yongnian&Fook, Lye Liang,2004, China's Central Party School, 
Singapore: East Asian Institute, NationalUniversity of Singapore.   
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cadres’ performance concerning economic development which further guaranteed 
sustained growth in China.  
 
1.2.1 Historical introduction to the cadre management system of the CCP 
 
As a Leninist party, the CCP established an appointment system for official promotion 
following the Soviet model, in which party cadres were promoted through 
appointment by the higher level. This system, known as the nomenklatura, “consists 
of lists of leading positions, over which Party units exercise the power to make 
appointments and dismissals; lists of reserves or candidates for these positions; and 
institutions and processes for making the appropriate personnel changes”465. In this 
way, the CCP retains the most important and powerful organizational instrument as it 
can determine the personnel decisions for all important positions.  
 
The basic promotion process was the following: leading officials in higher-level party 
committees, after reviewing references of prospective candidates, discussed and 
determined who to promote. In 1953 the Decisions on Strengthening the Work of 
Cadre Management466, released by the Central Party Committee, stipulated that the 
Central Committee aimed to establish a system of managing cadres under the unified 
management of Party committees and organization departments. The Central 
Organization Department (COD) and its local branches prepared the references and 
completed the procedural work for promoted officials.  
 
Three basic rules underlay the CCP’s official promotion policy. The first was “the 
Party manages cadres” (dangguanganbu). As the CCP claimed, “State cadres are the 
Party’s cadres, and all cadres should be managed according to the Party’s direction 
and policies and the principle of unified management.”467 The first rule provided a 
basic source of authority for the CCP by giving the party a monopolistic say over 
personnel decisions. This was partially achieved by the personal dossier system468. 
The second rule was “combining virtue and ability” (decaijianbei). “Virtue” referred 
to political loyalty to Marxism-Leninism-Maoism. “Ability” referred to leadership 
qualities. The party hoped to attach an ideological dimension to the promotion of 
capable officials469. The third rule was “democratic centralism” (minzhujizhongzhi), 
which was demonstrated by promotion procedures like “democratic nomination, 

                                                             
465 John P. Burns, ed. 1989, The Chinese Communist Party’s Nomenklatura System, Armonk, NY: M.E. Sharpe, p. 
ix. 
466Decisions on Strengthening Work of Cadre Management, Central Party Committee, 24 November, 1953. See 
Website: http://news.xinhuanet.com 
467Lee, Hong Yung, 1991, From Revolutionary Cadres to Party Technocrats in Socialist China. Berkeley, CA: 
University of California Press. P. 352. 
468 When decisions on official promotion were made, personal dossiers that contained detailed information on 
prospective candidates’ historical background, experience, and performance evaluation carried special weight. 
Personal dossiers accompanied party officials through every promotion and were strictly controlled by 
organization departments at different levels. Even officials themselves were denied access to their own dossiers. 
This gave the party exclusive control over official promotion. For detailed information on the personal dossier 
system, see Manion, Melanie. 1985. “The Cadre Management System, Post-Mao: The Appointment, Promotion, 
Transfer and Removal of Party and State Leaders,” The China Quarterly, No. 102, pp. 203-233. p224-225． 
469 The CCP employed a cadre evaluation system to measure these two subjective criteria. Before each promotion, 
local party committees would discuss and recommend potential candidates based on leading party officials’ 
subjective judgments, and then the organization departments sent teams to evaluate the prospective candidates on 
virtue and ability, mainly by interviewing their superiors, subordinates and common people. A screening report 
would then be sent to the higher-level party committee for promotion decisions along with personal dossiers. In 
practice, however, because the party relied on personal interviews to measure virtue and ability, subjective personal 
judgments still dominated the evaluation process. 
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consultation with a wide range of opinions, selection of candidates with care, 
investigation by organizational departments, collective discussion by party 
committees, report to upper echelons, rechecking by organizational departments, and 
finally approval by party committees one level higher”470. The CCP expected to 
incorporate public opinion as much as possible into official promotion while still 
maintaining the party’s authority and monopoly during the process. The problem was 
that “public opinion” only came from a very small circle of leading officials within 
the party committee  
 
This official promotion system remained more or less the same despite the 
dysfunction in the Cultural Revolution until the reform and opening up since the 
1980s. The CCP made adjustments to its official promotion system in several respects. 
First, it streamlined its management scope in 1983. In the past, the CCP instituted a 
two-level downward management system, under which party committees at each level 
were responsible for the cadre management of the next two levels below, the purpose 
of which was to maximize centralized party control over official promotion471; in the 
“Regulations Regarding Reform of the Cadre Management System” of 1983, the 
official promotion system shifted to a one-level downward management system in 
order to decentralize more decision-making autonomy to local regions. Another major 
change in the post-Mao era was the shift from the vague, subjective promotion criteria 
to specific, objective aspects: “commitment to reform, education level, professional 
competency and age”, which boiled down to age and educational level in practice472. 
Different requirements applied to different levels of posts, for example, the party 
required that at the municipal level at least 50% of all officials had a college degree or 
its equivalent and no one exceeded the age of 60, and that at least 50% were under 50; 
for county-level posts, the requirements were 45 for age and one-third for 
college-level education473.  
 
By 1987 when the Thirteenth Party Congress ended, the CCP had basically achieved 
its goal of making the cadre corps “better educated, professionally more competent 
and younger”474. At the highest level among party central committee members - 
mostly ministers, provincial party first secretaries and governors - the average age had 
dropped to 58, compared to 71 in 1982, and most of them had college-level degrees475. 
In terms of professional competence, in 1987 some 70 percent of ministers, 30 percent 
of party secretaries and 50 percent of governors had experience in production 
(including engineering, economics and management), while in 1982 the numbers were 
7 percent, 0 percent, and 4 percent, respectively476. At the local level, most positions 
were also occupied by bureaucratic technocrats.   
 

                                                             
470The editorial.Renminribao. Feb 2. 1986.  
471Yasheng, Huang, 1996, Inflation and Investment Controls in China: the Political Economy of Central Local 
Relations during the Reform Era, CambridgeUniversity Press. P. 92. 
472 From 1982 to 1987, the party steadily revamped its official corps by implementing cadre retirement reform, 
along with promoting younger officials with higher educational levels, mostly relating to natural science. Lee 
identifies this transformation as replacing revolutionary cadres with bureaucratic technocrats who were 
qualitatively different from their predecessors and whose credentials came from their knowledge and skills in 
economic development, not revolution. See Lee, Hong Yung, 1991, From Revolutionary Cadres to Party 
Technocrats in Socialist China. Berkeley, CA: University of California Press. 
473Ibid., p. 284.  
474 Ibid. , p. 231. 
475Ibid., p. 269. 
476Ibid., p. 269.  
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1.2.2 Current practices of the cadre management system of the CCP 
 
While the results of the party cadre renewal by the Regulations of 1983 were 
satisfactory, the mid 1990s saw a sense of urgency for another round of reforming the 
personnel management system. Several factors together explained the reasons why 
corruption plagued the official promotion system in the 1990s477. First, by the early 
1990s too many candidates met the requirements of age and the necessary educational 
level, which made the promotion criteria of the Regulations of 1983 inadequate; this 
inadequacy of objective standards had left ample room for discretion for leading 
cadres, usually three or four in practice, who would decide whom to promote on the 
basis of their personal judgments of candidates’ virtue and ability. Second, the 
intensifying of the policy of reform and opening up in the 1990s instilled a social 
ambition to “become rich” in China and presented local officials with unprecedented 
opportunities for rent-seeking through their political access to resources, money and 
information. Third, among the new generation of technocrat cadres, the Communist 
ideology had faded away and given way to self-interest concerns. Thus, fierce 
competition for positions due to the enlarged pool of candidacy encouraged practices 
of cultivating personal relations with higher officials. Meanwhile the availability of 
economic resources aggravated this problem. Most importantly the institutional 
weakness of the cadre promotion system provided sufficient opportunities to 
manoeuvre and collude between candidates and leading cadres.   
 
The corruption and nepotism in the cadre promotion process not only failed the 
objectives of selecting the best person, but also severely dampened the morale of local 
officials who felt unfairly treated by this process. The then Party Chief Jiang Zemin 
warned that “corruption in official promotion is the biggest corruption” 478 . 
ZengQinghong, the then Minister of the Central Organization Department, expressed 
his deep concern at a public meeting479: 
 
Unhealthy practices - which are currently prevalent among some localities, 
departments and units - have disrupted the normal order of selecting, promoting and 
appointing cadres; affected the implementation of the ‘guiding principle’ and the 
principle of having both political integrity and ability; and impaired the Party’s image 
and prestige. We should realize that unhealthy practices in selecting and appointing 
people are a kind of political corruption - an important factor that brews unhealthy 
practices in other areas. If the problem is not solved, it will be difficult to maintain the 
purity of the cadres’ ranks, and it will weaken the uniting force and combat the 
effectiveness of our leading bodies and dampen the masses’ initiative…Some people 
do everything they can to seek personal connections and to look for the back door, or 
hunt and ask for a government post by hook or by crook. Some leading cadres are 
unprincipled—they select or appoint people based on their personal favor and feelings, 
from cliques or gangs, do not abide by the party’s discipline, do anything they like 

                                                             
477 For the extent of the prevalent corruption in China after the 1990s, see Gong, T., 1997, “Forms and 
Characteristics of China’s Corruption in the 1990s: Change with Continuity”, Communist and Post-Communist 
Studies, 30: 277–88. Guo, Yong. 2008. Corruption in Transitional China: An Empirical Analysis." The China 
Quarterly, 194: 349-364. Wederman, Andrew (2004): The intensification of corruption in China. In: The China 
Quarterly, Vol. 180, 895-921. Wedeman, Andrew. 2005. Anticorruption Campaigns and the Intensification of 
Corruption in China," Journal of Contemporary China, 12 (42): 93-116.He, Z., 2000, “Corruption and 
Anti-corruption in Reform China”, Communist and Post-communist Studies, Vol. 33, 2, pp. 243-70.  
478 See http://www.chinazgo.com/000716/newage156.htm.  
479 Xinhua News Agency, Beijing. Nov. 9, 1994.  

http://www.chinazgo.com/000716/newage156.htm
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regarding personnel affairs, even hand out official posts and make promises on their 
own, or offer official posts to others as gifts…this problem still exists to varying 
degrees in some localities, departments and units; and the problem is very serious in 
some of them… 
 
In 1995 the Tentative Regulations on Selecting and Promoting Officials (1995 
Regulations) were initiated to address the party leaders’ concerns. Three new 
principles were introduced in the 1995 Regulations, they were: 1) the principle of 
“selecting and appointing party and government leading cadres whose ability and 
political integrity are generally acknowledged by the masses and the principle of 
stressing administrative performance” (qunzhonggongren, zhuzhongshiji); 2) the 
principle of “openness, equality, competition, and selecting the best” (gongkai, 
pingdeng, jingzheng, zeyou); and 3) the principle of “handling matters according to 
the law” (yifabanshi). To be specific, the CCP introduced some democratic and 
scientific elements into the 1995 Regulations. Figure 6.1 reflects on how the 1995 
Regulations changed previous practices. Rectangles indicate pre-1995 practices; ovals 
indicate practices introduced by the 1995 Regulations. 
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Figure 6.1 The 1995 Regulations Compared with Previous 
Practices

 
 
Democratic elements were best illustrated by the introduction of recommendation 
voting into the promotion process. Take county-level cadre promotion as an example; 
prior to 1995 no more than 15 municipal party standing committee members were in 
charge of promotion, and usually only a few leading cadres determined who to 
promote, based on their personal preferences. Recommendation voting invited more 
than 200 people, including peer officials, retired officials and common party members 
to select candidates, following the one person, one vote principle in a secret ballot. In 
the first round, prospective candidates have to score as many votes as possible in 
order to qualify for the second and third recommendation voting which generally start 
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with twice the number of positions that would be filled. The second and third round of 
recommendation voting, taking place orally by municipal-level officials and 
county-level officials respectively, would select half of the candidates that stand out 
from the first round. The 1995 Regulations also introduced evaluation voting and 
public showing to further minimize unhealthy practices. With evaluation voting that 
took into account the opinions of candidates’ direct subordinates, the party hoped to 
eliminate unqualified candidates which other procedures fail to identify. By the same 
token, through public showing, the CCP expected local constituencies, which 
naturally have a better appreciation of local officials but were excluded from previous 
promotion systems, to report problems and wrongdoings on the part of candidates.   
 
Regarding selecting criteria, the 1995 Regulations incorporated scientific elements by 
stressing, in addition to virtues, administrative performance defined by the Tentative 
Standard for Work and Achievement Evaluation for County-Level (Municipal) Party 
Committees and Governments480 which was issued in August 1995 by the COD, 
immediately after the 1995 Regulations. The basic method is that every year the 
municipal party committee evaluates the political achievements of county party 
committees and governments by measuring specific economic, political and social 
indicators. Over 100 indicators that cover almost all local affairs are included in the 
Tentative Standard, including not only common economic indicators such as GDP, tax 
revenue, peasants’ net income and TVE (township and village enterprises) 
development, but also public service indicators such as the birth control rate, the 
crime rate, the mandatory education rate and forest coverage, as well as political 
indicators such as the percentage of model local party units, Local officials are then 
categorized as outstanding (tuchu), relatively good (bijiaotuchu), average (yiban), and 
relatively poor (jiaocha). Evaluation results are recorded in personal dossiers for 
future reference 
 
Table 6.1 lists the components of the indicators specified by the 1995 Tentative 
Standard. This list was intended as a blueprint for the work and achievement 
evaluation standard. Localities could then assign different weight and scores to the 
indicators or add new items in order to tailor for local special circumstances and 
contingencies. The 1995 Tentative Standard also specified that the Party committee at 
the next higher level and its organization department were given the exclusive 
authority to carry out the performance evaluation of the lower-level leadership corps. 
This measure was in line with the Party cadre personnel organizational principle of 
one-level-down management authority. 
 

Table 6.1: Criteria and Indicators on the Evaluation of Local Leadership Corps 
Basic items Criteria Assessment-specific indicators 

Economic 
construction 

Economic production/ 
development speed/per 
capita production 

1. Gross domestic product (GDP) and its 
increasing rate 
2. Per capital GDP and its increasing rate 

State tax collection 
and local financial 
capacity 

1. Tax collection of central government 
and its increasing rate 
2. Local financial income and its 
increasing rate 

                                                             
480 The Central Organization Department, 1995, Guanyujiaqiang he 
wanshanxianzhidangwei/zhengfulingdaobanzigongzuoshijikaohe de tongzhi, (关于加强和完善县市党委、政府领

导班子工作实绩考核的通知).  
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Living standard of 
peasants and city 
residents 

1. Per capita peasants’ income and its 
increasing rate 
2. Rate of non-poverty among poor 
population 
3. Per capita city residents’ living income 
and its increasing rate 
4. Retail price index 
5. Consumer price index (CPI) 

Agricultural 
production 
and rural economic 
development 

1. Acreage of farming lands 
2. Production of major rural products and 
its increasing rate 
3. Acreage of irrigation lands 

Management of 
state-owned assets 

Increasing rate of the value of state-owned 
assets 

Management and 
development of 
enterprises 

1. Profits of state-owned enterprises 
2. Increasing rate of profit tax from 
state-owned enterprises 
3. Profits of township-owned enterprises 
4. Tax collection from state-owned 
enterprises 

Standard of 
infrastructures 
such as transportation,  
resources, 
telecommunication,  
construction of cities 
and 
townships, farming 
land,  
water supply, and so 
on 

Investment rate (amount) in the construction 
of 
Infrastructure 

Social 
development 
and 
spiritual 
civilization 
construction 

Population and birth 
control Birth rate according to the birth plan 

Social stability and 
security situation 

1. Decreasing rate of criminal cases 
2. Rate of solving major criminal cases 

Situation of education, 
technology, culture, 
health, 
and physical education 

1. Implementation rate of nine-year 
compulsory education 
2. Decreasing rate of young and adult 
illiterate population 
3. Contribution rate of science and 
technological 
development 
4. Implementation rate of medical 
 treatment/prevention/heath checks in rural 
areas 

Environmental 
protection 

1. Standards of dealing with waste 
water/waste gas/waste materials 
2. Preservation and development of forests 
and grasslands 

Party Ideology education No specific indicators 
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building Construction of 
leadership 
corps 

No specific indicators 

 

Construction of 
democratic centralism No specific indicators 

Construction of Party 
branches No specific indicators 

Dealing with 
corruption No specific indicators 

 
In 2002, the CCP revised the 1995 Regulations, incorporating Jiang Zemin’s “Three 
Representatives” as the guiding principle for official promotion, while keeping most 
of the rest intact481. In the press conference to introduce the 2002 formal statute of the 
official promotion system, one leading official from the Central Organization 
Department evaluated the 1995 Regulations as a big success482: 
 
The 1995 Regulations played an important role in formalizing promotion procedures, 
improving promotion quality, strengthening party building, and curbing unhealthy 
practices and corruption. Party committees at all levels have promoted large numbers 
of officials, who stick to basic party lines, combine virtue and ability, enjoy a high 
level of support from the masses, and remarkable political achievements…[The 1995 
Regulations] guaranteed the smooth development of China’s open-up reforms and 
socialist modernizations. 
 
1.3 The general incentive structure for local leading cadres 
 
Public officials in China are mainly concerned about their career prospects, just like 
their colleagues in other countries. Departing from this, it seems natural that the 
standards embodied in the 1995 Regulations that govern the process of official 
selection and promotion will occupy a dominant position in the inherent incentive 
structures of the cadres which expect to be promoted and dictate their behaviour.  
 
As outlined above, the 1995 Regulations hope to put in place a democratic and 
objective official promotion process. It introduced two rounds of the recommendation 
voting by quite a number of the candidates’ superiors and colleagues, evaluation 
voting by the candidates’ subordinates and public showing for ordinary people. The 
whole process is further aided by a mandatory annual performance evaluation of the 
candidates as references. The only assurance for candidates to clear these institutional 
hurdles seems to be their good performance.  
 
This idea of emphasizing cadres’ performance in the promotion has been translated 
into the “performance hypothesis” of leadership turnover in the academic literature, 

                                                             
481 Two new practices were added, however. One was the system of open-selections (gongkaixuanbazhi), which 
applied to deputy government positions below the municipal level. The other was the 
fullpartycommitteemembervoting system (quanweiweiyuanbiaojliezhi), which required that for the promotion of 
deputy county (municipal) level officials to serve as county (municipal) party first secretaries or government heads, 
members of higher-level party committee members(including both standing members and non-standing members) 
cast approval votes, and that at least 50 percent of the votes must be obtained to validate a promotion. The 1995 
Regulations were termed “tentative regulations”. In 2002, the word “tentative” was dropped and the regulations 
became formal. 
482Renminribao, July 23, 2002. 
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which stems from scholars’ efforts to explain the so-called “China Puzzle”. The 
“China Puzzle” actually refers to the deviant development experience of China in the 
past thirty years: it has been a common understanding that the government should 
protect private property and establish the rule of law, but at the same time to separate 
itself from business in order to build a sound institutional foundation for the 
embedded market to function properly483 because these fundamental institutions 
determine incentives for all players in an economy. Having said that, China, with an 
impressive growth record, has for a long time had and even now is still considered to 
have notoriously weak institutions484: for example, China only ranks below average in 
most of the standard measurements of the rule of law and the quality of governance485 
and is among the most corrupt countries in the world486. Thus China’s experience 
presents great challenges to the standard economic theory of development.  
 
Scholars then made great efforts to discover the Chinese-style substitutes for the 
standard market-friendly institutions. It is in this market-preserving perspective that 
the alleged emphasis on the economic performance in cadre promotion comes to be 
appreciated. First, China’s economy at the outset of the reform was said to be quite 
different from other centralized countries: “China had already established hundreds of 
relatively self-contained regional economies”487. Second, during the reform era local 
governments have been given enormous power regarding almost all regional issues, 
like land, fiscal matters, and other resource management, as well as law enforcement, 
including the police, the courts and the procuratorates, even law-making power. Third, 
this M-form governance structure (stylized multi-regional governance) in which every 
jurisdiction is politically controlled by the central government while meanwhile 
enjoying a certain degree of autonomy and being self-contained in certain functions488, 
is said to be an ideal arena to run a centrally-orchestrated tournament competition 
among regional leading officials. In this competition, the players (the governors) face 
similar outside factors (self-sufficient and similar in economic compositions in their 
respective jurisdictions). When assigned similar tasks, the players’ efforts become the 
main determination of the outcomes. And the winners of the tournament 
competition—the players who work the hardest—will be rewarded with political 
positions and material bonuses. Thus the competition between the peers is advocated 
as an effective mechanism to elicit the players’ maximum efforts489.   
                                                             
483 North, Douglass C. (1981), Structure and Change in Economic History, W.W. Norton & Co., New York. Rodrik, 
Dani (2006), “Goodbye Washington Consensus, Hello Washington Confusion?” Journal of Economic Literature, 
XLIV, December 2006, 969-983. Acemoglu, Daron and Simon Johnson (2005), “Unbundling Institutions,” Journal 
of Political Economy, October 2005, v. 113, 949-995.  
484 Clark, D. Murrell, P. and Whiting, S. 2008, “The Role of Law in China's Economic Development,” in Brandt, L. 
and T. Rawski (eds.): China's Great Economic Transformation, New York: CambridgeUniversity Press.  
485Allen, F., J. Qian, and M. Qian, 2005.“Law, Finance, and Economic Growth in China,” Journal of. Financial 
Economics 77 (1), 57-116. 
486 According to Svensson, China has a “Corruption Perception Index” level of 5, which is similar to Indonesia, 
Iraq, Myanmar, Nigeria, Sudan and Somalia etc. Svensson, Jakob (2005), “Eight questions about corruption,” 
Journal of Economic Perspectives, 19:3 (Summer 2005), 19-42. 
487ChenggangXu, 2010, “The Fundamental Institutions of China’s Reforms and Development,” The Journal of 
Economic Literature, forthcoming, p10. 
488 See Qian, Yingyi, and ChenggangXu (1993), “Why China’s Economic Reform Differ: The M-form Hierarchy 
and Entry/Expansion of the Non-state Sector.” Economics of Transition, June 1993, 1(2), pp. 135-170. Maskin, 
Eric, YingyiQian, and ChenggangXu (2000), “Incentives, Information, and Organizational Form.” Review of 
Economic Studies, April 2000, 67(2), pp. 359-78. Qian, Yingyi, Gerard Roland and ChenggangXu (2006), 
“Coordination and Experimentation in M-Form and U-Form Organizations,” Journal of Political Economy, 
2006.Qian, Yingyi, Gerard Roland and ChenggangXu (2007), “Coordinating Reforms in Transition Economies,” 
Proceedings of the 5th Nobel Symposium, Palgrave Macmillan, 2007. 
489Chandler, Alfred D. 1962. Strategy and Structure: Chapters in the History of the Industrial Enterprise. 
Cambridge (Mass.): MIT Press. Williamson, Oliver E. 1975. Markets and Hierarchies: Analysis and Antitrust 
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In playing this tournament competition, local governors try every possible means to 
maximize their performance outputs, absolute (which ties an official’s compensation 
to his own output) and relative (which links an official’s compensation to the output 
of others in a negative way), in order to gain the upper hand. Thus local governors 
who have sweeping power within the jurisdiction will have high-powered incentives 
to cultivate and foster economic production and transactions. They will order the 
public administration and the courts to honour and protect private property, to enforce 
contracts and do whatever it takes to facilitate the market to function well. By 
observing the efforts of local governors, private entities come to appreciate these 
market-preserving signals as credible and then investing, contracting and other 
economic activities could follow. In this way, the high-powered incentives for local 
governors to achieve outstanding performance serve as substitutes for the 
market-preserving institutions that we find in Western democratic market economies.  
 
This “performance hypothesis” of leading cadres meanwhile enjoys substantive 
empirical support: for example, using biographic data covering 344 top provincial 
leaders (187 party secretaries and 157 governors) from China’s 28 provinces for the 
period from 1979-2002, Chen, Li and Zhou discovered that provincial leaders’ 
performance relative to the national average and to their immediate predecessors had 
a significant impact on their promotion490. In another article, Li and Zhou compiled a 
panel dataset which consists of information on 254 provincial leaders (provincial 
party secretaries and governors) who served in 28 Chinese provincial units from 1979 
to 1995. From this dataset, their analysis demonstrated that the promotions of these 
provincial leaders are determined by the performance of their jurisdictions relative to 
the national average491. A more recent study by Sheng shows that provincial GDP 
growth is of significance for the political fortunes of governors492.  
 
Another thread of empirical evidence does not start with the promotion of well 
performing local leaders to higher positions but focuses on the jurisdiction-upgrading 
phenomenon of China. Two main kinds of upgrading are commonly found in the 
reform in China: the county-to-city and the prefecture-to-deputy provincial city. Once 
the unit is upgraded, the unit is granted more administrative authority and the political 
ranks of its leaders concurrently rise, a de-facto promotion of its leaders. Shi and 
Zhou493 and Li494 both confirm, in two different articles, that units with a high 
economic growth rate are more likely to be upgraded which means that leaders who 
could bring about more growth have a greater possibility to be promoted.  
 
Opposing views of the performance hypothesisdo emerge495: first, Opper and Brehm 
                                                                                                                                                                               
Implications. New York: Free Press.  
490Chen, Ye, Hongbin Li and Lian Zhou, (2005), "Relative Performance Evaluation and the Turnover of Provincial 
Leaders in China," Economics Letters, 88: 421-425, 2005. 
491 Li, Hongbin and Lian Zhou (2005), “Political Turnover and Economic Performance: The Incentive Role of 
Personnel Control in China,” Journal of Public Economics, 2005.  
492 Sheng, Yumin (2009), “Career Incentives and Political Control under Authoritarianism: Explaining the Political 
Fortunes of Subnational Leaders in China,” mimeo, WayneStateUniversity, 2009. 
493 Shi, Yupeng and Lian Zhou (2007), “Regional Decentralization and Efficiency: A Case of Itemized Cities 
(DiquFangquanyuJinjiXiaolv: yiJihuaDanlianWeili),” Economic Research (JinjiYanjiu), No.1, 2007. 
494Li, Lixing (2009), “The Incentive Role of Creating "Cities" in China,” Peking University, mimeo, 2009. 
495 For the current study, the main limitation of the existing empirical research is that they seem to focus on the 
cadres at the provincial level only. These cadres are multitasked by nature, the task of economic development 
being only one of their equally important responsibilities. As the emphasis of the current study is on the cadres at 
the county level, it would be interesting to see whether the county cadres are performance-driven only. See my 
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question the purity of the M-form governance structure which is assumed to exist in 
China by the proponents of the performance hypothesis; for them, the autonomy of 
the provincial government in terms of strategic decision-making is at best partial in 
the real world. If the provincial leaders’ powers to promote economic development 
have been variable and inconsistent, the fairness of the tournament competition 
between them has been corrupted and thus the high-powered incentive mechanism 
would be rendered futile496. Secondly, the supporters of the performance hypothesis 
themselves admit the main shortcoming of their research results that they could not 
fully eliminate the reverse causality; it might well be possible that the political leaders 
who are going to be promoted to the central level in the near future are assigned to 
localities with a good economic record497. In addition to the debates between the 
scholars, common sense among the people seems to stress, once again, the importance 
of political connections (guanxi) in the cadre promotion process.  
 
Whatever merits these opposing views may have, the undeniable trend is that 
performance does stand as an important criterion for promotion in the reform era, 
although not necessarily being the most valued factor in every case. This point is 
firstly validated by the consistency of the results among many empirical studies cited 
above which is further confirmed by newly emerged recent data (after 2000)498. While 
sorting favourable candidates with the rapidly developing localities surely exists in 
some cases, these candidates still try hard to keep the fast pace moving as usual, or 
they will try even harder in order to prove to their superiors and opponents the 
abilities they actually have. At the same time, almost all relevant reports by journalists 
uniformly point to the GDP-centred development outlook that the local officials 
hold499.  
 
2. The politicization of public bureaucracy in China 
 
The pros and cons of the politicized public bureaucracy have been introduced in 
Chapter 2. This section will use this lens to examine Chinese public bureaucracy.  
 
2.1 The fully politicized civil service system in China 
 
According to its charter, the CCP holds the political, ideological and organizational 
leadership of the State 500 . Political leadership refers to a monopoly in major 
decision-making powers and the control of the direction and pace of administrative 
reforms and development. Ideological leadership refers to the party’s dominance in 
shaping the culture and ideology of the society and the bureaucratic organizations. 
Organizational leadership refers to the authority in appointing officials in public 
organizations. In endowing itself with this institutional supremacy, the CCP also 
organizationally intensifies its control of the state, which is to establish an 
organizational structure parallel to that of the government. Party organs exist at all 
                                                                                                                                                                               
chapter on the case studies.  
496Opper Sonja and Stefan Brehm. 2007. Networks versus Performance: Political Leadership Promotion in China. 
Working paper. 
497ChenggangXu, 2010, “The Fundamental Institutions of China’s Reforms and Development,” The Journal of 
Economic Literature, forthcoming, p. 29. 
498Mingqin Wu, 2010, “How Does Central Authority Govern the Provincial Leaders? Evidence from China”, 
working paper. Wu uses biographic data of provincial leaders covering the period of 1978-2008.    
499 By searching the key words “GDP-center development outlook” (yi GDP weihexin de fazhanguan), google 
returns 464,000 results.   
500 See the Charter of the CCP, http://news.xinhuanet.com/ziliao/2002-11/18/content_633225_1.htm 

http://news.xinhuanet.com/ziliao/2002-11/18/content_633225_1.htm
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governmental levels and in all governmental agencies. Some party and governmental 
agencies are just one group of staff with two titles—for example, the State Council 
Information Office and the CCP’s External Propaganda Office. Meanwhile, most 
government officials are party member themselves, and the leading officials in 
governmental agencies in most cases also assume top positions in the party organs 
within the governmental agencies, thus when making and implementing policies, 
these officials have dual identities and roles as civil servants and party cadres. The 
sections below provide a brief introduction to the civil service reform in China and 
outline the strategies of the CCP to further its grip on governmental agencies.  
 
2.2 The political and managerial goals of China’s Civil Service Reform 
 
In the mid-1980s, a reform of the cadre system was being considered. At its 13th 
National Party Congress in October 1987, the Chinese Communist Party (CCP) 
formally approved the establishment of a state civil service. The aim was to separate 
the functions of the Party and government and to give the government more autonomy 
in the management of its own staff501. Establishing a civil service system served as 
one of the tasks of the political reform502. In 1988, the Ministry of Personnel was 
established and it was charged with the task of revising the provisional regulations on 
state civil servants and drafting other relevant documents. However, the orthodox first 
generation of the Communist revolutionaries in the Party leadership prevented the 
inclusion of political reforms on the country’s political agenda. They feared that a 
separation of the Party and government would take considerable power regarding 
personnel allocation away from the Party503. Li Peng announced that the introduction 
of the Civil Service System had been postponed soon after he took over the 
premiership in 1988. The Tiananmen Incident of 1989 further halted the proposed 
political reform. After this incident, discussions on the separation of the Party from 
the government were taboo504.  
 
At its 14th National Party Congress in October 1992 (after Deng’s famous South 
China Inspection Tour), the CCP reaffirmed its commitment to reforming the civil 
service. The initiative to establish a civil service system but with a different flavour 
compared to the 1980s continued. About 20 drafts of the provisional regulations were 
sent to various regions, districts and government agencies for comments and feedback. 
On August 14, 1993, the State Council issued “Provisional Regulations on State Civil 
Servants” and began to implement them on October 1, 1993. This time the political 
                                                             
501 Deng Xiaoping called for the separation of the Party from the government (dang zheng fen kai) and put the 
reform of the cadre system on the Party’s agenda in his August 1980 address to the Politburo. See Deng Xiaoping, 
“Reform of the System of Party and State Leadership,” in Deng Xiaoping, Deng Xiaoping wenxuan, [Selected 
Works of Deng Xiaoping] (Beijing: People’s Publishing, 1984), pp. 302-325. 
502 The government announced plans to divide the cadres within Government bodies into “professional civil 
servants” (ye wu gong wuyuan) and “political civil servants” (zhengwu gong wuyuan). The former would consist 
of officials recruited through open examinations and promoted on the basis of job performance and the latter, 
senior officials recommended by the Party to supervise the civil service. See John P. Burns, “Civil Service Reform 
in Contemporary China,” Australian Journal of Chinese Affairs No. 18 (1987), pp. 47 – 83. 
503 Zhao Ziyang (the then General Secretary of the CCP) attempted to transfer the management of vice-ministers 
and below from the Organization Department of the CCP Central Committee to the Ministry of Personnel. If they 
only controlled the “political civil servants”, the Party would lose direct control over 99% of cadres in the 
executive branch of government. See Renminribao [People’s Daily], 1 August 1988.  
504 Details of the political environment of that time can be found in Lam, Tao-Chiu and Hon S. Chan, “Reforming 
China’s Cadre Management System: Two Views of a Civil Service,” in Asian Survey Vol.36, No.8 (1996), pp. 
772-786. After the Tiananmen Square incident in 1989, Zhao was criticized for weakening the party’s leadership 
and thus party–government separation was repudiated. Li Peng made it clear in early 1991 that it was not only 
undesirable but also impossible to separate the party from the government.  
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goals of the Civil Service Reform had changed. Instead of separating the functions of 
the Party and the government, the central leadership put emphasis on strengthening 
control over the bureaucracy and improving the local implementation of central 
policies505.  
 
In 2006, the Civil Service Law took effect without much revision to the 1993 
Provisional Regulations. According to the Civil Service Law, the civil service system 
“shall conform to the guidance of Marxism-Leninism, Mao Zedong Thought (Mao 
Zedong sixiang), Deng Xiaoping Theory (Deng Xiaoping lilun) and the important 
thought of Three Represents (san gedaibiao), follow the basic line of the primary 
stage of socialism, observe the line and policies of the Communist Party of China on 
cadre matters and adhere to the principle that the Party exercises leadership over cadre 
matters.”506 
 
In terms of the managerial goals, China’s civil service reform aimed to “recruit and 
maintain competent public employees to develop and implement policies and 
programs efficiently and effectively (and thereby overcome the defects of old cadre 
systems, which failed to boost economic growth and development sufficiently)”507. 
First, open competitive competition examinations are introduced as the mechanism for 
recruitment. Although the exams are only used for non-leading positions below the 
level of section (chuji), this mechanism greatly improves the qualifications of new 
recruits who make up more than 80% of all civil servants and some of whom will be 
promoted to leading positions in the future. Second, the wage structures and levels for 
officials with different rankings were laid down, also the responsibility of the state 
treasury to pay in full and on time. And third, the reform dealt with transfers, 
resignation, dismissals, retirement, complaints, and appeals as well as other details 
concerning managing civil servants508.  
 
2.3 Organizational domination of the Chinese state by the CCP 
 
The CCP also established two other main organizational mechanisms or technologies 
of power to ensure its complete domination over the government, one being the 
central leading small groups (the CLSGs) at the top level and the other the core party 
groups (dangzu) permeating the whole systems.  
 
                                                             
505 In the new regulations, some radical components of the original plan have been deleted. One example is that 
the division of the political affairs category of civil servants and the professional work category has been removed. 
The new Civil Service System will strengthen the control of the bureaucracy by institutionalizing the new 
appointment and promotion rules, and the officials’ exchange and rotation system. See Huai Yan, “Establishing a 
Public Service System,” in Lee Hamrin and Suisheng Zhao (eds.), Decision-Making in Deng’s China: Perspectives 
from Insiders (Armonk: M.E. Sharpe, 1995), pp.169-175. He argues that, after the Tiananmen Incident, China’s 
Civil Service Reform emphasized the Party’s overall control of the government personnel system. 
506 Civil Service Law, Article 4.  
507Liou, K. T. 1997. Issues and lessons of Chinese civil service reform. Public Personnel Management 26 (4): 
505–514. 
508 As the emphasis of this section is on the relationship between the politics and public bureaucracy, the internal 
character of the civil service will be kept brief. Interested readers could refer to the following works: Burns, J. 
(2001). The civil service system of China: The impact of the environment. In J. Burns, & B. Bowornwathana 
(Eds.), Civil service systems in Asia. Cheltenham; Northampton, MA: Edward Elgar. Chan, H. S. (2003). The civil 
service under one country, two systems: The cases of Hong Kong and the People ’s Republic of China. Public 
Administration Review, 63(4), 405-417. Chan, H. S., & Li, S. Z. (2007). Civil service law in the PRC: A return to 
cadre personnel management. Public Administration Review, 67(3).Tong, C. H., Straussman, D., &Broadnax, W. 
(1999). Civil service reform in the People’s Republic of China: Case studies of early implementation. Public 
Administration and Development, 19, 193-206.  
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At the central level, the CCP sets up several CLSGs which are “supraministerial 
coordinating and consulting bodies formed to build consensus on issues that cut 
across the party, government and military system”509. The CLSGs cover a wide range 
of important issues, including Taiwan affairs, foreign affairs, financial and economic 
affairs, rural work, party building work, publicity and ideological work, overseas 
publicity, party history work and other important emerging issues. And generally they 
do not have a permanent staff but are staffed by leaders of relevant systems. As Figure 
6.2 shows, the CLSGs are the linking organs between the party system and the 
government systems at the top level. The CLSGs initiate and set up guiding principles 
for concrete policies according to the will of the political bureaus and convey the 
recommendations to the state council which will then formulate detailed policy plans 
accordingly.  
 
Figure 6.2 Formal authority relations among the Central Communist Party and 
government institutions in the People’s Republic of China.  

 
Source: Zheng, Yongnian, 2010, The Chinese Communist party as organizational 
emperor: culture, reproduction and transformation. London; New York: Routledge.P. 
64. 
 
In addition to the CLSGs at the central level, the CCP also established the party 
groups (dangzu) in all government agencies and departments (including the courts at 
all levels) for the same purpose of retaining a firm grip on the state. Figure 6.3 below 
shows the party groups at one level of a local state. First of all, there are two kinds of 
party committee: the “higher one” which is elected by all the party members in the 
locality and some “lower ones” that are respectively elected by party members 
working in the government agencies within the locality. Second, the “higher one” of 
the party committee appoints party groups within the individual government agency. 
And within the individual government agency, the party group leads the party 
                                                             
509 See, Lu Ning, “The Central Leadership, Supraministry Coordinating Bodies, State Council Ministries, and 
Party Departments” and David M. Lampton, “China’s Foreign and National Security Policymaking Process: Is It 
Changing, and Does It Matter?”, both in David M. Lampton, ed. 2001, The Making of Chinese Foreign and 
Security Policy in the Era of Reform, Stanford, CA: Stanford University Press.   
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committee.   
 
According to Zheng, the party group is the unique invention of the CCP dating back to 
the early years of the Chinese Communist revolution. The party group system was set 
up to ensure that the CCP had control over the military and was introduced in the 
government system after the establishment of the PRC in 1949510. Generally up to 
four or five party members who hold senior positions within the government agency 
would be appointed by the “higher one” of the party committee to form a party group. 
The party group actually has the final say in all the important decision-making of the 
government agency and in this way the policy lines set up by the “higher one” of the 
party committee can be fully complied with in the daily operations of the 
government511. 
 

Figure 6.3 the party groups at one level of a state 

 
 
2.4 Performance management system: Chinese style 
 
In other words, the civil service reform in China on the one hand emphasized the 
loyalty of civil servants to the CCP and, on the other, stressed the principle of 
efficiency by establishing scientific management principles, a job classification 
system, recruitment by open competitive examinations, and a modern performance 
evaluation mechanism. The distinctive Chinese characteristic lies in combining 
Western merit-based concepts with a very high sense of heightened political 
responsiveness and control.   
 
In the context of the institutional and organizational politicized bureaucracy, the CCP 
further uses another strategy—contract-style performance management—to 
strengthen its control over state agents. Performance management became firmly 
entrenched in China from the late 1970s onwards512, and the 1995 Tentative Standard 
for Work and Achievement Evaluation for County-Level (Municipal) Party 
Committees and Governments mentioned above is the first mature nationwide policy 
document on performance management with specific and quantifiable indicators. 
Although this tentative standard of evaluation targets the leadership corps, various 

                                                             
510Zheng, Yongnian, 2010, The Chinese Communist party as organizational emperor: culture, reproduction and 
transformation. London; New York: Routledge. P112.  
511Ibid. 
512 See Manion, M. (1985). The cadre management system, post-Mao: The appointment, promotion, transfer and 
removal of Party and state leaders. The China Quarterly, 102, 203-233. Chow, K. W. (1988). The management of 
Chinese cadre resources: The politics of performance appraisal (1949-84). International Review of Administrative 
Sciences, 54, 359-377.  
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empirical studies show that the leadership corps, while being evaluated by their 
superiors, divide and distribute the performance targets to their subordinates in the 
form of a contract: the performance contract513.  
 
A concrete example would be very helpful here514: in 2004 the State Council of the 
PRC issued the Decisions of the State Council on Further Strengthening Safety in 
Production. In the spirit of the Decisions, the Committee for Safety Production of the 
State Council establishes an “overall indicator for safety production” at the beginning 
of the calendar year, which consists of separate death quotas that are allowable in that 
calendar year for different lines of functionary systems, including the mining sector, 
the business sectors, the fire department, the traffic and transportation sector, railway 
transport, civil aviation and others. For example, one indicator was “the death rate in 
production accidents per hundred million GDP (yiyuan GDP shengchanshigusiwanglv) 
is 0.51 in 2007.” This means that if a local government produces one hundred million 
GDP, the leadership cadres are held responsible for the death of more than 0.51 people 
in production accidents.  
 
Ministries that are in charge of different sectors should aim to control the death rates 
under the ceiling given by the Committee for Safety Production. These national 
“death indicators” were further distributed to all provinces, autonomous regions, and 
municipalities. For example, Beijing City was required to control “the total amount of 
people dying in all kinds of accidents in 2007 to within 1733, including 1373 caused 
by traffic accidents, 33 by fire accidents, and 196 by industrial production 
accidents.”515 The Beijing City Government distributed the targets to all Party and 
state offices and organizations directly under the city government, districts, and 
counties. For instance, leadership cadres in the Chaoyang District of Beijing were 
required to ensure that the number of fatalities did not exceed 250 in 2007516. At the 
county level, these “death indicators” were converted into a performance target which 
was called “safety production”. All county Party and state offices, and organizations 
and townships were required to adopt this target in their end-year performance 
evaluation. If leadership cadres failed to reach this target, all the successful work they 
had done in the year was considered to have failed (veto indicator)517. Not only are 
the collective contracts between organizations and governments drawn up at different 
levels, as demonstrated above, but individual contracts are also prevalent and they are 
entered into by the organization that tries to meet certain targets and the individual 
cadre within the organization which is in charge of a specific task518.   
 
Meanwhile, achievements in performance contracts greatly influence the 
                                                             
513 See, O’Brien, K., & Li, L. J. (1999). Selective policy implementation in rural China. Comparative Political 
Studies, 10(66), 167-187. Edin, M. (2000). Market forces and communist power: Local political institutes and 
economic development in China. Sweden: Uppsala Press. Edin, M. (2003). State capacity and local agent control 
in China: CCP cadre management from a township perspective. The China Quarterly, 173, 35-52. Whiting, S. 
(2001). Incentive structures and local cadre behavior. In S. Whiting (Ed.), Power and wealth in rural China: The 
political economy of the institutional change (pp. 72-120). Cambridge: CambridgeUniversity Press. Whiting, S. 
(2004). The cadre evaluation system at the grassroots: The paradox of Party rule. In B. J. Naughton, & D. L. Yang 
(Eds.), Holding China together: Diversity and national integration in the post-Deng era (pp. 101-119). Cambridge: 
CambridgeUniversity Press.  
514 How do officials formulate the “death rates”? Nanfang Weekend, http://www.infzm.com/content/9423 
515Ibid. 
516 Ibid. 
517 See http://bjyouth.ynet.com/article.jsp?oid=8253975.   
518 Chou, B. K. P. (2005). Implementing the reform of performance appraisal in China's civil service.China 
Information, XIX(1), 39-65.  

http://www.infzm.com/content/9423
http://bjyouth.ynet.com/article.jsp?oid=8253975
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remuneration, tenure, and promotion of local officials. For example, Edin found that 
in several counties in Jiangsu and Zhejiang Provinces, all leading cadres at the same 
administrative rank were ranked in an internal list on the basis of how well they had 
accomplished their performance contracts. This list was then used to determine the 
bonus which would be paid to the cadres519. In another study, Whiting discovered that 
the differences in the cadres’ payments resulted from performance, while individual 
achievement proved to be a great incentive in officials’ daily behaviour520. Edin and 
Whiting’s studies also confirm the impact of accomplishing performance contracts on 
cadres’ tenure in office and their opportunities for career advancement521.   
 
All in all, there is a wide web of performance contracts which cover local 
governments at all levels and the state institutions within, where every cadre has a 
target which should be met and accomplished. In this way, contract-style performance 
management saturates the public administration in China. The contract-style 
performance management seems to be a powerful tool for public administration. To 
manage this country well, all the central leadership of the CCP and the central 
government (with personnel power in their hands) need to do is to add or prioritize 
different performance indicators according to the changing situations in the evaluation 
of the local political elite; those local leaders whose incentives have been aligned 
along the policy lines of the central government will then distribute the policy 
mandates from the central government down to every corner of the country in the 
form of performance contracts, both collective and individual. Many policy issues are 
dealt with in this way, e.g. birth control, the death rate, the GDP and fiscal revenue522.   
 
3. The dual fiscal incentives of the local party-states in China 
 
As suggested by other research523, this research also takes the intergovernmental fiscal 
relationships and personnel management system as the fundamental “institutional 
infrastructures” that structure almost all the interactions between the central 
government and local governments in China. On the one hand, the intergovernmental 
fiscal relationships divide the sources of revenue and assign the tasks of expenditure 
among different levels of governments, which constitute the essence of the “rules of 
the game” in the central-local relations that local officials have to live with; on the 
other hand, the orientations of the personnel management system dictate the 
incentives of local officials and direct their behaviour, which effectively provide room 
for the local officials’ entrepreneurship skills so as to guarantee their full participation. 
Departing from this understanding, this section will describe, in a naturally simplified 
fashion, the unfolding drama in the reform era.     
                                                             
519Edin, M. (2003). State capacity and local agent control in China: CCP cadre management from a township 
perspective. The China Quarterly, 173, 35-52. 
520 Whiting, S. (2004). The cadre evaluation system at the grassroots: The paradox of Party rule. In B. J. Naughton, 
& D. L. Yang (Eds.), Holding China together: Diversity and national integration in the post-Deng era (pp. 101-119). 
Cambridge: CambridgeUniversity Press. 
521 See also Bo, Z. Y. (2002). Chinese provincial leaders: Economic performance and political mobility since 1949. 
Armonk, N. Y.: M.E. Sharpe.  
522A tax war in a street, NanfangZhoumo.http://www.infzm.com/content/48509. This report reveals that in 2009 the 
target for the increase in fiscal revenue determined by the central government was 8%.  
523 See some of the representatives of the central-local relations in China, Hao, J., & Lin, Z. M. (1994). Changing 
central-local relations in China: Reform and state capacity. Boulder: Westerview Press. Huang, Y. S. (1996). 
Central-local relations in China during the reform era: The economic and institutional dimensions. World 
Development, 24(4), 665-672. Remick, Elizabeth J., 2004, Building Local States: China during the Republican and 
Post-Mao Eras, Cambridge: HarvardUniversityAsiaCenter; Edin, M. 2000, Market forces and communist power: 
Local political institutes and economic development in China. Sweden: Uppsala Press.  
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3.1 Fiscal imperative of local governments 
 
The starting point of the reform was the de-collectivization of rural communes in 
which the tasks of production were planned from above and thereafter assigned and 
where all the farmers, being deprived of all private property, worked and consumed 
together524. Leading to low efficiency and even great famines525, it was finally 
replaced by the household responsibility system (HRS). This system allowed farmers 
to gain the right to allocate their own labour and became the residual claimant of their 
production after they delivered the production yield to the state as agreed beforehand 
(the responsibility). The HRS turned out to have a revolutionary effect, serving as the 
basic form of devolution of power in the reform.   
 
The Fiscal Contracting between the central and local governments adopted in 1978 
was also according to the spirit of the HRS: under the fiscal contracts that were 
negotiated between the central government and the provinces every three or five years, 
the provinces could keep the surplus above the specific amount of revenue which was 
to be delivered to the central government and this enabled local governments to reap 
most of their increasing revenue. This system linked the expenditures of local 
governments directly with the revenue they realized, thereby providing powerful 
incentives for the local governments to seek revenue or “produce” sources of revenue 
in their jurisdictions526. In the meantime, the leadership of the local governments were 
rejuvenated by the personnel management system that put an emphasis on age and 
education and since the old revolutionary-minded personnel had lost their influence 
the local governments were thus well prepared to try and accept any measure that 
made economic sense and that would increase their coffers.  
 
A couple of factors led local governments to adopt the development strategy of setting 
up business themselves in the period from 1978 to 1993. First, hand in hand with the 
overall trend of devolution, the central government assigned control over most 
state-owned enterprises (SOEs) to local governments527, which meant that local 
governments would accordingly bear the burdens or enjoy the benefits resulting from 
the poor or good performance of these enterprises. Second, throughout the 1980s the 
Chinese transitional economy was characterized by high demands for consumer goods 
due to the bias of heavy industry in the era of the planned economy. Thus there were 
not many risks involved when governments invested in and set up new undertakings 
for the production of consumer goods, like TVs, bicycles, and other home appliances. 
Third, with the inertia of the planned economy, people were still quite used to 
allowing governments to take the initiative and they lacked the required 
entrepreneurship; meanwhile, local governments were still too powerful in that they 

                                                             
524 Lardy, Nicholas R. 1983, Agriculture in China's Modern Economic Development, London: 
CambridgeUniversity Press. P. 33-36.   
525 Kane, Penny, 1988, Famine in China, 1959-61: Demographic and social implications. New York, St. Martin's 
Press.  
526 See Oi, Jean. 1992. Fiscal reform and the economic foundations of local state corporatism in China. World 
Politics, 45(1):99–126. Wong C. 1992. Fiscal reform and local industrialization: the problematic sequencing of 
reform in post-Mao China. Modern China, 18:197–227. 
527 According to Qian and Xu, by 1985 the state-owned industrial enterprises controlled by the centre accounted 
for only 20 percent of the total industrial output at or above the township level, while provincial and municipality 
governments controlled 45 percent and county governments another 35 percent. Qian, Yingyi, and ChenggangXu, 
1993, "Why China's Economic Reform Differ: The M-form Hierarchy and Entry/Expansion of the Non-state 
Sector." Economics of Transition, 1(2), pp. 135-170.   
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had the authority to allocate cheap credit528 and regulatory powers to limit the entry 
of private business. Thus in the 1980s local governments used whatever policy 
instruments they had to help existing SOEs and the newly set up township and village 
enterprises (TVEs)529, like securing inputs for these firms (i.e. land) and shielding 
them from competition from other jurisdictions530.Interestingly, these local officials 
were so entrepreneurial that they even “stole” from the central government by using 
the tactic of “hiding the wealth of people” (cangfuyumin): local officials deliberately 
used the tax exemption for local firms or were less laborious in collecting taxes so as 
to keep their budgetary revenue low and not on the increase so that the amount of 
revenue that would be submitted to the central government would not be raised in the 
next round of fiscal contracting negotiations; moreover, local governments were so 
heavily involved with local firms that they actually had partial control over these 
firms’ capital accounts or they could charge or ask for contributions from these 
enterprises, all of which were extra-budgetary or not declared in the budget.    
 
Economic, fiscal and political conditions underwent dramatic changes in the 1990s. 
First, fierce competition greatly reduced the benefits of governments’ endeavours to 
become directly involved in business: due to local protectionism, industrial structures 
were largely similar between regions, for example almost every province, even ones 
without tobacco fields, had their own tobacco factories531; this duplication further 
resulted in the multiple choices that consumers gradually came to enjoy and the 
so-called buyers’ market for many products started to emerge at the beginning of the 
1990s; as there are losers in any kind of competition, reports of enterprises losing 
money emerged532. In addition, it turned out that the SOEs whose control rights had 
been reserved for the central government tended to perform well and the ones that 
were assigned to local governments, usually small and with less advanced techniques 
and “saddled with large social liabilities and poor management”533, left the local 
governments with several debts534. Since 1990, local officials were struggling with 
finding profitable areas and projects in which to invest.  
 
Second, the tax-sharing system that was in place in 1994 proved to be influential in 
altering local governments’ calculations: before 1994 the main source of revenue for 
local governments were production taxes which taxed firms according to the products 
they produced and the field of business in which they operated. The production tax 

                                                             
528 Brandt, Loren, Hongbin Li, Joanne K. Roberts. 2005. "Banks and Enterprise Privatization in China", Journal of 
Law, Economics and Organization 21 (2), 524–546.  
529 “Township governments and village leaders took on much of the entrepreneurial role. They usually initiated 
internal fund raising to start up the community-owned enterprises. Although most TVEs enjoyed considerable 
operational autonomy, the community governments made strategic decisions in investment and finance, manager 
selection, and the use of after-tax profits”. See Oi, Jean C. (1999), Rural China Takes Off: Institutional 
Foundations of Economic Reform. University of California Press. See further discussion, Che, Jiahua, and 
YingyiQian. 1998. "Institutional Environment, Community Government, and Corporate Governance: 
Understanding China's Township-Village Enterprises." 14 Journal of Law, Economics, & Organization 1–23. 
Naughton, Barry, 1992, "Implications of the State Monopoly over Industry and Its Relaxation," Modern China, 
18:1 (January 1992). Pp. 14-41. 
530Bai Chong-En, Yingjuan Du, Zhigang Tao, and Sarah Y. Tong, 2004, “Local Protectionism and Regional 
Specialization: Evidence from China’s Industries”, Journal of International Economics 63: 297-317.  
531 H. Zhou, 2000, Fiscal decentralization and the development of the tobacco industry in China. China Economic 
Review 11, pp. 114–133.  
532 Edward. S. Steinfeld, 1998, Forging Reform in China: The Fate of State-Owned Industry, CambridgeUniversity 
Press. P121-123. 
533Lin JY, Cai F, Li Z, 2001, State-owned Enterprise Reform in China.The Chinese University. Press: Hong Kong. 
P57.  
534Ibid., p. 44.  
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rates varied from 3% to 60%535 which largely explained the local governments’ 
preferential treatment of firms in certain industries. The tax-sharing system replaced 
the valuable production taxes with value added tax at a uniform tax rate (17%) which 
was shared between the centre (75%) and the local governments (25%). According to 
Wong and Bird, the package of tax and fiscal reforms “drastically altered the 
incentives for government ownership of enterprises and significantly diluted the 
linkage between enterprises and local revenues”536. Thirdly, the banking reform in the 
latter half of the 1990s significantly constrained the authorities in that local officials 
had to allocate credits as they wished537. 
 
These three factors effectively altered the incentives for local governments to become 
directly involved in business. The perception of intervening in the management of 
enterprises as liabilities became prevalent among local officials who further held the 
belief that their hands were tied by the reform of the financial sector and that even if 
they could overcome all the difficulties and succeeded in building successful 
undertakings, they had only marginal benefits. These re-weighted calculations very 
much decoupled the close connection between the governments and firms. By the end 
of June 2000, 76 percent of small state enterprises nationwide had undergone some 
form of corporate reform, including a reorganization, sale, joint venture, and leasing. 
And the once extremely successful TVEs were not able to get away from this tide of 
privatization538.   
 
As the centre grabbed the bulk of the revenue via the tax-sharing system while leaving 
expenditure responsibilities unchanged, and provincial governments tended to copy 
the practices of the centre thereby taking big slices of local revenues and pushing 
expenditure responsibilities further down the line, prefectural, county and township 
governments faced a heightened urgency to generate funds to finance the heavy 
expenditures 539 . Meanwhile the emphasis on cadres’ performance in certain 
evaluations, especially concerning leading cadres at the county and township levels, 
translated this urgency into fiscal imperatives that dictated their daily work.  
 
To look for new sources of revenue and increase tax bases, local officials completely 
engaged themselves in attracting investment, either domestic or foreign 
(zhaoshangyinzi). Specific offices at the prefectural and county levels were set up to 
coordinate certain actions among different government agencies so as to simplify all 
the administrative procedures that the owners of enterprises needed to go through. 
Teams consisting of officials were sent out nationwide to look for and persuade 
investors. With investment attraction targets being assigned to individuals, motivated 
officials acted like scouts, sniffing every trace of an intention to invest and mobilizing 
their personal connections. As competition among localities for investment intensified, 
local governments had to turn to the instruments of preferential policies, for example 
charging an excessively low price for land leasing, providing good infrastructures like 

                                                             
535 Wong, C.P.W. and Bird, R.M., 2005. "China‘s Fiscal System: A Work in Progress," Working Papers, No.0515, 
International Tax Program, Institute for International Business, Joseph L. Rotman School of Management, 
University of Toronto. 
536Ibid., p. 13.  
537 See Yang, Dali L, 2004, Remaking the Chinese Leviathan: Market Transition and the Politics of Governance in 
China. Stanford, CA: StanfordUniversity Press, Chapter Three.   
538 Loren Brandt, Hongbin Li, and Joanne Roberts, 2005, “Banks and Enterprise Privatization in China”, Journal 
of Law, Economics, and Organization 21(2): 524-546.  
539 See my chapter on the public finances of China.  
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factory buildings with full water and electricity supplies at modest fees, offering tax 
exemptions (from local taxes). Once investments were made, construction, production, 
and profits from the consumption of factories and workers would follow. Although 
local governments have to share VAT and Enterprise Income Tax with the central 
government, they could exclusively retain the business tax and taxes related to land 
usage, all of which are worth the effort.  
 
In addition to the tax revenue, local governments suddenly “discovered” the great 
treasure they had in the form of the monopoly over land ownership at the end of the 
1990s540. This exclusive state ownership of land in practice was exercised by local 
governments. For land in urban areas, prefectural and county governments have the 
authority to allocate land (huabo) to the state units (or non-profit units) without time 
limits and the authority to convey land (churang) to commercial users for a fixed 
period of time (40 years for commercial land, 50 years for industrial land and 70 years 
for residential land). The “allocation price” 541  is significantly lower than the 
“conveyance price”542 which is determined by markets via the “negotiation” (xieyi) 
between interested parties or is determined by “public tender” (zhaobiao) or an 
“auction” (paimai). These price differences prove to be lucrative for local 
governments which are the sole claimants. Meanwhile, state expropriation is the only 
way that rural land can be turned into land for commercial use. No rural entities or 
farmers were allowed to enter into a contract with private developers. By offering 
excessively low compensation to those farmers who lose land543, local states again 
profit tremendously from their monopoly over land ownership and land markets. 
Studies consistently show that land conveyance fees account for some 30-50% of total 
sub-provincial government revenues and, in some developed regions, this amounts to 
50-60% of the total city revenue544. And the revenue from land usage transfer has 
increased at an astonishing speed in the 2000s: in 2001 it generated only 49.2 billion 
Yuan, and this figure rose to 767.7 billion in 2006 and over one trillion Yuan in 
2007545!  
 
A model of “city management” (jingyingchengshi) came into fashion among local 

                                                             
540 The problems of land management are currently “the” hot issue in China which probably require two or three 
books to cover. A simplified account of this problem is presented here. Interested readers should refer to the 
following works: Ho, Samuel P.S. and Lin, George C.S. (2004), “Converting land to nonagricultural use in China's 
coastal provinces”, Modern China, 30(1): 81-112. World Bank, 2005.China: Land Policy Reform for Sustainable 
Economic and Social Development. Washington D. C., Ho, Samuel P.S. and Lin, George C.S. (2003): Emerging 
Land Markets in Rural and Urban China: Policies and Practices. China Quarterly, Vol. 175, pp. 681-707.  
541 The “allocation price” consists of three main components: the expropriation cost of the land (zhengdifei, the 
cost of changing the ownership status of the land from the rural collective to the urban state sector), various 
stipulated land fees (tudiguifei), and a government-set allocation fee (huabofei). Recently the “allocation fee” was 
renamed the “compensatory fee for the use of state-owned land” (guoyoutudiyouchangshiyongfei). 
542 The “conveyance price” also consists of three major components, namely the expropriation cost of the land 
(zhengdifei), various stipulated land fees (tudiguifei), and the conveyance fee (churangjin).  
543Low compensation is now the predominant factor that leads to collective petitions and protests in rural China. 
See XiaolinGuo, 2001, Land Expropriation and Rural Conflicts in China. The China Quarterly, 166, pp 422-439. 
Cai,Yongshun, 2010, Collective resistance in China : why popular protests succeed or fail Stanford University 
Press. Whyte, Martin King, 2010, Myth of the Social Volcano: Perceptions of Inequality and Distributive Injustice 
in Contemporary China, StanfordUniversity Press. 
544World Bank. 2002 China National Development and Sub-national Finance: A Review of Provincial 
Expenditures .Washington, DC.  
545Chen Wenya, “Land Fees Increase by 60 percent, Local Governments Take in Trillion.” Economic Observance, 
April 19, 2008, http://finance.sina.com.cn/g/20080419/07154772093.shtml;  Ministry of Land and Resources, 
“Report on Land Resource of China, 2007” March 2008, 
http://www.mlr.gov.cn/qt/gd1/200804/t20080416_101261.htm; Chen Wenya, “Land Fees Increase by 60 percent in 
2007”, Economic Observance, February 16, 2008, http://finance.sina.com.cn/g/20080216/09254510873.shtml 
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cadres: on the one hand, local governments, monopolizing the supply of lands for 
commercial uses, acquired hyper profits, part of which the governments further used 
as the start-up capital for various “development companies”. These companies then 
managed to apply for large-scale loans from the banking systems which know only 
too well that these companies are implicitly back by local governments. With the easy 
credit, development companies engage in massive infrastructural construction with 
the aim of improving the environment for “attracting investment”. On the other hand, 
with the backing of the hyper profits gained from land conveyances for commercial 
and residential usage, local governments could afford to offer preferential policies for 
investors, like zero land prices for industrial usage and a tax exemption for the first 
three years. As more economic activities are conducted within the jurisdictions, the 
value of land rises again and more profits go into the coffers of local governments.  
 
3.2 Departmental interests among individual government agencies 
 
Bureaucracies in China systematically take advantage of the power of their office to 
generate income for themselves and readily use public authorities to defend their 
vested interests, a phenomenon called “departmental interests” (bumenliyi)546. For 
example, a 2009 report revealed that in Nanchang City in Jiangxi Province, one 
modern long-distance transportation station has rarely been used since its completion 
in 2006. The reason why this multi-million investment became futile was an interest 
dispute between two government agencies. This newly built long-distance 
transportation station was the property of a public transit company under the 
management of the Public Facility Department of the municipal government, whereas 
the long-distance transportation system, including other long-distance transportation 
stations in Nanchang, fall within the authority of the Transportation Department of the 
municipal government. Since the Transportation Department did not want to share its 
“cake” with the Public Facility Department, the former used its administrative power 
to establish various kinds of “hurdles” in order to make it difficult to shift 
long-distance transportation lines to that new station. Even when offering preferential 
arrangements, the newly built long-distance transportation station did not go much 
further547.  
 
This is a common scenario that is found in the reporting on departmental interests in 
China548 which could be characterized as follows: first, the “rush for departmental 
interests” is practised independently by individual state agencies, which means that 
the public administration becomes fragmented between various levels and along 
different systems in terms of earning income. Second, bureaucracies generally reply to 
the legally authorized policy instruments as money machines, thus the revenues so 
generated are legal, a decisive point which distinguishes it from corruption; 
meanwhile, the purpose of earning an income is to lift the budget constraints of the 
departments. Third, the extraction by the state agencies is oriented towards 
                                                             
546 The problem of departmental interests is distinctive from the issue of corruption, see the discussion below. For 
corruption in China, see: Melanie Manion, 2004, Corruption by Design: Building Clean Government in Mainland 
China and Hong Kong. Cambridge, MA: HarvardUniversity Press, 2004. Lu, Xiaobo, 2000, Cadres and Corruption: 
the organization involution of the Chinese Communist Party. Stanford: StanfordUniversity Press. Sun, Yan. 2004. 
Corruption And Market In Contemporary China, Ithaca, NY: CornellUniversity Press.  
547The Dispute of Interests between Departments, Projects for People’s Welfare become 
Futile.http://news.xinhuanet.com/politics/2009-04/14/content_11183755.htm 
548Young Nam Cho, 2006, The Politics of Lawmaking in Chinese Local People's Congresses . The China Quarterly, 
187, pp 592-609. Scott Kennedy, 2009, Comparing Formal and Informal Lobbying Practices in China: The 
Capital's Ambivalent Embrace of Capitalists China Information, 23: 195-222.  

http://news.xinhuanet.com/politics/2009-04/14/content_11183755.htm
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departmental interests (bumenliyi) as opposed to public interests, which implies that 
public offices are exploited for departmental gains that are prioritized ahead of public 
interests.    
 
Behind government agencies’ thirst for income is the self-financed nature of 
bureaucracies in China. Firstly, individual bureaucracy in China actually consists of 
two parts, a small core bureaucracy (jiguandanwei) that is presented in the formal 
organizational chart and takes on the task of administration and regulation549, and a 
sprawling periphery of service units (shiyedanwei) that are attached and subservient to 
the core bureau and operate only in the service sectors regulated by their parent 
bureaus550. In theory, service units do not have profit-making motives551, for example 
the Labour Market Centre, that belongs to the Bureau of Labour, should only charge 
registration fees to cover its administration costs. Second, bureaucracies in China are 
not fully funded by fiscal revenue: budgetary allocation only covers very basic items 
in the daily operation of the core bureaucracies, for instance, the government budgets 
only cover the wages that are stipulated in the Civil Service Law 552; thus for 
bureaucracies to give out staff bonuses, allowances, and benefits not financed by the 
local government, or to buy vehicles and construct new office buildings, they would 
have to find their “own money”553. Regarding the service units, they are divided into 
three categories: fully-funded, partially-funded, and self-funded; and it is not 
uncommon that those units that are designated as fully-funded actually receive 
nothing from the Finance Bureau; to keep themselves running, service units in 
practice administer or organize public services, run businesses, or all three554: for 
instance, the Disease Prevention Centre, a service unit of the Bureau of Public Health, 
may organize profit-making training courses for doctors.  
 
As opposed to the setting up of private profit-making entities by themselves in the 
1990s555, the bureaucracies now adopt smarter strategies for generating revenue 
through service units and by extracting money in accordance with state policies as 
new ways to finance their offices. In Ang’s interviews, the local officials aptly 
explained the meanings of a popular saying in China, “the state may not be able to 
grant money, but it can grant policies” (geizhengcebugeiqian). According to that 
                                                             
549 For example, the Transportation Department and the Public Facility Department mentioned above.  
550 Lam, Tao-Chiu, and James L. Perry, 2001, "Service Organizations in China: Reform and Its Limits." In 
Remaking China's Public Management, by Peter Lee and Carlos Lo, London: Quorum Books, p19-41. Examples 
are the public schools that belong to the Bureau of Education and long-distance transportation stations that are 
attached to the Transportation Department. And the service units must be distinguished from the companies that 
are established by state organs. These companies can conduct business which is unrelated to their parent bureaus 
and they are profit-making, risk-taking businesses.  
551Cheng, Siwei, 2001, "Strategic Directions and Policy Implementation for Reforming China's Institutional 
Units." In, Studies on Economic Reforms and Development in China, edited by Siwei Cheng, Oxford University 
Press.   
552 According to the wage standards of the Civil Service Law, formal wages consist of four segments: basic wages 
(jibengongzi), function wages (zhiwugongzi), rank wages (jibeigongzi), and length-of-service wages. Combining 
basic, function, and rank wages, the chairman of the CCP is entitled to a formal salary of 1190 Yuan per month – 
the maximum in the country until 2006.  
553Yuen YuenAng, 2010, State, Market, and Bureau-Contracting in Contemporary China, PhD Dissertation, 
Stanford University. P56.  
554Duckett, Jane, 1998, TheEntreprenuerialState in China: Real Estate and Commerce Departments in the Reform 
Era in Tianjin. New York: Routledge.  
555 “By the early and mid-1990s, virtually all elements of the Chinese state, from the military, the armed police, to 
judiciary departments and the Party propaganda department had established and owned businesses to supplement 
their inadequate budgets”. However this prevalence did not last long because of the strong opposition from the 
central government. See Yang, Dali L. 2004. Remaking the Chinese Leviathan: Market Transition and the Politics 
of Governance in China.Stanford, CA: Stanford University Press, chapter 5.  
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official, “giving policies and not money happens when the government wants to get 
something done but budgetary funds are insufficient… Whether it is to give money or 
policies, the objective is to serve the people… But of course we cannot rule out the 
possibility of individual departments seeking their own interests”556. These policy 
instruments generally include the authority to sanction fines in administration and 
regulation, the authority to charge fees for the service the bureaucracy provides, 
permission to sell and make a profit from the service provided and permission for the 
public service units to generate revenues557. Moreover, these service units, with a 
“helping hand” from their parent bureaus, usually enjoy competitive advantages or 
even monopoly rights vis-à-vis non-state service providers.  
 
So far, it should be fairly easy to understand why the departmental interests involved 
are considered as one of the most important obstacles to effective and good legislation 
in China558 as individual government agencies approach the issues at hand solely 
with their own interest in mind. They may be quarreling with each other for authority 
in certain fields, such as the case of IPTV559 in which end-users were deprived of the 
service provided by China Telecom (a state-owned enterprise) just one day after the 
installation by the National Bureau of Broadcasting. In the case of the poisonous 
beans560, the process of bean production is artificially divided into several sections the 
regulatory powers of which are distributed among different government agencies, 
whereas the section that is regarded as “unprofitable” and hence left unregulated turns 
out to be lethal.  
 
4. Summary 
 
Coming out of the turmoil of the Cultural Revolution, the CCP faced a China in chaos 
and was itself fragmented. Clearly understanding that effective leadership could only 
come from a coherent and strong organization, Deng responded with an emphasis on 
party building, hoping that a powerful party could steer China out of the endless class 
struggles and on to the road of economic development. As the strategies to reform and 
open up unfolded, the CCP again relied on its organizational capacity to achieve the 
necessary adjustments, coordination and discipline in vast territory of China.  
 
Being the most important component of party building, the effective management of 
officials, especially local leading cadres, decided the CCP’s capacity to govern. And 
the CCP’s complete domination of the state further ensured that once the CCP got the 
local leaders’ incentives right, it could expect that the state machine would be fully 
mobilized and deliver the expected results. So far, China’s impressive economic 
record in the past thirty years seems to confirm the fine art of the CCP’s governing 
strategies.  
 
That the delicate institutional and organizational designs of the CCP fully ensure its 
control over the country all seems rosy enough, but serious problems do exist. The 

                                                             
556Yuen YuenAng, 2010, State, Market, and Bureau-Contracting in Contemporary China, PhD Dissertation, 
Stanford University.P.47. 
557Ibid., p. 50.   
558The swell of departmental interests will jeopardize the overall reform. 
http://news.xinhuanet.com/comments/2006-10/11/content_5184607.htm 
559The Fights for the IPTV.http://www.ce.cn/cysc/communications/yjdt/201005/27/t20100527_20399323.shtml 
560Who should be Blamed for the poisonous bean? 
http://www.cyol.net/zqb/content/2010-03/10/content_3124521.htm 

http://news.xinhuanet.com/comments/2006-10/11/content_5184607.htm
http://www.ce.cn/cysc/communications/yjdt/201005/27/t20100527_20399323.shtml
http://www.cyol.net/zqb/content/2010-03/10/content_3124521.htm
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first issue has to do with the proper role of the government. Once the local leaders 
make up their minds regarding the performance goals, local bureaucracies are ready to 
transcend the boundary of government responsibility or authority, which has been 
demonstrated by the changing government-business relations from 1978 to now; local 
bureaucracies intervened in the production of firms, allocated credits by 
administrative fiats and even forbade the sales of non-local products; as the attraction 
of investment became critical after 1994, many agencies misused the power they 
possessed to provide privileges of various sorts to investors: the police department 
granted investors immunity from punishment in cases of traffic violations, agencies in 
charge of land and resources provided lands at a token fee or free of charge, and 
education departments promised a free choice of the best primary and middle schools 
for the relatives of investors 561. Meanwhile, the lack of meaningful checks on 
government actions further adds to the acute tensions in land management practices. 
The second issue has to do with vested departmental interests. Losing department 
budget constraints and increasing department coffers become the primary motivations 
in exercising entrusted public authority. “Profitable” regulatory powers are pursued, 
and non-lucrative ones are ignored no matter how bad the consequences may be.  
 
Compulsory education, the system for the provision of public goods, is embedded in 
such political economy of the Chinese party-state. The implications of the institutional 
problems in the delivery of compulsory education in rural areas will be explored in 
the empirical study on the three counties in question.  
 
 
  

                                                             
561 Jiang, F., W. Pei, and L. Zhu. 2005. Zhaoshangyinzi: Guaixianxiangpinchu de beihou [Behind investment 
attraction: The frequent appearance of odd measures]. 
http://news. xinhuanet.com/focus/2005-06/19/content_3063529.htm.  
Jiang, Y., and X. Wang. 2007. Wuhaiquxiaojiaojingfakuanzhibiao [Targets for the abolition of fines for the traffic 
police: Reform in Wuhan, Hubei Province]. The People’s Police Daily, February 6, 2007. 
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Chapter 7 The Political Economy of Intergovernmental Fiscal Relations of Local 
governments in China 

 
 
 
The establishment of the tax-sharing system in 1994 has consistently been the focus of 
research on public finances in China, the main concern of which relates to its effects 
on the fiscal capacities of different levels of governments, and, among them, the 
governments at the provincial level have received the majority of the attention. Indeed, 
questions such as to what extent does the local tax system and the uneven spatial 
distribution of tax bases contribute to fiscal disparities and how effectively do 
intergovernmental fiscal transfers lead to fiscal equalization between jurisdictions are 
not only interesting but also have important practical implications.  
 
As pointed out by Tsui, the spatial distribution of local taxes is linked inextricably to 
the spatial variations in the economic structure.562 The value added tax, the business 
tax, the urban maintenance and construction tax, the personal income tax, and 
revenues from enterprises form the bulk of local tax revenues.563 Those taxes are 
primarily linked to the secondary and tertiary sectors. In so far as these sectors are 
larger in more economically developed areas, larger shares of these taxes are available 
to more developed regions. The opposite is true with respect to the category of 
agricultural taxes, consisting of five taxes (agriculture tax, animal husbandry tax, the 
tax on special agricultural products, cultivated land occupation tax and contract tax). 
Four of these accrue primarily to jurisdictions with larger agricultural sectors, e.g., the 
grain-growing regions in central China.  
 
Since local governments in China do not legally have the power to establish new taxes 
and to decide on tax rates themselves so as to cater for local fiscal needs, the local tax 
system imposed by the central government in the 1994 tax reform will inevitably 
widen the inter- and intra-regional fiscal disparities between jurisdictions with 
divergent economic structures. This would not necessarily be a problem if the central 
government, with the bulk of the concentrated revenues firmly in its possession since 
1994, uses intergovernmental fiscal transfers to equalize the fiscal capacities of 
different jurisdictions in order to attain an equal provision of public goods nationwide. 
But is this the case in China?  
 
This chapter thus tries to understand, from the perspective of the political economy, 
the effectiveness of intergovernmental fiscal relations for local governments in China 
in terms of fiscal equalization. The assumption throughout this chapter is that if the 
fiscal disparities between counties are increasing, there is only a modest possibility 
that the provision of compulsory education across counties will be equalized. Of 
course, governments could spend on education regardless of the rising inter-county 
inequality of fiscal capacities. This subject is however left for the next chapter. In 
other words, this chapter looks at the vertical dimension of resource allocation within 
the Chinese state and examines whether this dimension facilitates an equal provision 
of education. The next chapter will focus on the horizontal dimension of resource 
allocation by one level of government across sectors.   
                                                             
562Tsui Kai Yuen, 2005, Local Tax System, Intergovernmental Transfers and China's Local Fiscal Disparities. 
Journal of Comparative Economics 33, no. 1: 173-96  
563 See Chapter 5.  
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As governments at the county level are the main subject of investigation in this study, 
and as the fiscal transfers received by them from above are administered by the 
provincial and prefectural governments, the subject of intergovernmental fiscal 
relationships on a sub-national scale lies at the heart of this study. This chapter 
proceeds as follows: it starts with a brief discussion on the effects of 
intergovernmental fiscal transfers on inter-provincial fiscal disparities as this subject 
has already been extensively dealt with elsewhere; it then proceeds to provide an 
impression of the public finance of county governments in general. Revealing the 
importance of transfers from above for county governments, the third part will 
summarize the relevant research and unravel my own investigations in three counties.  
 
1. The inter-provincial fiscal disparities and the contributory role of 
intergovernmental fiscal transfers 
 
1.1 The variation in provincial governments’ own tax revenue 
 
Figure 7.1 displays the shares of major taxes in the total tax revenue from 1985 to 
2007. The largest source of revenue is value added tax (VAT), which is levied at all 
stages of industrial processing564. Next is company income tax565, accounting for 
almost 20% of the total tax revenue in 2007. Business tax566 occupied the third 
position in 2007, representing around 15% of the total tax revenue. And personal 
income tax and consumption tax together contributed 12% of the total tax revenue in 
2007.  
 
  

                                                             
564 Currently, there are two rates of VAT: one for products related to agricultural production (such as fertilizers, 
feedstuffs, and machinery) and basic consumption goods (such as foods, cooking oil, water, and natural gas), the 
tax rate being 13%, and one for most other goods, which is 17%. 
565 Until recently, the tax rate on domestic enterprises was 33%, while the rate for foreign-invested enterprises in 
special areas was as low as 15%. The rate was unified at 25% in 2008.  
566 It is levied on the transfer of intangible assets or the sale of immovable property, primarily service industries, 
including transportation, communications, financial services, real estate sales, and entertainment. Educational 
institutions and hospitals are exempt from this tax.  
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Figure 7.1 Shares of Major Taxes in the Total Tax Revenue 

 
Source: Lin, Shuanglin, 2009, The Rise and Fall of China's Government Revenue. 
East Asian Institute, National University of Singapore. P.15  
 
Among the major taxes in the total tax revenue, the central government takes 75% of 
VAT, 60% of company income tax and personal income tax, and has a monopoly on 
consumption tax, all of which concentrate around 55% of the total revenue in the 
hands of the central government.567 The remainder of the VAT, company income tax 
and personal income tax that is left over for local governments, together with the 
business tax, constitute the main sources of revenue for local governments.568 
 
One does not need to be an expert on public financing in order to discover that these 
majority taxes are strongly correlated with the presence of the secondary and tertiary 
sectors. If there is a spatial variation in the secondary and tertiary sectors, disparities 
in tax revenue become inevitable. Table 7.l shows the growing inter-provincial 
disparities between local revenues. The variation coefficient for local governments’ 
inter-provincial per capita own revenues has increased over time and stood at 1.17 in 
2003.  
 
Table 7.1 Inter-provincial Per Capita Disparities between Local Governments’ Overall 
Own Revenues: 1990-2003 

Year Max.  
(in Yuan) 

Min.  
(in Yuan) 

Average 
(in Yuan) C.V. 

1990 1179.66 8.11 217.54 1.03 
1991 1431.94 28.32 266.30 1.01 
1992 1308.63 47.81 259.47 0.96 
1993 1725.50 67.24 349.56 0.90 
1994 1250.89 90.34 242.02 0.92 
1995 1551.66 89.58 305.34 0.97 

                                                             
567 See chapter 5. 
568 See chapter 5.  
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1996 1976.53 100.00 378.90 1.00 
1997 2281.88 118.95 421.14 1.04 
1998 2600.41 142.86 489.52 1.05 
1999 2849.06 178.64 545.70 1.07 
2000 2899.51 104.75 602.65 1.02 
2001 3776.16 232.35 734.02 1.12 
2002 4362.78 273.72 805.05 1.17 
2003 5179.59 301.85 921.59 1.17 

Source: China Statistical Yearbook 2004 
 
As indicated in Table 7.2 below, the variation coefficients for all four major taxes are 
above 1, which is considered a high statistical variation. The biggest variations are 
found in corporation income tax and individual income tax.  
 

Table 7.2 Provincial Disparities across Major Taxes: 2003 (Yuan per capita) 

Region VAT Business Tax Corporate 
income tax 

Individual 
Income Tax 

Beijing 517 1811 644 393 
Tianjin 447 636 235 124 
Hebei 102 97 42 27 
Shanxi 155 111 43 26 
Inner 

Mongolia 95 153 30 23 

Liaoning 203 283 85 56 
Jilin 113 130 44 29 

Heilongjiang 154 121 28 29 
Shanghai 995 1942 854 420 
Jiangsu 245 280 125 54 
Anhui 58 72 30 13 
Fujian 156 243 106 61 
Jiangxi 54 101 23 17 

Shandong 138 159 73 29 
Henan 60 78 30 16 
Hubei 76 96 36 19 
Hunan 54 90 20 18 

Guangdong 294 523 214 119 
Guangxi 59 99 27 21 
Hainan 78 198 32 34 

Chongqing 79 149 28 25 
Sichuan 55 103 28 17 
Guizhou 50 81 22 14 
Yunnan 89 103 49 19 

Tibet 35 149 27 11 
Shaanxi 86 138 35 19 
Gansu 70 92 20 14 

Qinghai 98 137 23 15 
Ningxia 87 188 29 22 
Xinjiang 130 206 27 33 

Max. 995 1942 854 420 
Min. 35 72 20 11 
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Average 167 292 104 59 
C.V. 1.16 1.52 1.77 1.67 

Source: China Statistical Yearbook 2004 
 
1.2 Inter-provincial fiscal capacities 
 
In the literature on public finance, per capital local expenditures is generally used as 
an indicator of the fiscal capacity of the jurisdiction. It is the ratio of total government 
expenditure to the population. In China, local governments are not allowed to incur 
debts and can only spend what they collect (their own revenue) and receive (the grants 
from upper governments).569 Since there are high variations in local governments’ 
own revenue across provinces as documented above, it would then be interesting to 
see whether the grants from the central government play the role of equalizing the 
disparities between local governments’ own revenues across the provinces. Figure 7.3 
below shows the Gini Coefficient of provincial expenditure (in the figure, local 
expenditure) from 1984 to 2006. Also present in the figure are the contributions of 
provincial governments’ own revenue (in the figure, local revenue) and grants from 
the central government (in the figure, national grant) to the overall Gini Coefficient of 
provincial expenditure. It is quite clear that intergovernmental grants from the central 
government have actually contributed to the inequality of fiscal capacities at the 
provincial units since the end of the 1980s and continue to do so.  
 

Figure 7.3 Factor Decomposition of Gini Index (1984-2006) 

 
Source: Zhirong Jerry Zhao, 2009, “Fiscal Decentralization and Provincial-Level 
Fiscal Disparities in China: A Sino-U.S. Comparative Perspective”, Public 
Administration Review, Volume 69, Issue Supplement s1, pages S67–S74. 
 
2. Public finance of county governments in general 
 
Now, we turn to county governments. This section aims to give a general picture of 
the public finances of Chinese county governments. In the area of public finance in 
China, the central government determines the broad outline of the system and 
determines the revenue-sharing rules with the provinces, leaving the latter with 

                                                             
569 See chapter 5.  
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substantial flexibility in setting the rules for subordinate levels. Each province then 
negotiates the revenue-sharing system with its prefectures, and the prefecture with its 
counties, and so on. Expenditure assignments are structured in a similar fashion. The 
central government sets the division of expenditure responsibilities between the centre 
and the provinces, and the intermediate tiers of government decide how they will 
share responsibilities with subordinate levels. Frequently, by adapting the 
arrangements between the centre and the provinces, sub-provincial governments often 
come up with modified versions of the central-provincial model that is commensurate 
with their local conditions.    
 
The fiscal capacity of a county is made up of its own revenue and the grants which it 
receives from the provincial and prefectural governments. The 1994 tax-sharing 
system largely leaves the intergovernmental fiscal relationship within the provincial 
units untouched, so varying arrangements can be seen across provinces.570 Table 7.4 
summarizes the relevant information on the revenue and expenditure of all the 
counties in China in the period between 1995 and 2005.  
 

Table 7.4 Revenue and Expenditure of Counties, 1995-2005 

 
Source: AchimFock and Christine Wong, 2008, “Financing Rural Development for a 
Harmonious Society in China: Recent Reforms in Public Finance and Their 
Prospects”, World Bank Policy Research Working Paper 4693.  
 
Here some interesting patterns can be observed. First, since 1999, the share of county 
governments’ own revenue in the total budget revenue has continued to fall, from 49% 
to 25%. In other words, county governments now, to a great extent, rely on the 
intergovernmental grants to maintain their normal functioning. Second, both the C.V. 
(coefficient of variation) of revenues and expenditures per capita have risen 
significantly throughout the period, which reflect the growing disparities between the 
fiscal capacity of counties nationwide. This widening inequality of fiscal capacity 
across counties is largely in line with the claims that the intra-provincial inequality of 
economic performance now accounts for the largest share of overall inequality in 
China.571 Interestingly, the falling of the self-sufficiency rate and the rising of the 
disparities between revenues and expenditures per capita across counties happened 
                                                             
570 See chapter 5.  
571 See chapter 4.  
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roughly in the same period. Is there a link between the two patterns? This section and 
the next will mainly address this question so as to present a general picture of the 
public finances of county governments in China.  
 
2.1 The rural tax reform 
 
The main reason that accounts for the continually falling self-sufficiency ratios of 
counties (the share of their own revenue in the whole county budget revenue), 
especially in the grain-growing counties, is the rural tax reform that has been initiated 
by the central government since 1999. Before introducing the details of the rural tax 
reform, some understanding of why the rural tax reform was undertaken seems to be 
necessary.  
 
Both formal and informal taxation were allowed in rural China. Formal taxes that 
were collected at the village and township levels included personal income tax, stamp 
tax, the animal husbandry tax, the agricultural tax, the special agricultural product tax, 
the farmland-use tax, the land value added tax, the banquet tax and the slaughter 
tax.572 According to the Law on Agriculture enacted in 1993, village collectives and 
township governments were also allowed to informally finance themselves by levying 
fees. The major regular levies were the “village retention” (cuntiliu) and the 
“township comprehensive fee” (xiangtongchou). They were used to finance various 
items as indicated below. These levies (santiwutong), however, should not exceed 5 
per cent of the peasants’ income from the previous year.   
 

Table 7.5 Categories of levies in rural areas 
village retention streets, bridges and schools;  

social welfare;  
cadre salaries. 

township comprehensive 
fee 

schools;  
expenses for family planning;  
material and immaterial support for veterans; 
expenses for maintaining a local militia; 
road construction and maintenance. 

Note: The salaries of village schoolteachers were not included in these levies, so 
villagers had to make additional payments into a village education fund. 
 
Starting from the beginning of the 1990s, the excessive informal taxation (so-called 
arbitrary charges, fines, and levies (luanshoufei, luanfakuan, luantanpai)) of rural 
households by the village collectives and the township governments emerged as the 
biggest issue that threatened stability in rural China573. These fees were imposed 
without explicit regulations and legislation, ranging from “charges for road and school 
construction and other local improvement projects, to purchase of insurance, to 
charges for marriage certificates or housing construction, to prohibitive prices for 
electricity and tap water, and so on”. 574 It has been estimated that these fees 
                                                             
572Oi, Jean (1999), Rural China Takes Off: Institutional Foundations of Economic Reform, Berkeley, CA, Los 
Angeles, CA and London: University of California Press. P217. 
573 Bernstein, Thomas P. 2000. "Instability in rural China," in David Shambaugh, ed., Is China Unstable?Assessing 
the Factors.Armonk, NY: M.E. Sharpe.  
574 Justin Lin, Mingxing Liu and Ran Tao, 2007, “Rural Taxation and Local Governance Reform in China's 
Economic Transition: Origins, Policy Responses and Remaining Challenges”, SCID Working Paper 317, 
http://scid.stanford.edu/publicationsprofile/1015 

http://scid.stanford.edu/publicationsprofile/1015
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accounted for between 10% and 25% of the net personal income of the rural 
population in different areas,575 leading to a surging outbreak of social unrest.576 For 
example, “3,200 collective protests occurred in the first half of 1998 alone, of which 
more than 420 involved confrontations in which rural government buildings were 
surrounded, with casualties topping 7,400, including more than 1,200 officials or 
police wounded.”577 
 
It appears that it is the lax control by the central government over the rural cadres that 
leads to all the corruption and wrongdoing.578 After all, the central government has 
on more than one occasion issued directives that forbid excessive illegal levies of all 
kinds in rural areas. Usually in petitions, peasants cite relevant policy documents by 
the central government and request that local officials comply with them. 579 
Furthermore, that the blame should be shouldered by the local officials is 
unquestionably made clear by the popular sayings among the peasants, such as “the 
centre is our benefactor (enren), the province is our relative, the county is a good 
person, the township is an evil person, and the village is our enemy,” “the scripture is 
good, but bad monks recite it incorrectly,” and “policies from higher levels are 
‘upright’ [zheng], policies from lower levels are ‘crooked’ [wai]”.580 
 
Continuously increasing numbers of government personnel at the county level and 
below are also considered to be the main culprits in excessive levies demanded from 
peasants. Despite several attempts (in 1982, 1988, 1993 and 1998581) by the central 
government to downsize the bureaucracy, the number of public employees quickly 
bounced back from the immediate impacts of the policy on each occasion.582 In 1983, 
township governments were established to replace the old commune system. As the 
township governments gained fiscal and administrative autonomy, the number of 
personnel working at this level increased dramatically.583 According to Wu, the 
average number of salaried employees hired by township governments in the central 
region was around 350 to 550, as opposed to fewer than ten in the mid 1980s.584 
Another report pointed out that the county governments and below, with only 30% of 
the total government revenue, now account for around 71% of all personnel on the 
government payroll.585 And in many localities, the bulk of the budgetary revenue and 
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a large part of illegal levies are used to pay for the wages and social security of public 
employees; this phenomenon is epitomized in the famous expression 
Chifancaizheng(literally translated as the devouring of public finances).586 
 
Other scholars also point to the 1994 tax-sharing system as another culprit in these 
widespread illegal levies: the bulk of the revenue was extracted by the central 
government; meanwhile the provincial, prefectural and county governments all 
followed that lead, leaving little for the townships and villages which had to resort to 
the peasants to finance the large amount of public expenditures that were again 
pushed down level by level by the governments above.587 
 
2.2 Two phases of rural tax reform 
 
Responding to this fiscal crisis in rural areas, the central government started the rural 
tax reform in 1999 which aimed at reducing the peasants’ fiscal burden. This reform is 
divided into two phases, the substitution of local levies with formal taxation 
(feigaishui) and the gradual abolition of agricultural taxes.  
 
The basic policy arrangement in the reform during the first phase is summarized as 
“three abolitions, two adjustments, and one reform” (sangequxiao, lianggetiaozheng, 
yigegaige), as shown in the table below.588 To compensate for the lost of revenues on 
the part of township governments by the abolition of the township comprehensive fee, 
the actual rate of the agricultural tax was raised from approximately 2.5 percent to a 
maximum rate of 7%. Also the reform introduced an additional surcharge on 
agricultural tax which serves as a substitution for village retention; the rate of this 
surcharge was set at no more than 20% of the amount of the agricultural taxes and was 
administered by the township governments but preserved for the use of village 
collectives. In this way, most legal and illegal levies are abolished. The institutional 
instruments for excessive informal taxation were now gone.  
 

Table 7.6 Two stages of rural tax reform 

 

                                                                                                                                                                               
2009-06-18, http://nf.nfdaily.cn/epaper/nfzm/content/20090618/ArticelE31002FM.htm 
586 See Chapter 8 for more discussion.  
587An Chen, 2008, The 1994 Tax Reform and Its Impact on China's Rural Fiscal Structure, Modern China, July 
2008 34: 303-343.  
588 Hiroshi Sato, Shi Li and XiminYue, 2008, The Redistributive impact of taxation in rural China 1995–2002: An 
evaluation of taxation reform at the turn of the century. In: Bjorn Gustafsson, Shi Li and Terry Sicular, Editors, 
Inequality and Public Policy in China, Cambridge University Press, pp. 312–337.  

 
The first phase of 
the reform 
(1999-2003) 

Three 
abolitions 

The township comprehensive fee 
(xiangtongchou); 
the levy for rural education; 
and other levies and fees.  

Two 
adjustments 

The agricultural tax; 
the special agricultural product tax. 

One reform The collection and usage of “village retention” 
(cuntiliu) 

The second phase 
of the reform 
(2004-) 

Gradual abolition of agricultural tax and the animal husbandry 
tax across the country  

http://nf.nfdaily.cn/epaper/nfzm/content/20090618/ArticelE31002FM.htm
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The second phase of the reform started in 2004. The Chinese Communist Party’s 
“Document No.1” (yihaowenjian), which was released at the beginning of 2004, 
declared that the agricultural tax rate should be lowered immediately and abolished 
gradually.589 In March 2004 the State Council announced that it would gradually 
abolish agricultural taxes and the animal husbandry tax within the following five 
years, excluding the special agricultural taxes on tobacco and a few other products.590 
Eight provinces that had abolished agricultural taxes in 2004, including Heilongjiang 
and Jilin, were chosen as the national model provinces for the reform. By September 
2005, 28 provinces had abolished agricultural taxes. Many counties in three other 
provinces (Hebei, Shandong, and Yunnan) also stopped collecting agricultural taxes in 
2005. On December 29, 2005, the Standing Committee of the National People’s 
Congress voted that agricultural taxes should be abolished on January 1, 2006. The 
abolition of agricultural taxes was thus completed before the original target date.  
 
For the poor counties that relied on agriculturally-related taxes as one of their main 
revenue sources, this reform pushed them further down the road of fiscal difficulties. 
In many counties that do not have industry, the agriculturally-related taxes and levies, 
both legal and illegal, actually constitute around 60% or more of their total revenue.591 
A severe budget crisis has been precipitated at the grass-roots level in spite of the fact 
that the first phase of the rural tax reform took into consideration the compensation of 
lost revenues by raising the agricultural tax and designing a surcharge.592 It has been 
estimated by the Rural Tax Reform Taskforce at the State Council before the phase-1 
reform started that in 1998 the amount of formal taxes and legal levies obtained from 
peasants was 122.4 billion Yuan, 30 billion being the agriculture tax and 60 billion in 
legal levies. With the amount of the raised agriculture tax and surcharge (from 30 to 
48 billion) and the elimination of 60 billion in levies sanctioned by the phase-1 reform, 
the revenue of local governments actually fell by 70 billion; the central government 
would transfer 20 or 30 billion to local governments which were then asked to offset 
the remainder of the shortfall by streamlining their expenditures, mainly through 
slimming down their bureaucracy.593 
 
It is interesting to note that this estimation was made by officials from the Ministry of 
Finance on the basis of statistics in the books; when the real figures were handed in by 
the provinces, the bill that the central government looked at was around 100 billion, 
leading to an embarrassing delay in the reform in 2001. 594 Further bargaining 
between the central government and the provinces added momentum to the reform: 
the central government agreed to increase the subsidies for the “tax-for-fee” reform 
from 24.5 billion in 2002 to 30.5 billion and 52.4 billion in 2003 and 2004;595 the 
officials at the provincial level realized that they did not have to absorb the cost 
themselves and that the cost of the reform could be pushed down to the level of the 
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county, township, and village instead; the provincial government could even profit by 
“taxing central subsidies”.596 As the abolition of the agriculturally-related taxes was 
implemented in most parts of the country in 2005 and 2006, the annual subsidy from 
the central government for the rural tax reform increased to 78 billion.597 To further 
improve the welfare of peasants, the central government decided to provide direct 
subsidies for grain production, the use of improved seeds, and the purchasing of 
farming equipment. In 2008 all of these subsidies amounted to 102.86 billion Yuan.598 
 
2.3 The impact of the rural tax reform 
 
It is the county governments and below which have to shoulder the cost of the reform. 
For the counties on the eastern coast, relatively well developed rural industries and the 
abundance of business activities can provide enough tax revenue to maintain the 
functioning of the administration; whereas in the counties of the central and western 
region that specialize in grain production, “there is little economic activity to tax, 
aside from agriculture.”599 With the elimination of the agriculturally-related taxes and 
surcharges, and the continuation of heavy expenditure responsibilities600, it is no 
wonder that the self-sufficiency ratio of county governments has been continuously 
falling from 2000. Also gone are the illegal levies. Before the rural tax reform, that 
part of the revenue constituted around 30 to 40% of the total expenditure of local 
governments. 601  As the reform to a large extent eliminated the institutional 
instruments to extract fees from peasants, it leaves no other choice for the poor county 
governments than to rely on transfers from the upper levels.  
 
However, the loss has never been fully covered. It has been quite common for 
counties to have only two-thirds of their revenue compared to the situation before the 
reform.602 In not exceptional cases, only half of the revenue level was retained after 
taking all the transfers into account.603 The estimation is that an additional 184 billion 
is needed nationwide in order to offset the impact of the rural tax reform.604 This 
fiscal deficit has resulted in “five difficulties”: difficulties in balancing revenue and 
expenditure, in paying wages, in maintaining the administration, in repaying debts and 
in developing the economy.605 
 
To counter resistance on the part of officials at the county and township level, higher 
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governments used cadre performance contracts606 and sent inspection teams to ensure 
that the taxes and levies were being reduced and eliminated and that bureaucracy was 
being slimmed down.607 Many researchers have found positive results in that there 
has been a significant decrease in the peasants’ fiscal burden. 608  But local 
governments are having a hard time; the question which remained for local officials 
was how to cope with this fiscal pressure. It was actually even simpler: either to make 
cuts in the number of personnel or in the provision of public goods, since most 
government expenditures were in these two fields.609 
 
The “fiscal hunger” by local governments is said to provide a heightened incentive to 
rationalize the expenditures and downsize bureaucracy610, which have long been a 
headache for the central government despite various previous attempts.611 But to get 
rid of personnel is a very difficult, if not impossible, task. A government position is 
generally regarded as lifelong employment. Those who have worked at the county 
level and below typically lack advanced education and marketable skills. They 
generally live in their place of birth for the rest of their lives. To further complicate 
the matter, the social security system in rural China is severely flawed; if one leaves a 
government position prematurely, one faces a diminished level of insurance against 
sickness, old age and accidents, etc. All these factors add great difficulty to the task of 
downsizing.612 
 
Again, the cost of downsizing is mainly shouldered by the lowest government level, 
the township. To prevent the futility of administrative reform this time around, the 
central government decided to provide subsidies as an incentive for local governments 
based on the number of townships reduced and the personnel cut. For each township 
eliminated, the subsidy was 400,000 Yuan. For each person cut, it was 3,000 Yuan613. 
More recently, the award has increased to 500,000 Yuan for each township eliminated 
and 4,000 Yuan for each person cut614. In 2005, more than 1,600 townships were 
eliminated, which was followed by another cut of 798 in 2006.615 
 
However, efforts to downsize governments do not necessarily result in the shedding of 
government personnel. The ratio of public employees (including personnel working in 
the administrative agencies and public service units616) to citizens was estimated to be 
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1:28 in 2005.617It rose to 1:19.72 in 2007.618 Li and Wu found that in one county in 
Anhui Province several offices had been merged into one general office without 
shedding any personnel; and this arrangement was quite common to stave off 
inspections by the upper governments.619 Other research discovered another ploy 
used by local governments, which is to change the administrative agency into a public 
service unit. With this change, the number of personnel on the “official” public 
payroll is declining, but actually those working at the public service unit still keep 
their wages and perks from township funds.620 It seems that the effort to streamline 
township governments does not result in a noticeable saving in personnel costs.621 
Since it proved to be difficult to eliminate persons from the government payroll, the 
provision of public goods became the aspect to be sacrificed.622 
 
3. Who obtains these intergovernmental fiscal transfers? 
 
It is now clear that intergovernmental fiscal transfers make up the lion’s share of 
revenues for county governments and below. Some questions then naturally emerge: 
how are these transfers distributed? Do the ways in which these transfers are 
distributed contribute to the inequality of expenditure and revenue per capita across 
counties? Due to the difficulty in accessing data at the county level, these questions 
have not been adequately explored but only touched upon by a handful of researchers 
so far. This section provides a review.  
 
An important dimension of the Chinese top-down system is that governments at each 
tier have to implement the mandates assigned to them from the upper authorities. The 
upper-level governments also retain the power to appoint, promote and dismiss key 
officials in the next tier of subordinate jurisdictions.623 Being part of this top-down 
administrative hierarchy, higher-level governments may rely on their administrative 
powers to distribute or even cut off fiscal transfers.624 How do the governments at the 
upper level exercise their discretion? 
 
Efficiency considerations prominently characterize central-provincial fiscal transfers. 
Using provincial data from 1995 to 2002, Zhan convincingly shows that the central 
government did not just send money to places with a high level of needs, nor did it 
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bend to political pressure from the provinces that enjoy a greater presence in the Party 
Central Committee; more importantly, provinces that can use the revenue efficiently 
consistently receive more central transfers.625 This finding is in line with the evidence 
presented above which demonstrates that central-provincial transfers actually 
contribute to the inequality between interprovincial fiscal capacities. 
 
The arrival of fiscal transfers at the county government seems to be subject to the 
same calculation. Interviewing county officials in Shanxi Province in the central 
region, Duan and Zhan found that counties with a relatively high level of 
self-sufficiency tend to receive more transfers from the provincial and prefecture 
governments, whereas poor counties failed to attract much revenue.626 Shih and Qi’s 
research is based on a dataset containing financial data for every county-level unit, 
including counties, county-level cities, and urban districts in 1995 and in 2000. 
Several patterns emerge from their research: first, the distribution of fiscal transfers 
demonstrates an urban bias; second, more affluent localities have advantages in 
attracting fiscal transfers than poor ones; third, “instead of allocating to poor places, 
the central and provincial governments reward counties that most aggressively expand 
their personnel and expenditure.”627 In another article with more complete data from 
1993 to 2003, Shih, Zhang and Liu confirmed the above findings and managed to 
produce an ordering of the calculations behind the transfers according to the statistical 
significance of the results: the number of fiscal dependents of county governments is 
the single most important determinant in the fiscal transfer, thus to prevent the 
bankruptcy of county governments seems to be the most important consideration 
when deciding on the distribution of grants; the second important factor is economic 
growth as transfers appear to be rewards for high-growth areas.628 Similar findings 
have been identified by researchers who have focused on Jiangxi Province629 and the 
whole country.630 
 
A related group of literature that investigates the inequality of fiscal capacity across 
counties also pins the blame on the tax-sharing system and intergovernmental fiscal 
transfers. It is now an established fact that the interprovincial disparity in terms of 
economic development has been gradually narrowing since 2003 and the 
intra-provincial disparity (measured by the inter-county disparities in most of the 
research) now account for the principal part of the total economic inequality in 
China.631 This largely accounts for the high variation in fiscal revenues across 
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counties, as the varying economic performance leads to divergent tax revenues.632 
Another important factor behind the diverging fiscal capacity across counties is the 
discriminating fiscal transfers seen from above. Using data from 1993 to 2003, Yin 
and others estimate that intergovernmental fiscal transfers explain about 50% of the 
total fiscal inequality across counties.633 Research using the county-level data on 
Anhui Province 634  and another seven provinces (Shanxi, Heilongjiang, Jiangsu, 
Zhejiang, Shandong, Hunan and Sichuan)635 also support these two explanations. 
 
4. Case studies 
 
So far, a panoramic view of the fiscal situation of county governments since 1999 has 
been presented: on the one hand, the inter-county disparity in economic performance 
is prevalently growing across the whole country and is more intensified within the 
provinces, leading to  a continuously growing divergence among tax revenue levels 
across the counties; on the other hand, the self-sufficiency of county governments is 
declining and intergovernmental fiscal transfers are becoming increasingly critical. 
However, the quantitative studies that are reviewed above show that 
intergovernmental fiscal transfers do not play an equalizing role in the worsening 
fiscal disparities at the county level. Obviously, it is essential to know whether these 
patterns of resource distribution are supportive of rural compulsory education, and 
what are their effects on the equalization of the provision of education, which is the 
aim of the education reform of 2002. But before examining these questions, two 
subsections will be devoted to outlining the causes of the unequal educational quality 
between the rural and urban areas in the late 1990s. Then the findings from my 
fieldwork on the situation after 2002 will be offered. 
 
4.1 The revenue targets for township governments 
 
Before the central government transferred responsibility for rural compulsory 
education to the county level in 2002, the township governments and villages were in  
charge of schools that provided basic education within their jurisdictions. It has been 
argued that the major cause of inequality in rural-urban education before 2002 was the 
divergent sources of funds. Urban compulsory education was supported by tax 
revenues that were contributed by the business sector. Rural areas only had a very 
weak business base to tax. The majority of the burden to fund compulsory education 
fell on the shoulders of peasants. Meanwhile, state policies generally had an urban 
bias, leaving rural areas completely to their own devices.636 In this subsection, I will 
present the impact of county-township fiscal relations on rural education before 2002, 
a previously neglected aspect of public finance that also deepened the education 
inequality. First, we will take a look at the fiscal relationship between county and 
township governments before the reform.   
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The basic format was a fiscal contract (baogan) between the two levels of government. 
In the fiscal contract, two quotas usually existed, one for revenue that the lower 
government had to collect, one for the expenditure to which the lower government 
was entitled. These two figures did not converge with the former being higher than the 
latter. When the revenue handed in by the lower government exceeded the revenue 
quota in the contract, the upper-level government would remit, according to the 
expenditure quota as promised in the contract, to the lower government as its 
expenditure. In addition, the lower government could retain a certain percentage of 
the extra revenue (= the total revenue minus the revenue quota). When the lower 
government did not meet the revenue target, it had to diminish its expenditure to a 
certain extent. The fiscal contract was generally negotiated every three or five years.  
 
The baogan system was quite a prevalent arrangement in sub-national public finance. 
The provincial government signed the contract with the prefecture, and the prefecture 
with the county and so on. The establishment of the tax-sharing system in 1994 
between the centre and the provinces has had implications for sub-national public 
finances. The provincial governments generally substitute the fiscal contract for a 
modified version of the “tax-sharing” arrangement with the prefectures. 637  The 
prefectures also follow the lead of the provincial governments, dividing taxes with the 
counties. However, the sub-prefectural tax-sharing arrangement does not work like the 
arrangement between the centre and the provinces. In fact, a hidden fiscal contract 
still exists.638 There exist separate revenue quotas for individual categories of tax; in 
other words, many revenue quotas are specified in the contract instead of one.639 And 
there continues to be only one expenditure quota. In essence, governments higher up 
still assign revenue targets down the line in practice. Beside the baogan system, the 
prefectural government will share transfers received from higher levels with a county, 
and a county with a township, but this is discretionary without any clear rule to be 
followed. In spite of the 1994 tax-sharing system, sub-prefectural fiscal relationships 
have been quite consistent since the mid 1980s.640 
 
The revenue targets in the fiscal contract were perceived by officials, especially at the 
township levels, to be of the utmost importance. For one thing, the fiscal contract was 
a performance contract between layers of governments. Failing to realize the targets in 
the contract would be considered a signs of incompetence, not to mention the 
implications of such a failure to submit enough revenue for the cadre’s yearly 
evaluation, which serves as the basis for further promotion. Second, falling short of 
handing in an adequate amount of revenue would significantly reduce the amount that 
the lower government could spend. In the words of one official, the heavy burden of 
collecting sufficient revenue to fulfil the fiscal contract in the daily administration of 
the township was readily noticeable:  
 

                                                             
637 See Chapter 5 for details.  
638  Wu Yi, 2007, Xiaozhenxuanxiao: yigexiangzhenzhengzhiyunzuo de yanyiyuchanshi (Noises in a small 
township: the evolution and interpretation of political processes in an agricultural township). Beijing: 
Sanlianshudian. 
639Zhou Feizhou, 2006, Rural Fee Reform and the Changing Relationship between State and Peasant, Sociological 
Studies, No.3. 
640 See Oi, Jean C. and Shukai Zhao (2007), Fiscal Crisis in China’s Townships: Causes and Consequences, in: 
Elizabeth J. Perry and Merle Goldman (eds.), Grassroots Political Reform in Contemporary China, Cambridge: 
Harvard University Press, 75-96. P. 76 
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“Tough luck if you work in the township. Every three years the county government 
almost unilaterally assigns the revenue targets you should fulfil. The figure never goes 
down. It is always increasing. In good years, you are relatively relieved. In bad years, 
you still have to do your job. Complaints? There are plenty of others who are eagerly 
waiting to take your place if you can’t fulfil your tasks. Moreover, when you cannot 
come up with what is required, the money you get to spend will also shrink. The 
county government receives its own revenue tasks from the prefecture. It is its priority 
not to fail in that regard. Thus, when you contribute less, you have to spend less. In 
this way, the county could reap enough to submit it to the prefecture. What is most 
difficult is when the prefecture asks for a 10% increase in revenue from the county, 
and the county will demand 20% or more from us [the townships]! The county hopes 
to show its competence to the prefecture by doing that! And it is us who have to 
swallow all this!”641 
 
With such heightened political and fiscal pressure, township officials adopted every 
possible way to get their jobs done. Two of the strategies adopted were particularly 
troublesome. First, the township sometimes borrowed from individuals to make up the 
shortfall between the revenue quota and the revenue that was actually collected. It 
appeared that both the county and township were happy with this result. The township 
fulfilled its task in this way. The county was satisfied and remitted according to the 
spending quota. The township then repaid the money, plus interest, owed to 
individuals from the remittance it received from the county. But what was hidden was 
the disturbing fact that the township actually had less to spend as it had to repay the 
debts it owed to individuals.  
 
The second strategy was to essentially bribe taxpayers from nearby localities to pay 
their taxes in other places. Chinese tax laws allow individuals and businesses to pay 
their taxes anywhere as long as receipts of payment are issued. Many township 
officials exploited this opportunity. They invited businessmen from other places to 
pay taxes in their jurisdiction so that they could meet the revenue target set by the 
county. In return, officials offered a discount tax rate. For instance, a receipt of 10,000 
RMB was issued when the businessman had only paid 9,000 RMB or even less. Again, 
the loss of 1,000 RMB would be met by the township itself by deducting it from the 
remittance it received from the county. As many townships were involved in the 
competition for taxes, the cost of bribing taxpayers increased. It was not uncommon 
for township officials to offer a 15 to 25% discount. In addition, officials had to pay 
persons who had acted as intermediaries.   
 
Both strategies were used to meet the tax quotas assigned by the county. Of course, 
township officials understood that the target was reached at the price of the township 
losing its spending power. However, they saw no other way of satisfying their 
superior at the county. 
 
“There is no other way (Mei Banfa). I remembered that in 2004 we had to submit to 
the county tax revenue of 550,000 RMB. Actually we only had a tax income of 
180,000 RMB. How on earth could I generate business that was capable of handing in 
tax revenue of 370,000 RMB within one year? I had to buy taxes from other places. 
Actually my predecessors did exactly the same. This was one of the reasons why we 

                                                             
641Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
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ended up with tax quotas of 550,000 RMB. The county just thought that we were 
doing fine. When we turned in the amount as required, we owed the taxpayers we had 
invited and the intermediaries a total of 130,000 RMB. You know what, in 2004, the 
county only allowed us to spend 360,000 RMB. Almost 30% of what we could spend 
was immediately gone. We were left with 230,000 RMB to cover all the expenses 
throughout the year. It was just crazy. The county should be responsible for all 
this.”642 
 
It is only one step before the township, subject to severe financial constraints, will 
choose to diminish its input in the provision of public goods that are not economically 
generative. In townships where there was not much business to tax, the provision of 
education and health care were on the verge of collapse. Situations in townships 
where enterprises are located were relatively better, but these townships also faced 
heightened pressure from the county to hand in more revenue.  
 
4.2 Unfunded or partially funded mandates for the township governments 
 
A mandate is defined as a constitutional provision, a statute, an administrative 
regulation, or a judicial ruling that places an expenditure requirement on a lower level 
of government. It becomes an important problem when governments at higher levels 
issue mandates to lower governments and only match them with inadequate funds, or 
do not fund the mandates at all. This could result in lower governments in a poor 
financial situation not being able to afford to pay for the mandates, and lower 
governments with adequate financial capacities resenting the directives that distort 
their own spending priority. In the townships of the three counties that I visited, the 
undesirable consequences of unfunded or partially funded mandates were visible.  
 
Unfunded mandates have resulted in severe debt problems for township governments. 
One of the biggest categories of township government debts is the funds borrowed to 
popularize the nine years of compulsory education. The campaign to popularize the 
Nine-Year Compulsory Education (the NYCE) was initiated by the central 
government in 1994. In this campaign, the Chinese regions were grouped into Type-1, 
Type-2, and Type-3 regions, ascending with the difficulty of the financial situation. 
Aiming to completely cover all eligible students, both the central and local 
governments were fully mobilized. “The highest leaders in both the Party and the 
government have taken a personal role in grasping this, setting up a system of 
target-oriented responsibility”. 643  Following the lead of the central level, local 
governments had “set up systems of assigning and assuming layer-by-layer 
responsibility at the levels of the province, the special district (municipality), the 
county and the village (rural township), with each level signing documents of 
accountability and responsibility for items within their own jurisdiction”.644 In the 
intergovernmental responsibility contracts, detailed targets were stipulated with 
several key indicators being given with more weight than others. In terms of financial 
input, “the central-local government ratio for the financial contribution (match ratio) 

                                                             
642Interview with one retired official from one township of CountyA on 20 March, 2009. 
643ShuShengyou, 1998, Ensure the "Three Growths" and Bring About the Popularization of Nine Years of 
Compulsory Education, Chinese Education & Society, Volume 31, Number 5, p. 18-20. P. 18. 
644Jiangxi Provincial Education Commission, 1998, Do Well the Work of Utilizing the Special Funds for the 
“Project” Speed Up the Pace of Popularizing Nine Years of Compulsory Education, Chinese Education and Society, 
vol. 31, no. 5, pp. 15-17. P. 16. 
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was 1:2 for Type-2 regions and 1:1.5 for Type-3 regions”.645 Type-1 regions were 
asked to cover all the necessary costs by themselves.  
 
Counties A and B were classified as Type-3 and Type-2 regions respectively and 
hence were eligible for funds from the central government. The provincial and 
prefectural governments also matched the central funds with some policy grants. 
County C was considered to be a Type-1 region and was asked to cover all the costs 
involved in popularizing the compulsory education. However, the massive debts 
accumulated during the campaign in the townships of the three counties clearly 
indicated that the funds provided by the governments at the higher levels were far 
from adequate.646 All the townships of the three counties ran up heavy debts in 
fulfilling the targets laid down in the system of layer-by-layer responsibility that “has 
been set up to handle the financial undertaking, with villages reporting to townships, 
townships reporting to counties, and counties reporting to the province or 
municipality” 647 . The political pressure generated by these intergovernmental 
responsibility contracts pushed officials at the villages and the township governments 
to come up with every possible solution. Interviews with the officials who had been 
involved in this campaign in the townships revealed several strategies that were used 
to cope with this financial impossibility.  
 
First, emphasis had been put on several key factors carrying the greater weight in the 
review by the higher-level governments, such as the number of newly built schools, 
newly hired teachers, and the students covered in this campaign, whereas the quality 
standards of the actual provision of education were compromised. Not all the curricula 
that are stipulated by the Ministry of Education were provided. Desks, stools, and 
other necessary equipment were insufficient. Second, the wages of schoolteachers 
were extensively delayed and diverted to pay for construction work. Even now, many 
schoolteachers are still waiting for their pay from the period between 1995 and 1997. 
Third, a large amount of money had been raised from peasants through levies, 
surcharges and donations. However, the funds collected were still hardly enough. 
Villages, township and county governments failed to pay the construction companies. 
Schools were requested to borrow from banks, even from individuals to compensate 
for the shortfalls in the funds. Already running at the edge of bankruptcy in daily 
administration, villages, township and county governments and schools barely had 
any means to repay their debts. Therefore, these debts have grown considerably over 
time.   
 
What we see in the townships of the three counties is actually a national problem. 
Local governments in the wealthy and poorer regions all reported the existence of 
educational debts. Moreover, it has been estimated that the total debt accumulated in 
the popularization of the NYCE by local governments has been around 100 billion 
Chinese Yuan! 648  Behind this massive debt problem is, once again, the cadre 
management system of the CCP. We have seen that township cadres resorted to 
borrowing in order to fulfil the revenue quota assigned by superiors in the last section. 
Being totally subject to the evaluation of the cadres from one level up, the township 
                                                             
645 Gerard A. Postiglione, 1998, Editor’s Introduction, Chinese Education & Society, Volume 31, Number 5, p. 5-8. 
P. 5. 
646 For the amount of these debts, see the discussion below.  
647 Gerard A. Postiglione, 1998, Editor’s Introduction, Chinese Education & Society, Volume 31, Number 5, p. 
5-8.  
648Caixing Weekly, 2010-02-08, http://policy.caing.com/2010-02-10/100117125.html 
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cadres are vulnerable to unfunded mandates. From time to time, a township, as the 
lowest level of government, and its cadres are burdened beyond their means.  
 
It is then no wonder that the inequality in the level and quality of compulsory 
education between rural and urban areas within regions and across regions was so 
sharp in the 1990s. Being completely decentralized, compulsory education was 
closely tied to the fiscal capacity of the locality. Urban areas with an abundant 
business sector as a tax base were able to provide relatively decent compulsory 
education, whereas parents in rural areas have to dig into their own pockets to prevent 
schools from collapsing. Moreover, excessive extraction by and unfunded mandates 
from governments higher up further pushed rural governments into fiscal difficulties. 
Spending on education then became a luxury for governments that were struggling to 
survive.  
 
4.3 The transformation of townships and the diverging fiscal capacities of county 

governments 
 
We now turn to the beginning of the new Millennium. With the demise of the 
township and village enterprises (the TVEs)649 around 2000 and the rural tax reform 
that occurred roughly at the same time, the townships are left with little stable revenue. 
Meanwhile, the central government has relocated responsibilities for rural education 
and health care to the county level since 2002. Under the influence of these 
developments, the township has gradually been hollowed out, and has finally become 
the de facto “administrative shell” of the county government after the “county 
managing township” reform (“xiangcaixianguan”). 650 In this reform, the county 
government will provide and manage the finances for the township governments.651 
“Townships and towns are reduced to service provision centers without a relevant 
budget”.652 The township governments are then placed in an awkward position. On 
the one hand, the central government provides incentive grants to reduce the number 
of townships so as to diminish the size of the government payroll; on the other hand, 
the county governments, after taking up the management of the public finances of 
townships, have been motivated to relieve their administrative workload by trimming 
down the quantity of townships. Between 2001 and 2006, it has been estimated that 
the number of Chinese townships was reduced by 7,400 (from 46,400 to 39,000), 
which means that China reduced, on average, by four townships s day.653 
 
Note that this transformation of townships coincided with the timing of the education 
reform. The central government seems to have finally reached the conclusion that the 
                                                             
649 Township governments used to be relatively well off due to the collective enterprises in which they participated 
in one way or another; around 2000, most of them were privatized 
650 Ministry of Finance, Notice on Furthering the Work of “County Managing Township” 
http://www.mof.gov.cn/zhengwuxinxi/caizhengwengao/caizhengbuwengao2006/caizhengbu20069/200805/t20080
519_24449.html See also Graeme Smith, 2010, The Hollow State: Rural Governance in China. The China 
Quarterly, 203, pp 601-618. John James Kennedy, 2007, From the Tax-for-Fee Reform to the Abolition of 
Agricultural Taxes: The Impact on Township Governments in North-west China. The China Quarterly, 189, pp. 
43-59.  
651 Christian Göbel, 2009, The Peasant’s Rescue from the Cadre? An Institutional Analysis of China’s Rural Tax 
and Fee Reform, in Thomas Heberer and Günter Schubert, eds. Regime Legitimacy in Contemporary China: 
Institutional Change and Stability, London: Routledge. P. 40. 
652Ibid. 
653 Yang Zhong, 2010, “Chinese Township Government: Between a Rock and a Hard Place,” in Jae Ho Chung and 
Tao-chiu Lam, eds., China’s Local Administration: Traditions and Changes in the Sub-National Hierarchy, 
Routledge Press. P. 185. 

http://www.mof.gov.cn/zhengwuxinxi/caizhengwengao/caizhengbuwengao2006/caizhengbu20069/200805/t20080519_24449.html
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fiscal capacity of villages and townships, generally speaking, is not sufficient to 
sustain the finance of rural public services. County governments should instead bear 
the burden. The following text in this section will assess whether the fiscal capacity of 
a county could be entrusted with the responsibility for equalizing education? 
Emphasis will be placed on the impact of subnational intergovernmental fiscal 
relations on a county’s fiscal capacity.  
 
The first issue is how is the fiscal capacity of a county decided? More specifically, 
how does the fiscal contract between the prefecture and the county affect the spending 
power of the county government? Remarks from officials I talked to revealed the 
calculations behind the ways that the prefectural government exercises its discretion 
in concluding the fiscal contract with the county. 
 
“Generally, every three or five years, the prefecture will renegotiate the fiscal contract 
with the county individually. Counties with a good economic record almost always get 
a high quota of expenditure in the fiscal contract. We [the poor county] are told that 
since we do not contribute much to the prefectural coffers, we have to tighten our 
belts. On the one hand, we agree that those who earn more should be able to spend 
more. But, on the other hand, we argue that we need extra resources to boost the 
economy so that we can climb out of the poverty trap. On most occasions, the head of 
the prefecture rejected our claim.”654 
 
The logic of the head of the prefecture is not difficult to understand. If he were to 
redistribute from the wealthier counties to the poorer ones, he would face two 
principal risks. The first is that such a move may result in disincentives for the 
wealthier counties. To motivate the efforts of subordinates to develop the economy, it 
is desirable for the prefecture to closely link the expenditure quota to the revenue they 
hand in. The more fruits from their efforts that the counties could retain, the higher 
incentives they have for further development. Assisting the development of the poor 
counties actually amounts to redistribution from the rich to the poor. This necessarily 
dilutes the incentive contract between the prefecture and the counties. Moreover, the 
redistribution is unavoidably objected to by the rich counties which might retaliate by 
reducing their efforts in developing the economy.  
 
The second issue that the prefecture head may worry about is the efficiency of such 
redistribution, if there is any. The sign of a good economy in certain counties signifies 
that either these counties have good economic structures and ordering, or the officials 
who are in charge have better abilities. It is rational for the prefecture head to keep the 
investment levels in those favourable counties high so that more output will be 
produced. The fiscal capacity of the prefecture will increase as these counties are 
doing better. On the other hand, it is inherently risky to throw money into places that 
are in a mess. One does not know how much is needed to improve the situation, nor 
how well these subordinates will spend the money. It has to be borne in mind that the 
prefecture head himself is subject to an yearly evaluation by the provincial 
government. It is very much in his interest to keep the workhorses happy so that he 
can more or less ensure a good record of achievement when being reviewed. This 
calculation and these two risks effectively result in the prefecture head ignoring 
requests from poorer counties. They also explain the above-mentioned statistical 

                                                             
654Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
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pattern that the affluent counties are favoured in intergovernmental fiscal relations. 
 
However, the poor counties are not completely disregarded. They are required to 
tighten their belts but are not left to perish. In the negotiations on the expenditure 
quota in the fiscal contract, the prefecture government generally sets a baseline which 
is based on the operation costs and the wages of fiscal dependents of the county. In 
other words, the basic running of the administration in the county is retained. The 
same official told me that  
 
“The standards used by the prefecture to estimate the operation costs and personnel 
wages are entirely outdated! On average staff need 3000 to 4000 Yuan RMB as 
administration costs. The appropriation from the prefecture only allows each one of us 
to have two-fifths of what is needed. This applies to our wages as well.”655 
 
The wages, as mentioned in the remark by this official, deserves special attention. As 
has been demonstrated in Chapter 5, typically the monthly wage of a state employee 
consists of a basic wage stipulated by the Civil Service Law, and various kinds of 
allowances, benefits, and bonuses. The level of the basic wage is universal across the 
whole country, and is set at a low level, generally one third of the monthly wage. 
What this official complained about is that the expenditure quota they received from 
the prefecture is only enough to cover the basic wages of state employees, whereas in 
the expenditure quota for the counties that do well in the revenue submission these 
counties can afford to pay their employees allowances, benefits, and bonuses.  
 
The way in which the prefecture decides on the expenditure quotas for the counties 
allows all the counties, even poor ones, to afford the basic wages of schoolteachers. In 
this way, what has been aimed by the central government in the educational reform is 
achieved. Paying the wages of schoolteachers is guaranteed when the payroll for 
schoolteachers is now managed by the county. However, what has been neglected by 
this reform is that the wages of state employees in China have never been the basic 
wage only. 656  Locally financed allowances, benefits, and bonuses are an 
indispensable part of their income. Apparently due to varying expenditure quotas 
received by counties, they have different capacities to finance these local allowances, 
benefits, and bonuses. Thus, the total earnings of schoolteachers across counties 
demonstrate a high degree of disparity. For instance, the total monthly wage of a 
schoolteacher in County C is around 1900 Chinese Yuan. Schoolteachers in County B 
and A earn roughly 1420 and 950 Yuan respectively. The direct result is that eligible 
teachers are attracted to  places where they can earn more.657 
 
Table 7.7 The three counties’ per-capita own revenue, transfers and expenditure, 2009 
 Per-capita 

own revenue 
(Yuan) 

Per-capita 
transfers 
from the 
prefecture 
(Yuan) 

Per-capita 
Expenditure 
(Yuan) 

Designated  
expenditure 
quotas per 
government  
employee 
(Yuan) 

County 756 519.9 1275.9 12400 
                                                             
655Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
656 See Chapter 6.  
657Interview with one official from the Bureau of Education, County A, on 18 March, 2009. 
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A 
County 
B 

1450 756 2206 17800 

County 
C 

2036 1141 3177 22500 

Source: calculated by the author based on materials collected during the fieldwork  
 
Table 7.7 shows the three counties’ per-capita own revenue, transfers and expenditure 
in 2009. Per-capita expenditure is equal to the sum of their per-capita own revenue 
and the per-capita transfers from the prefecture. As the Table makes clear, the 
disparity in per-capita revenue among the three counties is smaller than the disparity 
in per-capita expenditure. This means that the transfers from the prefecture actually 
contribute to the disparity in fiscal capacities across counties. The transfers from the 
prefectures to the counties also follow the same logic that is apparent in the process of 
negotiating the fiscal contracts. This also underlines the patterns identified by other 
scholars that intergovernmental fiscal transfers favour those counties with a good 
economic record.  
 
In the final column of Table 7.7 the designated expenditure quotas for individual 
government employees are presented. These are the figures that are stipulated in the 
fiscal contracts concluded between the prefecture and the counties. Evidently, the 
complaints by officials in poor counties are not without factual support. The 
designated expenditure quota per government employee of County A is much lower 
than that of County B and C.  
 
The different spending power of counties implies that county governments are likely 
to spend differently on education. Although the basic wages of schoolteachers are 
fiscally guaranteed in the fiscal contracts, the operation costs and the maintenance and 
construction expenses of schools are subject to the fiscal capacity of the county. The 
next chapter will investigate the actual spending behaviour of a county government.  
 
4.4 The debt problem of county governments 
 
Another issue that pops up is government debts. Local governments in China are 
heavily indebted. In 2002, it was estimated that the accumulated debts at the county 
and township level were around 1 trillion Yuan RMB, which equalled about 10 
percent of China’s GDP in 2002.658 To put this into perspective, “the debt burden of 
an average village is 500,000 Yuan, an average township is five million Yuan and an 
average county is 150 million Yuan”.659 The newest estimation by the Research 
Institute of China’s Ministry of Finance is that the public debt of local governments 
increased to 8 trillion Yuan RMB in 2010, roughly 20 to 25 percent of China’s 
GDP.660 These figures seem astonishing in light of the formal legal requirement that 
local governments are not allowed to run up fiscal deficits or to engage in debt 
financing.661 As expected, the three counties in our study also have sizeable debts.  
                                                             
658 Goebel, Christian, 2010, The politics of rural reform in China. State policy and village predicament in the early 
2000s, London: Routledge. P. 22. 
659 Lynette Ong, 2006, The Political Economy of Township Government Debt, Township Enterprises and Rural 
Financial Institutions in China. The China Quarterly, 186, pp. 377-400. P. 381. 
660 The Invisible Debt of Local Governments Tops 8 Trillion, one fifth of GDP, New Beijing, 2010-11-03 
http://finance.ifeng.com/news/special/dfzwwj/20101103/2814705.shtml 
661 Lynette Ong, 2006, The Political Economy of Township Government Debt, Township Enterprises and Rural 

http://finance.ifeng.com/news/special/dfzwwj/20101103/2814705.shtml
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Table 7.8 Debt level of the three counties in 2008  

                                                       (unit: 10,000 
Yuan) 

 Amount of 
total debt  

Debt to total 
annual 

revenue (%) 

Debt for 
education 

Debt for 
economic 

development 

Debt for 
operation 
costs and 

wages 
County 
A 

8720 73% 4100 1070 3550 

County 
B 

10290 41.3% 5840 2060 2390 

County 
C 

17520 24.6% 3680 11730 2110 

Source: calculated by the author according to the materials collected in the fieldwork 
 
Three types of debt constitute the largest amount of the total debts. The first type is 
the funds borrowed for meeting the targets in the campaign to popularize the 
nine-year compulsory education. The second type is the debt accumulated in efforts to 
develop the economy, including developing the Township and Village Enterprises (the 
TVEs), and infrastructure investment. The third comprises funds borrowed to pay 
wages owed and the operation costs of the administration. The composition of the 
major debts found in these three counties is largely in conformity with the findings by 
other scholars who have examined the issue of government debts at the township 
level.662 Several financial officers informed me that before the reform to have the 
county manage the townships, the county’s debt level was not that bad. The county 
government mainly borrowed funds for infrastructure investment and wages and other 
government operation costs. Since the financial authority of township governments 
has mostly been reallocated to the county government, so have the debts of townships 
also been reallocated. The county governments are now overwhelmed by those newly 
acquired debts. According to one official in County B, 
 
“When we asked the financial officers of the township governments to hand in their 
balance sheets, we were stunned! We couldn’t believe the amount of debts we were 
looking at. There is no way that they [the township governments] could repay these 
debts. We then asked them to provide details on the persons who were responsible for 
those debts, they could not even track down the full information. It is unbelievable, 
isn’t it? However, this is, to a certain extent, understandable. First, these debts have 
accumulated over a long time. They [the township governments and the villages] 
borrowed to finance the TVEs during the late 1980s to the early 1990s. Funds for 
meeting the mandates for education were borrowed in the mid- and late 1990s. Since 
2000, they have mainly borrowed to pay administration costs and wages. Second, as 
you know, the heads of townships are rotated on a short-term basis. They usually 
stayed in the posts for one or two years. They have to deal with problems that were 
left by their predecessors. It is not uncommon for them to borrow money simply to 
pay off the debts that have been there before they assumed office. It is really a 
                                                                                                                                                                               
Financial Institutions in China. The China Quarterly, 186, pp. 377-400. P.377.  
662Oi, Jean C. and Shukai Zhao (2007), Fiscal Crisis in China’s Townships: Causes and Consequences, in: 
Elizabeth J. Perry and Merle Goldman (eds.), Grassroots Political Reform in Contemporary China, Cambridge: 
Harvard University Press, 75-96.  
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mess. ”663 
 
But are there no government audits before heads of townships leave for another 
position? As explained by my interviewees, the financial officers at the township level 
are in practice directly appointed by the heads of township governments, falling short 
of legal procedural requirements. Those officials, influenced by township heads, often 
fail to keep the books according to the rules. This kind of illegal practice has usually 
resulted in the existence of two bookkeeping practices by the same government. When 
auditors from the county came, they only looked at the books that were presented to 
them because it was difficult to check all the transactions that were not recorded in the 
books. And if no corruption was involved, the audit on the outgoing township head 
was deemed satisfactory. The soundness of his management was generally not 
questioned.  
 
But why do the township and county governments have to borrow such great amounts 
for their daily administration? Invariantly, the interviewees all blamed the central 
government for extracting too much funds from local levels. This is also a consensus 
among scholars of public finance in China that the 1994 tax-sharing system does not 
favour local governments, leaving them with insufficient resources. 664  Local 
governments with less than 45% of the required revenue have to shoulder more than 
70% of the total expenditure. 
 
In addition to the actions of the central government, county officials also complain 
about the excessive extraction of funds by provincial and prefecture governments.665 
How do the poor counties and townships make up those shortfalls in the expenditure? 
Many of them resort to borrowing, or run into debt. Here we come to one of the main 
reasons as to why county and township governments have so many debts. First of all, 
daily administration costs have been a headache for townships. It is not uncommon 
that township governments fail to pay their debts to electricity companies, restaurants, 
petrol stations and retail outlets.  
 
Officials from the poorer counties do not mainly borrow to keep governments from 
falling apart. Unlike the officials in townships, they borrow heavily for development 
in the hope that economic development will enlarge the tax base which will increase 
their fiscal capacity. When they realize that they are not going to acquire much help 
from the prefecture, they have to raise funds to add impetus to their economies, such 
as improving the infrastructure, building industrial parks, even directly investing in 
certain sectors to kick-off growth, and so on. 666  While the law forbids local 
governments from debt financing in any form, local officials find various ways to 
circumvent this regulation. For instance, they set up companies with state assets. 
Those companies then turn to banks for extra funds with the backing of state assets. 
Banks know perfectly well that county governments will be the final guarantee if 
those companies fail to repay on time. The risks in lending money to those companies 
are thus perceived to be lower than lending to private enterprises. So banks are 
generally happy to lend money to companies with state assets. Unfortunately, it has 
been reported that most of the investment decisions by those companies, which 

                                                             
663Interview with one official from the Bureau of Finance, County B, on 18 July, 2008. 
664 See Chapter 5. 
665 See Chapter 5 for a scholarly discussion on this issue.  
666 See Chapter 8 for more.  



174 
 

actually comes from the county government, do not lead to sustained profit. When the 
momentum of new investments gradually fades out, reduced profits are sometimes not 
even enough to pay the interest on the debts. This is also the case for the three 
counties that I visited.  
 
Under pressure from the vast amount of debt, township governments regularly use 
wages owed to their employees to pay off the interest and the debt. Before the 
education reform of 2002, schoolteachers were especially vulnerable in this regard.667 
Education was not considered to be an indispensable part of the daily administration. 
The effect of wage arrears and a lack of operational funds on education was not 
readily and immediately visible. Moreover, schoolteachers usually held on to their 
posts even if they had not been paid for a year or more, simply because they felt 
responsible for the children. On the other hand, governments made all kinds of 
promises to meet people’s expectations. For instance, the township officials I 
interviewed in County A shared with me all kinds of promises they had once made to 
schoolteachers: the coming transfers from higher governments, extra levies on 
peasants, and investment by businessmen and so on. Of course, many of them are 
merely window dressing.  
 
Here we see a close correlation between an excessive extraction of funds by higher 
governments through intergovernmental fiscal relations and the growing debt problem 
of local governments. Naturally, a county with better economic development is less 
affected by the extraction of funds and hence has less need to borrow. In addition, 
heavier debts will necessarily diminish the spending power of poor counties, leading 
to a shaky fiscal basis for compulsory education, not to mention the equalization of 
education across counties. In the next chapter, the varying strategies that county 
governments adopt to cope with debt problems and the impacts on rural compulsory 
education will be discussed.  
 
4.5 Unfunded or partially funded mandates 
 
County governments are still not able to escape from the problem of mandates. Take 
the waiver of tuition fees and textbook fees as the example. The “Two Exemptions 
and One Subsidy” (the TEOS) project has been initiated by the central government 
from 2003 onwards.668 This project refers to the exemption from miscellaneous fees, 
the exemption from textbook and workbook fees, and a subsidy for boarding students’ 
living expenses and it proposes to cover all rural compulsory education stage students 
from families with financial difficulties. The funds from the central government pay 
for all the expenses in the central and western regions. The governments in the eastern 
region, where the three counties that I visited are located, have to find their own ways 
to provide funds for this project. In an interview with one official from the Bureau of 
Finance in County B, this official made the following complaint,  
 
“Our county is poor. So we have lots of students from difficult families. The funds we 
need for the TEOS are not a small amount of money. However, we heard from the 
Bureau of Finance at the prefectural level that the provincial government simply 
pushes most of this extra burden to the prefectures and only subsidizes the expenses 
of those that are designated as poor counties. The prefectural government only takes 
                                                             
667 This happened before 2002 when township governments were still responsible for the wages of schoolteachers.  
668 See Chapter 4.  
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up 55% of all the expenses. We have to find money for the rest. But from where?!”669 
 
One official in County C voiced his resentment as well.  
 
“It is very unfair what the prefectural government has done to us. It is true that our 
economic situation is better than other counties. But the population of rural students is 
also bigger than that of others. No subsidy from the prefectural government is simply 
unreasonable! Where can I go to get the money? We were 4 million RMB short in 
2008! We expect that the figure will grow in 2009 and 2010.”670 
 
County A is a nationally designated poor county, so it receives a subsidy for the TEOS 
directly from the provincial government. However, my interview with the officials in 
County A revealed their discontent.  
 
“The prefectural government felt that since a subsidy has been made available by the 
provincial government, it does not have further responsibility for appropriation. But 
the subsidy is simply not enough. The request we filed with the provincial 
government in 2008 was rejected. Instead, we were directed to seek help from the 
prefecture. We were again refused.”671 
 
Actually, the unfunded or partially funded mandates from the above turned out to be 
prevalent in almost all areas of county governance, such as wage increases for 
government personnel, public health, and agricultural construction projects. 672 
Interviews with officials from all three counties all confirm that the existence of 
unfunded or partially funded mandates is a daily fact which they have to live with. 
The popular saying that “The upper level of government invites you to dinner, but the 
local government pays the bill” (shangjizhengfuqingke, dangdizhengfumaidan)673 
aptly summarizes the difficult situation in which local governments usually find 
themselves.  
 
Nonetheless, the lower-level governments are not passive agents. They have 
developed several strategies to cope with these mandates. First, they clearly 
understand that although they could not refuse mandates from governments from 
higher levels, they could negotiate the funds that come along with the mandates on 
some occasions. The same official I interviewed in County B told me that his superior, 
the vice head of the Bureau of Finance, had the experience of working in the Bureau 
of Finance in the prefecture and knew the people there pretty well. Initially, the 
prefectural government decided to fund 45% of all the TEOS costs in county B. The 
vice head then paid several visits to meet the people working at the prefectural level, 
and managed to raise the share of funds from the prefecture from 45% to 55%. 
Allegedly, officials from other counties have tried lobbying as well, but none of them 
was successful. The connections which his superior had, according to the official I 
interviewed, was the key.674 

                                                             
669Interview with one official from the Bureau of Finance, County B, on 18 July, 2008. 
670Interview with one official from the Bureau of Finance, County C, on 22 April, 2009. 
671Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
672 Ting Gong and Alfred M. Wu, 2011, Central Mandates in Flux: Local Noncompliance in China, Publius, 
Advance Access, http://publius.oxfordjournals.org/content/early/2011/03/04/publius.pjr001.short 
673 Bryan Tilt, (2007). The Political Ecology of Pollution Enforcement in China: A Case from Sichuan's Rural 
Industrial Sector. The China Quarterly, 192, pp. 915-932.  
674Interview with one official from the Bureau of Finance, County B, on 18 July, 2008. 

http://publius.oxfordjournals.org/content/early/2011/03/04/publius.pjr001.short
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Second, county governments implement the mandates in strategic ways. When 
negotiation with upper levels is not possible and when there is no way that the county 
governments could afford the cost of mandates, they delay or partially undertake 
implementation. County C faced a gap of 4 million RMB in 2008, the county head 
directed the Bureau of Education to design a plan in which only 60% of eligible 
students received the TEOS in the first year and the rest will gradually be included in 
the programme over the next five years. The hopes were that the fiscal capacity of the 
county would improve or negotiations with the prefecture will fare well in the 
future.675 County A ended up allowing schools to charge a reduced fee from parents 
to cover the shortage of funds for the TEOS.676 
 
4.6 Extra-budgetary revenue 
 
Extra-budgetary revenue (EBR) refers to “various sorts of non-tax revenues outside 
budgetary management that are collected by government agencies, institutions and 
social organizations when performing government-delegated duties or acting on 
behalf of the government in accordance with laws, rules and regulations”. 677 
Currently, there are five main officially recognized forms of EBR: administrative 
charges (xingzhengshiyexingshoufeishouru), earmarked government funds 
(zhengfuxingjijinshouru), remittances to administrative departments 
(zhuguanbumenjizhongshouru), funds raised by township governments 
(xiangzhenzichoutongchouzijinshouru), and other unclassified EBR.678 
 
Several points should be noted from the beginning. First, not all non-tax revenues are 
termed as EBR. Some categories of non-tax revenues are also subject to budgetary 
management. Second, EBR is legal, unlike the illicit levies by governments and 
officials. Thus, EBR still exists after the rural tax reform which abolished the illicit 
levies. The most distinctive character of the EBR is that the State Council or the 
Ministry of Finance at the central level and provincial governments at the local level 
could authorize certain government agencies and social organizations to collect 
administrative fees, funds, and extra charges. This means that, contrary to the revenue 
based on taxes which only the central government has the authority to set up, EBR is a 
more expedient source of revenue for local governments. As Figure 7.9 below shows, 
EBR was once on a par with, and even exceeded, the budgetary revenue. In 2006, the 
EBR accounted for about one fifth of China’s budgetary revenue, reaching 640 billion 

                                                             
675Interview with one official from the Bureau of Finance, County C, on 22 April, 2009. 
676Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
677 Jing Vivian Zhan, 2009, Undermining State Capacity: Vertical and Horizontal Diffusions of Fiscal Power in 
China, Asian Politics & Policy, Volume 1, Issue 3, P390–408. P. 392. 
678 State Council, 1996, GuanyuJiaqiangYusuanwaiZijinGuanli de Jueding (Decision on Strengthening the 
Management of Extra-Budgetary Fund).http://dhcz.gov.cn/ArticleShow.asp?ArticleID=70As summarized by Zhan 
Jing, administrative charges are charges on targeted citizens or legal persons by government departments, agencies, 
social groups when conducting public administration or providing certain public services, such as fees for granting 
professional certificates. Earmarked government funds are charges by governments and relevant government 
departments on citizens, legal persons, or other organizations in support of certain causes and for specified uses, 
such as educational surcharges. Remittances to administrative departments are management fees or other funds 
collected by administrative departments from their subordinate enterprises, agencies, and social institutions. Funds 
are raised by township governments and their agencies from township and village enterprises, land users, and 
individuals etc. Other fiscal incomes of administrative departments and agencies not included in budgetary 
management are donations to governments and profit return or interest income from extra-budgetary funds. See 
Jing Vivian Zhan, 2010, Strategy for Fiscal Survival? Analysis of Local Extra-budgetary Finance in China, The 
State of the LocalState in China, Workshop in OxfordUniversity. P5.  

http://dhcz.gov.cn/ArticleShow.asp?ArticleID=70
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Chinese Yuan. 
 

Figure 7.9 Ratio of EBR to budgetary revenue, 1952 to 2006 

 
Source: Tsen, Yung-Chin, 2010, Dynamic Effect of Extra-budgetary Fund in Mainland 
China, East Asian Studies, Vol. 41, No. 2, pp. 43-73.  
 
EBR therefore constitutes an important source of funding for local governments to 
alleviate their fiscal distress.679 Some scholars even dub the EBR as the second 
budget of local government.680 How does the sub-provincial collection of EBR affect 
the fiscal capacity of local governments? And what are the impacts of the collection of 
EBR at the local levels on the provision of rural compulsory education? 
 
The rationale of EBR, as seen by the central government, is to provide supplementary 
sources of funds to local governments and their agencies. It seems that the purpose of 
collecting EBR is to compensate for the shortage of budget revenues at the local level. 
Contrary to expectations, Zhan, using the provincial data from 1994 to 2006, found 
that the amount of EBR is negatively correlated with the fiscal shortage of provincial 
governments. In other words, “if a province fails to generate sufficient revenue 
through budgetary channels, it cannot do well in extra-budgetary collection either”.681 
This point is also confirmed by other research.682 
 
If this is also the case at the county level, EBR will certainly contribute to the growing 
fiscal disparity across counties. Unfortunately, this is exactly what I found in my 
fieldwork. An interview with one official working at the Bureau of Finance in County 
A revealed the institutional logic behind this pattern.  
 
“Why do we not have as much EBR as County C? It is quite simple. County C has a 
much better economy than us. A better economy means more demands for 
government services, and hence more administrative charges are collected. 

                                                             
679Jia, K., & Zhao, Q. 2008, ZhonggguoJingjiGaigeSanshiNian/CaizhengShuishou Juan 1978-2008 (Thirty Years 
of Economic Reform in China/Finance and Taxation 1978-2008).Chongqing: ChongqingUniversity Press. 
P289-290. 
680 Andrew Wedeman, 2000, Budgets, Extra-budgets, and Small Treasuries: Illegal monies and local autonomy in 
China, Journal of Contemporary China, Volume 9, Issue 25, 2000, pp. 489-511. And Yang, C. and Scapens, R. W., 
2010, Chinese Public Finance Framework: A Contextual Analysis, Financial Accountability & Management, 26: 
163–189. 
681 Jing Vivian Zhan, 2010, Strategy for Fiscal Survival? Analysis of Local Extra-budgetary Finance in China, The 
State of the LocalState in China, Workshop in OxfordUniversity. P. 21. 
682 See also Tsen, Yung-Chin, 2010, Dynamic Effect of Extra-budgetary Fund in Mainland China, East Asian 
Studies, Vol. 41, No. 2. pp. 43-73.  
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Meanwhile, both earmarked government funds and remittances to administrative 
departments require contributions by enterprises. Of course, with a better economy, 
more enterprises could be charged.”683 
 
In addition to the correlation between EBR and local economic situations, I found out 
in the fieldwork that actually a much larger share of local EBR is not counted in the 
statistics compiled by the Ministry of Finance. This corresponds to the findings of 
several other scholars who have also noted the existence of the hidden EBR of local 
governments that escape the purview of the central government, including fees 
charged for the transfer of land use,684 social security funds,685 and other charges by 
government agencies.686 In 2006, the revenue from the transfer of land use had 
already reached 767.7 billion,687 exceeding the total amount of EBR that is counted 
by the state. So at least more than 1.3 trillion in EBR was not managed by the state 
budget in 2006.688 
 
Why does such a big amount of state revenue remain outside the budget? When I 
posed this question to the officials I interviewed, they corrected me by pointing out 
that I should ask the “right” question: why do county governments have to collect 
such big amounts of fees. Again, they held the central, provincial and prefecture 
governments accountable. 
 
“It is convenient to simply kick the responsibilities for expenditures down to your 
subordinates. The central government takes bulk of all tax revenue but decentralizes 
the responsibilities of expenditure, such as health care, education and construction. 
The provincial government does the same to the prefectures. Then prefectures shift 
the burden to us. In order to afford these expenses, we have to charge additional 
fees.”689 
 
While being partly true,690 the explanation from this official apparently does not tell 
the whole story. Another important reason why county governments collect so many 
fees is because they have full control of EBR and do not have to share with other 
layers of government. Furthermore, they can spend EBR as they wish. Local 
governments could use EBR to fill the gap between budgetary revenue and 
administration expenditures. They could also use EBR to increase the level of benefits 
for government employees. And they could use EBR to finance the projects they find 
profitable.691 This fiscal incentive to a great extent explains the collection of such a 
big amount of EBR at the local level.692 

                                                             
683Interview with one official from the Bureau of Finance, County A, on 19 March, 2009. 
684 See Chapter 6.  
685 Enterprises and employees all contribute to the social security funds that are managed by the Bureau of Labour 
and the Bureau of Civil Affairs. This fund is not managed by the state budget but by local governments.  
686 Some government agencies may illegally charge enterprises and individuals. For a discussion of these three 
hidden EBR, see Ping Xinqiao, 2007, The Expansion of Local Government's Expenditure in China, Comparative 
Economic and Social Systems, No. 1. Ma Yuanyan, 2005, The Causal Analysis of Off-budget Inflation in the 
Provincial Government after Taxation Reformation, Journal of Public Management, 2(1).  
687 See Chapter 6.  
688 Yin Yiwei, How Far are We from the Government that does not Live by Charging, 
http://npc.people.com.cn/BIG5/71673/5859310.html 
689Interview with one official from the Bureau of Finance, County B, on 18 July, 2008. 
690 See Chapter 5 for the division of expenditures among the layers of governments in China.  
691Kellee S. Tsai, 2004, Off balance: The unintended consequences of fiscal federalism in China, Journal of 
Chinese Political Science, Volume 9, Number 2, 1-26. Also see Chapter 8 for more on this aspect.  
692 Kai-yuenTsui and Youqiang Wang, 2004, Between Separate Stoves and a Single Menu: Fiscal Decentralization 

http://npc.people.com.cn/BIG5/71673/5859310.html
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Currently, the single most important EBR is the revenue which local governments 
collect from the transfer of land use rights. It accounted for more than half of all local 
EBR in 2006 (767.7 billion) and grew to over one trillion in 2007.693 Once again, 
research converges on the point that the rapid growth of land-related revenue at the 
local level is induced by the excessive extraction of intergovernmental fiscal funds.694 
In the face of overwhelming expenditure responsibilities, local governments, taking 
advantage of their exclusive ownership of land, reap high returns in the process of 
converting lands into commercial use. Nonetheless, this process of land (mostly rural 
land) converting which is orchestrated by local governments is awash with conflicts 
between the state and the people, because local governments depress compensation to 
the occupants as much as possible and even force the occupants to leave the land in 
many cases.695 
 
What matters in this research is whether the reaping of land-related revenues leads to 
the equalization of fiscal capacities across counties. Unfortunately, what I saw in the 
fieldwork provides a negative answer. County C, the most industrialized and 
commercialized among the three counties, is naturally experiencing an increase in 
land value. Developers found investing in County C much more profitable than 
investing in County B and A. As the county government is the sole provider of land 
use rights, developers compete to offer high prices to the government of County C. 
And hence the land-related revenues of County C are much higher than those of 
County B and A. Logically, County B has done better than County A in land-related 
revenues. I could not obtain access to the actual figures relating to EBR in the three 
counties. Hence, a direct comparison is not possible. However, a casual knowledge of 
the prices on the housing markets of the three counties provides evidence of the 
varying land prices. The volumes of land-related revenues of the three counties must 
be very different.    
 
5. Discussion 
 
Instead of decentralizing the authority to set up taxes to cater for local needs, the 
central government imposes a uniform tax regime countrywide. As local economic 
structures vary greatly, the tax revenues of local governments naturally differ from 
each other. The rates of agriculture-related taxes are low. Meanwhile, the costs of 
collecting these taxes are high. Hence, the grain-growing regions, as opposed to 
regions with advanced secondary and tertiary sectors, are in great fiscal difficulties. 
However, the Chinese intergovernmental fiscal transfers are not marked with 
emphasis concerning the equalization of local fiscal capacity. On the contrary, the 
transfers skew towards regions with a good record of economic growth, with the 
purpose of further inducing development there. The fiscal needs for providing social 
services are subsidiary in the allocation of transfers. These characteristics permeate 
not only central-provincial transfers, but also sub-provincial transfers. In this way, the 

                                                                                                                                                                               
in China. The China Quarterly, 177, pp. 71-90.  
693 See Chapter 6.  
694Lin, G.C.S.(2009) Developing China: Land, Politics, and Social Conditions. London: Routledge. Liu, Mingxing, 
Ran Tao, Fei Yuan and Guangzhong Cao. 2008. Instrumental land use investment-driven growth in China. Journal 
of the Asia Pacific Economy. 13(3):313-331.  
695XiaolinGuo, 2001, Land Expropriation and Rural Conflicts in China. The China Quarterly, 166, pp 422-439. Lin, 
G. C.S., 2010, “Understanding land development problems in globalizing China.” Eurasian Geography and 
Economics, 51 (1): 80-103.  
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inequality of fiscal capacities across localities continues to grow.  
 
The rural tax reform was initiated as a response to local accountability deficits. 
Excessive and illegal extractions of funds from the people by local governments and 
the resulting social unrest have destabilized the governing of the Chinese state. These 
problems are especially pronounced in the grain-growing regions as they have greater 
fiscal needs. By abolishing agriculture-related taxes, the central government 
eliminated local governments’ policy instruments to extract from the people. While 
benefiting the rural population, this reform did not fully address the root causes of the 
excessive extraction of funds. The central government seems to believe that once the 
policy instruments are gone, the corruption of local officials – the most important 
underlying cause of excessive levies – will be curbed. What the central government 
has neglected is another cause which is no less important than local corruption. The 
tax-sharing system that was put in place in 1994 takes too much revenue away from 
sub-national governments which, in the same time, have to shoulder the bulk of the 
expenditure responsibilities. The provincial and prefecture governments follow the 
lead of the central government, retaining the revenue and kicking the responsibilities 
to spend downwards. The acute imbalance between revenue and expenditure at the 
county level and below compels local governments to look towards the people. Thus, 
when the rural tax reform has institutionally cut off a very important source of local 
governments’ revenue, public services have to be provided at a diminished level.  
 
The imbalance between revenue and expenditure at the local level has also generated 
severe debt problems. To fill in the shortfall in the expenditure, local governments 
borrowed heavily from banks and individuals. They often could not pay their bills on 
time. The wages of government employees, especially teachers, are usually delayed. 
Moreover, the unfunded or partially funded mandates from above have, from time to 
time, dragged local governments deeper into debt. Waves of policy or directives from 
higher governments arrive at the local level with funds that are far from adequate. 
Nevertheless, these mandates are backed by political accountabilities. Failing to 
accomplish tasks sanctioned from above practically means the end of a political career 
for those officials responsible. Local officials are thus effectively motivated to 
mobilize every resource under or beyond their disposal. As has been demonstrated in 
this chapter, the mandate to popularize the NYCE is one of the main reasons why 
local governments are so heavily in debt. Again, the magnitude of government debts 
varies together with the local fiscal capacities. Affluent areas have suffered less from 
debts, while poor regions have been blighted with debt. 
 
Extra-budgetary revenues seem to be life savers for local governments. These 
revenues, intended by the central government as complements to local tax revenue 
whenever it is insufficient, do not have to be shared with governments at higher levels. 
Local governments apparently make good use of them. EBR once grew to equal the 
budgetary tax revenue. Then the 1994 tax-sharing system brings financial disciplines 
for local governments. It now accounts for roughly 20 percent of local budgetary 
revenue. Once more, the collection of EBR correlates with the level of economic 
growth of local governments. The undocumented land-related revenue, now widely 
recognized as the single most important EBR for local governments, follows the same 
pattern as other categories of EBR. In all, regions with a good economic record 
greatly outperform other regions in the collection of EBR.  
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It is now readily obvious that the ways in which the Chinese tax regime and 
intergovernmental fiscal transfers are structured are the underlying causes of the 
divergent fiscal bases across regions (counties). Meanwhile, the county governments 
and below have shouldered the expenditure responsibilities which are, to a great 
extent, disproportional to their fiscal capacities. The imbalance between revenue and 
expenditure and the unfunded mandates have resulted in overwhelming local 
government debt problems. All these vertical aspects of public finance in China work 
against the equalization of fiscal capacities across regions (counties), which 
effectively make the prospect of the equalization of the provision of public services 
rather remote.  
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Chapter 8 The Political Economy of Spending Behavior of Local Governments: 

Tales of Three Counties 
 
 
This chapter will study the spending behaviour of three county governments in light 
of the divergent fiscal capacities they have. It starts with their expenditure structures. 
Then the budgetary process at the county level, the actors involved and the political 
and economic considerations will be discussed. The third section will assess who 
actually are the winners and losers in the budgetary process. And finally, it addresses 
how the educational resources are allocated between rural and urban areas.  
 
1. Structure of the Expenditure by Function at the County Level 
 
Government expenditures at the county level consist of spending on three main 
categories and miscellaneous unspecified expenses that are lumped together as “other 
expenses”. Table 8.1 is derived from the National Prefecture, City, and County Fiscal 
Statistics which are published by the Budget Section of the Ministry of Finance. Three 
counties that are under investigation all use this categorization to record the monetary 
flows within their jurisdictions.  
 

Table 8.1 Structure of the Expenditure by Function at the County Level 
Category  Items at County Level  

Expenses for Public 
Goods and Services  

operating expenses for culture  
operating expenses for education 
operating expenses for science 
operating expenses for health 
social security subsidies  

Expenses for 
Economic 
Construction  
 

expenditure for capital construction  
expenditure supporting rural production  
expenditure for forestry  
expenditure for meteorology and water resources 
expenditure supporting agricultural production 
innovation fund 

Expenses for 
Government 
Administration  

expenditure for government administration  
expenditure for the police, procurators, and the courts  

Others  other expenses  
Note: the names of some concepts have slightly changed over time. The listed items 
of county-level expenditures are from the data source of the National Prefecture, City, 
and County Fiscal Statistics, which are not exactly the same as what are listed in the 
Finance Yearbook of China because of the specific situation of prefecture and 
county-level finance. Source: National Prefecture, City, and County Fiscal Statistics 
1993-2005. 
 
According to Zhou, who used a national dataset, economic construction constituted 
the largest expenditure among the three major categories in the aggregated nation 
budget from 1978 to 2005696. The year 2006 is the first year when government 

                                                             
696 Zhou, Feizhou. 2006. “Fenshuizhishinian: zhidujiqiyingxiang” [“Ten Years of Tax-sharing System: Institution 
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spending on public goods and services became the largest expenditure in the national 
budget697. Despite the increasing emphasis on public service provisions, scholars still 
take the view that economic construction is still the government’s largest expenditure 
if off-budget revenues are included in the calculations698. As to the three counties, 
their expenditure structures largely conform to the national patterns. See Table 8.2 for 
a brief summary. Spending on public goods in County A and B proved to be the 
biggest drain on their fiscal revenue, whereas economic construction seems to be a 
priority on the spending agenda of County C. It should be noted that expenses for 
government administration in County A and B exceeded spending on economic 
construction.  
 

Table 8.2 structure of spending in County A, B and C in 2007 
 Public Goods and 

Services 
Economic 
Construction 

Government 
Administration 

County 
A 

38.2% 22.9% 34.1% 

County 
B 

35.7% 29.8% 31.3% 

County 
C 

29.1% 35.6% 27.5% 

Source: calculated by the author based on the Accounting of the County Budget for 
the Fiscal year 2007, County A, B and C. 
 
2. Budgeting process of county governments 
 
Table 8.2 shows the structure of the expenditure of the three counties, which is the 
end-result of county governments’ spending behaviour. The structure of the 
expenditure itself is a good indicator of the spending preferences of county 
government; however, in this chapter emphasis is placed on the actual budgetary 
process due to the following reasons: first, the limited cases (three counties) that the 
author has had access to make it difficult to generalize the patterns that emerged from 
the case studies; ideally, it would be desirable to have a large sample of data on 
counties’ spending structures, the analysis of which could enjoy a certain degree of 
generality. To compensate for the narrow focus of my fieldwork, I directly explore the 
actual strategic calculation of actors that are involved in the budgetary process by 
conducting interviews. Second, the analysis of only budgetary data is likely to be 
misleading because of the existence of the large quantity of extra-budgetary revenues 
that are deployed by the government outside the budgetary process. The data on these 
extra-budgetary revenues is generally kept secret both from the public and the 
superior governments; without due attention to these extra-budgetary resources, the 
reliability of the conclusions regarding the spending preferences of county 
governments would be severely impaired.  
 
2.1 Budgeting participants 
 

                                                                                                                                                                               
and the Consequences”]. In Social Sciences in China, Vol. 6, pp. 100-115. 
697Ministry of Finance (ed.), 2007, ZhongguoCaizhengTongjiNianjia 2007 [Finance Yearbook of China 
2007].Beijing: China Finance Journals Press. 
698 Zhang, Jun, Gao Yuan, Fu Yong, and Zhang Hong. 2007. “ZhongguoWeishenmeYongyou le Lianghao de 
JichuSheshi” [“Why China has Good Infrastructure?”]. JingjiYanjiu [Economic Research Journal], (3), pp. 4-19. 
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Table 8.3 sets out the formal participants and their responsibilities in the budgetary 
process as stipulated by the Budget Law of the PRC.  
 

Table 8.3 Budgeting participants and their responsibilities 
Participants Responsibilities 

 
The county level 
People’s Congress                  
(Annually) 

1. Review the reports of the budget proposal and 
budget execution; 
2. Approve budget and execute it; 
3. Modify or abolish inappropriate decisions in budget 
proposal and budget execution made by the county-level 
People’s Congress Standing Committee; 
4. Abolish the decisions in the budget proposal and 
budget execution made by county government. 

The Standing 
Committee of the 
county-level People’s 
Congress (the Budgeting 
Committee of the 
Standing Committee (the 
BCSC) is the 
Division that actually 
conducts these 
functions.)  

1. Supervise budget execution; 
2. Review and approve budget adjustment; 
3. Review and approve budget execution; 
4. Abolish inappropriate decisions in budget proposal 
and budgeting execution made by the county 
government.  

 
 
 
 
The County            
Government         
 

 Prepare the reports of the budget proposal and 
budget execution; 
 Report budget proposal to the county-level People’s 
Congress;  
 Arrange budget execution; 
 Decide on the use of the reserve fund; 
 Prepare budget adjustment; 
 Supervise budget execution of the township 
governments;  
 Modify or abolish inappropriate decisions in the 
budget proposals and budget execution made by the 
county government and township governments; 
 Report budget execution to the county-level People’s 
Congress and its Standing Committee. 

 
 
The Bureaus of Finance               
 

1. Prepare reports of budget proposal and budget 
execution; 
2. Arrange budget execution; 
3. Submit the proposal for budget reserves; 
4. Prepare budget adjustment; 
5. Report budget execution to the county Government 
and the upper-level Public Finance Bureaus. 

 
Spending Departments      
 

1. Prepare reports of budget proposal and budget 
execution; 
2. Arrange and supervise departmental budget 
execution;  
3. Report departmental budget execution to the 
Bureaus of Finance. 
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Budget Units under        
Spending Departments        

1. Prepare reports of budget proposal and budget 
execution; 
2. Hand over revenue and arrange budget execution; 
3. Accept the budget supervision. 

Source: Budget Law of the PRC, March 22, 1994. 
http://www.moc.gov.cn/zhinengbm/cws/7/htm 
 
2.2 Budget cycle 
 
In all the three counties, the “Two-up and two-down process of the budget cycle” have 
been adopted. Under the two-up and two-down budgetary process, the Bureaus of 
Finance call a budgeting preparation meeting for all spending departments. The 
purpose of this meeting is to discuss the budget guidelines for the next fiscal year, 
including the basic disciplines and the methods of budget compilation. Under the 
guidelines, each department compiles its budget requests and then submits them to the 
Bureaus of Finance (the first up). After the Bureaus of Finance review the 
departments’ budget requests, they provide revised suggestions to the departments 
(the first down). The spending departments modify their budgets and then submit 
them to the Bureaus of Finance one again (the second up). The spending departments 
can defend their budgets if they disagree with the Bureaus of Finance on the revision 
suggestions before the second up. After reviewing the revised budgets of all 
departments, the budget divisions of the Bureaus of Finance consolidate all spending 
departments’ budget requests in one budget proposal and then send it to the BCSC of 
the local People’s Congress for an initial legislative review. With the BCSC’s approval, 
the budget proposal is submitted to the annual local People’s Congress meeting. Once 
the budget proposal has been approved by the local People’s Congress, the Bureaus of 
Finance send it to the spending departments (the second down). Then, the budget 
execution starts. 
 

Figure 8.1 The two-up and two-down process of the budget cycle 

 
The crucial step in the budgetary process is the first down, in which the Bureaus of 
Finance assign the expenditure quotas for individual department. In deciding the 

Public FinanceBureaus 

Spending Departments 

 
First up 
(Initial 
budget 
requests) 

 
 
First down 
(with budget 
suggestions) 

 
Second up 
(Modified 
budget 
requests) 

 
 
Second down 
(after 
legislative 
approval) 

http://www.moc.gov.cn/zhinengbm/cws/7/htm
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expenditure quotas for the spending departments, the Bureaus of Finance first use 
predicted revenue as the budget ceiling. Second, under the budget ceiling, legally 
mandatory expenditures, such as education, science and agriculture, are first funded. 
In the third step, the remainder of the budget is divided into a few major categories by 
the Bureaus of Finance, called qiekuai (literally ‘the slicing of the cake’). For example, 
in County A in 2008, 72.9 million was for social security; 40.74 million was for public 
security; and so on. The fourth step is then to allocate the category budgets to 
individual spending departments.  
 
2.3 Budget methods 
 
The slice of the total budgetary revenue that is assigned to individual departments is 
allocated to cover the spending department’s three main expenditure items: personnel 
expenditure, operation expenditure, and programme expenditure. Budget methods 
vary in response to the types of expenditure.  
 
Personnel expenditure: personnel expenditure ranks as the top priority of 
departmental budgeting. Since the Staff Size Commission and the Personnel 
Department control how many employees each department can hire and how much 
they are paid, the spending departments’ basic work on personnel expenditure is to 
collect basic employment information and report it to the Bureaus of Finance, such as 
the number of employees, their positions, their educational background, their length 
of service, and so on. Therefore, personnel expenditure does not involve any specific 
budget strategy.  
 
Operation Expenditure: the operation expenditure is decided by the Bureaus of 
Finance based on four variables: (1) the daily administration expenses of the 
departments, such as postal costs, water, conferences, travel, telephone, heating, and 
car maintenance fees; (2) fiscal capacity; (3) other local governments’ quota; and (4) 
historical operation expenditures.  
 
Together with the operation expenditure, both County A and B use the formula budget 
method to compile the basic expenditure (including personnel and operation 
expenditure) budget. For a department, 
Basic expenditure=per capita expenditure quota * the number of employees 
 
Two important issues deserve special attention. First, the Bureaus of Finance in 
County A and B refer to budget numbers of previous years to decide on the per capita 
expenditure quota, a usual practice which is widely documented in the literature. The 
reasons for this strategy are mainly twofold: 1) due to limited fiscal capacity, both the 
Bureaus of Finance and the departments realize that the Bureaus of Finance cannot 
afford it if departments compile budget requests based on their real needs; 2) because 
of the information asymmetry, the Bureaus of Finance have huge difficulties in 
assessing which of the departments’ spending requirements are real and legitimate, 
and not for something which is unnecessary or a luxury. As one official who works at 
the Bureau of Finance put it, “enough is enough [for the spending departments], I 
cannot give them all the money they want even if I have the money”699; meanwhile, 
the Bureaus of Finance work out an increased rate of per capita expenditure quota 

                                                             
699Interview with an official from the Bureau of Finance of County A, 12 March, 2009. 
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every year according to the expected revenue increase, the expected consumer price 
index, national policies and other relevant factors; in this way, the per capita 
expenditure quota is fixed, combining the budget numbers of the previous year and an 
increased rate. The second issue is that the Bureaus of Finance do not assign an 
expenditure quota for each department, but for a group of departments with a similar 
workload or political importance.  
 
Programme expenditure: in China, programme expenditure refers to the spending on 
public programmes that include neither daily operation needs nor minor maintenance 
expenditures which regularly occur. The operation costs that occur occasionally and 
involve large amounts of expenditure, such as big conferences, or significant research 
projects, are on the list of programme expenditures. The categories of programmes are 
different in response to the diversity of the departments’ functions. Departments are 
required to compile their own programmes’ inventories and to rank these programmes 
according to their importance. Departments submit their programme budgets with 
detailed programme proposals, including a feasibility analysis, financing plans, and 
budget proposals. Based on the departments’ inventories, the Bureaus of Finance 
establish their own programme inventory by consolidating all programmes submitted 
by the departments. The Bureaus of Finances do not consider the programmes that are 
not included in this inventory. Theoretically, the Bureaus of Finance are supposed to 
mix and re-rank all departments’ programmes based on a macro-budget analysis. In 
practice, the Bureaus of Finance neither mix nor re-rank these programmes. Generally, 
the Bureaus of Finance approve the programmes according to the budget ceilings that 
they assigned to the departments.  
 
2.4 Who controls the budget planning? 
 
Table 8.3, Budgeting participants and their responsibilities, presents the formal 
institutions in the budget planning, in which the government prepares budget 
proposals and the people’s congress has the final say on the adjustment and approval 
of the proposals. It seems that China adopts a budgetary process which is no different 
from other democratic countries where people’s representatives decide on the issues 
of people’s money. However, fieldwork in the three counties led me to a completely 
distinctive picture.  
 
The budgeting processes of all three counties are dominated by the administration. In 
three steps, the determinative role of the people’s congress in the budgeting cycles is 
rendered trivial. First and foremost is the role which the CCP plays at the county level 
in the budget cycles: when the budget proposal is ready, it will first be discussed at the 
standing committee of the party committee at the county level. The standing 
committee usually consists of the party secretary, the county governor who usually 
serves as the vice party secretary, the chairman of the people’s congress of the county 
who is also a member of the CCP, the chairman of the political consultative 
conference of the county who is also a member of the CCP, and another two or three 
party members who take important positions in the county. After the deliberation by 
the standing committee of the party committee, the budget proposal will then be sent 
to the people’s congress for formal approval. Since the chairman of the people’s 
congress of the county has taken part in the discussions on the budget proposal at the 
meeting of the standing committee of the party committee, there does not seem to be 
any meaningful role that the people’s congress could play. The words of a staff 
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member who serves in the Budgeting Committee of the Standing Committee (the 
BCSC) of the people’s congress in County A could effectively provide the image of 
the people’s congress simply rubber stamping the proposal: 
 
“There is basically nothing we can do other than to check its formality. The substance 
has been decided at the meeting of the standing committee of the party committee. 
The proposal presented to us represents the consensus of these county leaders. How 
could our chairman [of the people’s congress of the county] unilaterally make 
adjustments to that proposal? Every people’s representative knows that. They 
themselves are party members and once served in the government.”700 
 

Figure 8.2 the actual budgetary process in the three counties701 

 
 
Second, the county government usually unilaterally makes adjustments to the 
approved budget plan during its execution. One official working at the people’s 
congress in County B gave me an example: just one month after the approval of the 
budget plan by the people’s congress in 2007, in one working meeting of the county 
government the governor simply increased the construction investment by 10 million 
RMB without reporting to, not to mention seeking approval from, the people’s 
congress702. In all three counties, it is not difficult to encounter these kinds of 
instances.  
 
Third, the expertise and the predisposition of the people’s representatives constrain 
the role that they could play. Most of the people’s representatives in all three counties 
are officials who used to work at the government, and who are now over certain age 
limits and have hence lost the opportunity of being promoted. It is common practice to 
place retiring cadres in the people’s congress to “contribute their residual energy 
(fahuiyure)”703. Although most of them have experience working in the governments, 
many could not read the budget plan at all. The staff member from the BCSC in 
County A that I cited above confessed to me that he was the only one who had a 

                                                             
700Interview with an official from the Budgeting Committee of the Standing Committee (the BCSC) of the people’s 
congress in County A, 11 March, 2009. 
701 The dotted lines represent the leadership of the party secretary over the county governor and the chairman of 
the People’s Congress at the county level. The solid lines show the budget cycle.  
702Interview with an official from the People’s Congress in County B, 22 July, 2008. 
703Ibid. 
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finance degree at the BCSC704. What is more, exactly because of their experience with 
government, most of the people’s representatives were largely content with their 
limited role in the budget cycles.  
 
“We are all working for the same aim. There are no great differences between the ones 
in the government and us. We are all working under the big prerequisite (daqianti), 
that is the guidance of the party. Even the ones in the government change the budget 
without going through the formal procedure, this is OK by me, because they try to 
implement the intentions of the party committee. ”705 
 
This administration-dominated budgetary process in the three counties actually 
represents the standard situation that scholars found at all levels of Chinese 
governments706. Recently some provincial people’s congresses have started to assume 
proactive roles. For example, Lin’s fieldwork shows that the People’s Congress of 
Province J intervened before the budget proposal was discussed at the meeting of the 
standing committee of the provincial party committee by means of making an “initial 
check” (chu sheng)707. However, in his article the officials in the provincial people’s 
congress also admitted that the reason they could make an early intervention is due to 
the support they received from the provincial party secretary708. Thus at the provincial 
level, the political powers between the government and the people’s congress have 
been rebalanced under the leadership of the party committee. However, this situation 
is highly unlikely to be replicated at the county level as the characteristic of political 
power at that level is concentration. Then the meaningful question is who on earth 
controls the budgetary process, the governor or the party secretary at the county level? 
 
Organizationally speaking, the county governor is the head of the county 
administration and naturally takes charge of the management of county affairs; and 
the party secretary is the head of the party committee at the county level whose 
responsibilities include implementing orders from the party committee at the upper 
level, personnel management of county party members, ideology education and any 
other matters related to party building. There seems to be a clear division of labour. 
However, due to the principle of the “party manages the cadres” and the county 
governor himself being a party member, the county governor is actually under the 
effective leadership of the county party secretary who is usually referred to as the 
No.1 (yibashou) in the politics of local government.  
 
Interestingly, my initial fieldwork shows that the division of labour between the party 
issues and administration affairs at the county level was adhered to quite well. 
Officials at the Bureaus of Finance in all three counties informed me that they rarely 
received direct orders from the party secretary during the budget preparation and 
execution. And even after the discussion of the budget proposal at the party committee, 
                                                             
704Interview with an official from the Budgeting Committee of the Standing Committee (the BCSC) of the people’s 
congress in County A, 11 March, 2009. 
705Interview with an official from the People’s Congress in County C, 7 April, 2009. 
706Ma, J. 2007.“The Politics of Chinese Budget Reform”. Journal of SunYat-senUniversity 3(June):23–34. Ma, J. 
and M.L. Niu. 2006. ”Modernising Public Budgeting and Financial Management in China”. In Public Financial 
Management, ed. H.A. Frank.New York: Taylor and Francis. Ma J, Hou YL. 2005. The separation of policy and 
budgetary process in China’s provincial government. Comparative Economic and Social Systems (Chinese) 5: 
64–72.  
707Lin Muhua, 2008, Rebuilding the Budgeting Power of People' Congress:A Case Study of a Certain Province, 
Journal of Public Administration, 1(4). (林慕华，重塑人大的预算权力———基于某省的调研).  
708Ibid., p. 171.  
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the proposal will not arrive at the people’s congress with the words “confirmed by the 
party committee”. As the fieldwork went on, a somewhat different picture emerged: it 
transpires that political connections and entrepreneurship are the decisive factors in 
determining who controls the spending power.  
 
The young party governor (age: 45) dominated the politics of County A as the party 
secretary (age: 54) did not have a hope of further promotion due to age limits. My 
informant told me that although every major policy issue and decision making by the 
government has to go through the discussion in the party meeting, the party secretary 
seldom raised different opinions:  
 
“He [the party secretary] will probably be given a place in the people’s congress or the 
political consultative conference at the prefectural level two or three years later and 
wait for his retirement there. But our party governor is relatively young, and if he 
performs well, he may replace the party secretary two years later or be transferred to 
another county for the position of party secretary. We all know that, including the 
party secretary himself. These divergent prospects are instilled in their mind-sets. The 
party governor works like a horse, but the party secretary just acts like a nice 
man.” 709 
 
Since the most powerful weapon which the county governor could consistently wield 
is the spending power, he wanted to take advantage of every penny he could spend:  
 
“He [the county governor] wants big projects that will impress his superiors. Last year 
he put forward the idea of mushroom production modernization; the Bureau of Public 
Finance had to allocate more than 7 million RMB for the subsidy for purchasing 
machinery for farmers, and 2 million for starting up the new mushroom processing 
factory. Unfortunately this project did not score well in the competition ‘Innovative 
Practices of Poverty Alleviation’, held by the prefectural government. This year, the 
governor just decided to double the [financial] effort, he wanted to build several 
aquatic bases. I expected that more money would be invested than last year.”710 
 
According to the interviewees, these new ideas for developing the local economy 
were dreamt up by the governor himself; in the party meetings the party secretaries all 
agreed without objecting that the bulk of the county revenue was to be invested on 
these projects.  
 
The budgets were decided by the party secretary in County B who was dominant and 
had strong ambitions to “climb up” (wangshangpa)711. At the party meetings he 
basically “called the tune” (ding diaozi)712 in all the major decision-making and then 
the consensus reached at the party meetings will be issued and implemented by the 
county government. At the stage of budget preparation, the head of the Bureaus of 
Finance will send the compiled proposal to the county governor and the party 
secretary at the same time, but again the party secretary will have the final say, 
because he is the No.1 (yibashou)713.    

                                                             
709Interview with an official from the Office of the County Government.CountyA, 15 March, 2009. 
710Ibid. 
711Interview with an official from the Bureau of Finance.CountyB, 2 July, 2008. 
712 Ibid. 
713 Ibid. 
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County C was an interesting case: according to my interviewees, the vice-governor 
had considerable influence on the budget planning. This uncommon sharing of fiscal 
authority with a “third man” in county politics had its specific reasons: this 
vice-governor was concurrently a section head at the Reform and Development 
Commission at the prefectural level and was assigned to this vice-governorship 
temporarily (guazhi); due to his connections with the Reform and Development 
Commission which was in charge of large construction programmes, he managed to 
attract a good amount of funding from the prefectural government:     
 
“The vice-governor is an able man. He has lots of connections (guanxi). According to 
the overall planning of our county, we would start several big construction projects in 
these two years, two of which could not begin but for the efforts of vice-governor’s 
lobbying at the prefecture. This year he managed to get 5 million RMB from the 
Reform and Development Commission for bridge construction. He is the person who 
brings in the money and, of course, he gets to express himself on how it should be 
spent. To achieve an impressive record during his temporary stay as the vice-governor 
is greatly advantageous for him. This may help him to gain a higher position when he 
goes back to the prefectural Reform and Development Commission”714.   
 
The power of appointing, promoting and demoting, powerful as it is, suffers from its 
inherent constraints: it is the scarcity of positions that makes the personnel power so 
mighty, and it is exactly this scarcity that makes the frequent wielding of that power 
depreciating since if people cannot feel reasonably secure in their positions they will 
devalue those positions and reduce their efforts. In this situation, the power to spend 
becomes the main instrument that county leaders can routinely use to realize their 
ideas and gain the performances they need for further promotion. Budget planning is a 
highly political arena, so to speak. In the three counties, only a few key persons get to 
decide the budgets and they all see the budgeting power as a personalized tool to 
advance their careers.  
 
3. Who gets the money? 
 
In essence, the budget is the main tool used to allocate scarce public resources 
between competing uses. By studying the budget we can, to a great extent, understand 
the different political actors’ incentives and preferences, and the trade-offs politicians 
make among different policy priorities. But this is only a part of the whole story. The 
county chiefs actually make their spending decisions also in the light of the 
extra-budgetary revenues that are circulated outside the budgetary process. Taking 
into consideration both the budgetary and extra-budgetary revenues, this section will 
expose what items really matter on the agenda of county politicians.  
 
3.1 Chifancaizheng 
 
Chifancaizheng(literally translated into English as Eating Public Finance) is an apt 
term to characterize the financial situation of local governments in China: personnel 
and operational expenses account for the majority of government expenditures. As 
calculated by Wu Jinglian, a respected Chinese Economist, the current ratio of 

                                                             
714Interview with an official from the Bureau of Finance.CountyC, 6 April, 2009. 
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officials supported by public finance to citizens is 1 to 28; in many localities around 
80% of the fiscal revenue is used to pay for the officials’ wages and welfare, and the 
expenses of government administration715. The National Development and Reform 
Commission also admitted in its report that the bulk of budgetary revenue in almost 
every county jurisdiction was for “eating” (personal expenses) and “drinking” 
(administration expenses), and hence what was left was barely enough for 
construction and development716. Chifancaizheng is also present in the three counties, 
as Table 8.4 shows.  
 

Table 8.4 Percentage of Fiscal Revenue Spent on Personnel and Administration 
 2003 2004 2005 2006 

County A 76.2% 75.7% 77.1% 73.8% 
County B 62.7% 63.9% 61.1% 66.5% 
County C 58.4% 60.3% 61.8% 63.2% 

Note: calculated by the author on the basis of the internal accounting reports of the 
Bureau of Finance in the three counties.  
 
The huge size of the government determined the high expenses on personnel issues. 
Indeed, this has long been a headache for governments at all levels despite various 
attempts to downsize717. It is considered that “an average township government in 
central China was estimated to employ at least 350–550 salaried workers paid through 
various channels of public monies at the beginning of the twenty-first century, as 
opposed to fewer than ten in the mid-1980s”718. These three counties are not an 
exception719.  
 
Shackled by the heavy burden of “Eating” and “Drinking”, local governments or local 
chiefs more precisely relied on the extra-budgetary revenue 720  for “strategic 
spending”. As summarized by one official, “the secret of being successful in one’s 
career is to turn the ‘eating public finance’ into ‘construction public finance’.”721 The 
spending behaviour of local chiefs described below mainly concerns their strategic 
deployments of extra-budgetary revenues.  
 
3.2 Visible signals 
 
In County B, an asphalt main street consisting of eight lanes was built in 2006. Along 
the sides, lampposts with traditional dragon and phoenix carvings were placed every 
ten meters. In the green belt in the middle of the road, flowers and trees are in 
different shapes. Along the sides of the road, buildings and shopping malls are 
uniformly decorated. Anyone would be impressed by this modernized street. But not 
everyone is pleased with it. As certain people in the county said to me, there used to 
be many vendors around this block of the county seat which became the de 
                                                             
715 Wu Jinglian criticizesDevouring Public Finance, http://www.china.com.cn/chinese/OP-c/289403.htm 
716 Urgent need for the transformation of governments, 
http://magazine.sina.com/gb/nfcmag/2010010/20100524/1913100110.html 
717 Burns J. 2003. ‘Downsizing’ the Chinese state: government retrenchment in the 1990s. The China Quarterly 
175(2003 Issue): 775–802.  
718 Wu L. 2006. Zhilizhuanxingzhong de xiangzhenzhengfu–xiangzhengaigeyanjiu. [Township Government under 
Transforming Governance: a Positive Study on the Reform of Township Government]. PhD Dissertation, Central 
China Normal University, Wuhan, China.P15-17. 
719For more on this issue see Chapter 7. 
720For more on this issue seeChapter 7. 
721 “Eating public finance” and “crazy housing price”, http://house.focus.cn/news/2010-03-08/873247.html 

http://www.china.com.cn/chinese/OP-c/289403.htm
http://magazine.sina.com/gb/nfcmag/2010010/20100524/1913100110.html
http://house.focus.cn/news/2010-03-08/873247.html
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factomarket; while this market was quite useful for residents, after the new county 
governor assumed his position at the end of 2005 he decided to clear the vendors from 
this block and build the modernized main street. The then secretary of the county 
governor revealed the inside story, 
 
“When I accompanied the new county governor on his first day in office, we were 
stuck in this block for one hour on our drive to the county government building due to 
the busy market here. He [the county governor] was apparently annoyed by this. In 
early 2006, he immediately instructed the Bureau of Finance to set aside 6 million to 
reconstruct this block and build a new road as you now see it.”722 
 
Despite its large size, vendors were forbidden to peddle along the street. Having great 
difficulty in already squeezing 6 million from the budget plan, the county government 
did not have any extra money to build a real market. In the absence of another block 
as large as the old block, these displaced vendors spread out all over the county seat, 
which has created an inconvenience for people. It was then that the real intention of 
new county governor became visible: “the county governor knows that when 
superiors pay their visits, they have to go past this street. And he hopes that this 
modernized street will create some good impressions on the part of his superiors”723.  
 
This is one classic example of the so-called “political achievement” projects 
(zhengjigongcheng). The purpose of these projects is not to meet the needs of people 
which would be the real political achievement, but to please one’s superiors in one 
way or another. Local governments will spend on these symbolic projects without any 
hesitance, even being willing to run up debts. Behind the zealousness concerning 
“political achievement” projects are the rational calculations of county chiefs: first, 
the investment by the government is counted as part of GDP as well, the growth of 
which is deemed as a sign of being performative; second, however indicative the 
figures of GDP may be, the imprints of the great and magnificent buildings on one’s 
superiors are the most direct and impressive; in this way, the grand projects of 
“political achievement” are able to deliver clear and unambiguous signals that the 
county chiefs are able to govern well.  
 
Another kind of “political achievement” project existed in County A which did not 
have enough fiscal capacity to construct grand buildings. Despite this, the county 
governor was able to find his own way to impress his superiors: organizing a “Flower 
Festival”. Every year, around one million RMB is allocated for this festival. During 
the event, a temporary exhibition hall is set up, famous singers and movie stars are 
invited to perform, and a large amount is expended on advertisements, 
accommodation and dining. One local journalist who has been involved in this for 
four years shared his opinions with me, 
 
“The Flower Festival is simply nonsense. Yes, our county has a lot of flower fields 
and many homes make their living from planting flowers. But only around four to five 
types of flower are suitable for growing here due to the climate and soil conditions. So 
many other kinds of flowers you saw at the Festival were actually bought in from 
other provinces and were introduced as being locally grown. It seems ridiculous, 
doesn’t it? The expenses on this item already cost the county government a great deal. 
                                                             
722 Interview with the then Secretary General of the CountyGovernment Office, CountyB, 21 July, 2008. 
723Ibid. 
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Even more ridiculous is that every year they spend a great deal on inviting these 
so-called stars. The superiors attending this event feel happy, government chiefs can 
hold their heads high (youmianzi), but local people have to pay for all this!”724 
 
These “political achievement” projects usually come out of and enjoy backing from 
the local leading cadres who are fully motivated by career concerns. The key for them 
is for superiors to see the political achievements, which do not necessarily meet the 
people’s needs or, indeed, may even contradict such needs. In an extreme case, one 
airport costing the Government of Fuyang in Anhui Province around 400 million 
RMB only had two aircraft landings per week; the Government had to subsidize every 
airline that used this airport to the tune of 4 million RMB per year. Another project 
that was also initiated and pushed through by the then party secretary Wang 
Huaizhong was to build the biggest zoo in the world which cost another 100 million 
RMB; the zoo only had two small tigers. In the several years when Wang Huaizhong 
presided, the Government of Fuyang ran up a debt of 2 billion RMB due to these 
grand “political achievement” projects, fives time the annual fiscal revenue of Fuyang. 
Because of his “excellent performance”, Fuyang City was considered to be “bigger, 
taller and stronger” under his leadership, and he was later promoted to the post of 
vice-provincial governor of Anhui Province725. Not such extreme cases can be easily 
found in the newspapers: the construction of the Great Square that is rarely visited by 
people726, the establishment of fancy government buildings coupled with expensive 
relocation and transportation expenses that only appeal to local leaders727, and the 
destruction of a thousand acres of cultivated land for the construction of stadiums for 
hosting sports event728. 
 
The main reason why these seemingly absurd projects could be launched is the typical 
nature of power relations in local government: all the power is concentrated in either 
the local party secretary or the local governor which is generally referred to as the  
“first hand” phenomenon (yibashouxianxiang). The helplessness of officials working 
under the pompous county chiefs was clearly visible in the following remarks by one 
official who worked at the Development and Reform Commission of Fuyang at that 
time, 
 
“I am only one soldier under his [Wang Huaizhong’s] command. He could remove me 
from the position whenever he likes. What could I do then? Of course I hate to lie 
about my work, to spend people’s tax money foolishly, and to keep applauding and 
smiling when I actually feel sorry about what he had done. But what could I do?”729 
 
That official confessed that the end-year Government Working Report on Economic 
Development prepared by him was criticized by Wang and sent back several times 
simply because the figure of GDP growth (9%) was not politically correct; he did not 
understand in the beginning, but finally he did get to know that what Wang wanted 

                                                             
724Interview with a local journalist, County A, 17 March, 2009. 
725 The Myth of Wang Huizhong’s theory on “political achievement”,  
http://news.xinhuanet.com/newscenter/2003-10/31/content_1154125.htm 
726 The Great Square could not accommodate the people’s will, 
http://politics.people.com.cn/GB/30178/4618717.html 
727 Who Pays for the Luxury Relocation of Yumen City?, http://politics.people.com.cn/GB/1026/4615149.html 
728 Projects of “political achievement” that do not concern the people are only bubbles, 
http://big5.voc.com.cn/vgate/big5/opinion.voc.com.cn/article/201005/201005040957059667.html 
729 The hazards of false political achievement, http://www.zgdjyj.com/djyj2005/share/viewdjyjnc1.asp?id=572 

http://news.xinhuanet.com/newscenter/2003-10/31/content_1154125.htm
http://politics.people.com.cn/GB/30178/4618717.html
http://politics.people.com.cn/GB/1026/4615149.html
http://big5.voc.com.cn/vgate/big5/opinion.voc.com.cn/article/201005/201005040957059667.html
http://www.zgdjyj.com/djyj2005/share/viewdjyjnc1.asp?id=572
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was actually 20% of GDP growth rate. And that official also made clear that Wang 
directed the counties under his leadership to levy excessive charges from people and 
enterprises and instructed the Bureau of Finance to allocate money for these grand 
projects730. Such shocking incidents is not surprising under the institutional setting of 
local governments in China: on the one hand, the whole bureaucracy, including the 
courts, are fully politicized; on the other hand, the convergence of power in the hands 
of local chiefs enable them to dominate all the decision making, including the budget 
process. 
 
3.3 Good environment for business 
 
“Building a service-oriented government” (fuwuxingzhengfu) is a popular slogan of 
local governments that one can easily see on the both sides of the main streets of the 
three counties. Indeed, governments have made serious efforts to provide services in 
recent years. Of course, we have to ask the following question: for whom are the 
services intended and at what price are these services produced and offered?   
 
County B is not immune from the fever among local governments to build industrial 
parks despite the limited fiscal capacity which it has. The construction of two 
industrial parks commenced in 2004. As competition between local governments in 
attracting investments was getting intense, the county government had to find or forge 
competitive advantages in its projects. An interview with the secretary at the County 
Government Offices 731  revealed that the then county governor decided to put 
emphasis on the good logistical services that the parks could offer. In order to 
demonstrate to investors that transportation services were already in place, the 
government first had to have the logistical companies up and running. But private 
transportation companies would rather wait until the factories are operating so that 
they could calculate the costs and profits of operating logistical services. Unable to 
resolve the impasse, the county government had to offer a logistical company a 
three-year subsidy for oil, totalling of 1.5 million RMB, to seal the deal. Meanwhile 
the county government built factory buildings with full water and electricity supplies 
for incoming investors as other governments usually did. Plus the government 
provided free use of land in the industrial parks for the first three years and kept the 
rent for factory buildings and the charges for water and electricity at a very low rate.  
 
According to the secretary, the construction of these two industrial parks cost around 
30 million in two years, which was a huge project for a county with an annual fiscal 
revenue of 65 million; although not all the investment (about 35%, that is 11 million) 
was allocated from the county budget, the money borrowed from the banks will have 
to be repaid by the county government during the following 10 years. Meanwhile, the 
county government had to shoulder the subsidy for water and electricity. In the face of 
this heavy financial burden, at the Working Meeting of the County Government the 
county governor called on everyone to “tighten their belts” (leijinkuyaodai) to make 
this project happen; in those two years, except for the necessary and rigid expenses, 
all other funds were cut so as to contribute to the investments made in these two 
industrial parks. Unfortunately, the “leap-ahead development” plan advocated by the 
county governor was not going as expected: only around half of the factory buildings 
at the two industrial parks were utilized during the peak period (in 2006); currently 
                                                             
730Ibid. 
731Interview with one secretary from the Office of County Government, County B, 23 July, 2008. 



196 
 

less than one third of the facilities are being used. As the tax revenue did not rise to 
the expected level, the government is now facing difficulties in repaying its debts as it 
still has to continue its commitment to subsidize the enterprises’ expenses on water 
and electricity.  
 
County C has similar case: the construction of the four-star County Hotel. This luxury 
hotel was said to be the idea of the party secretary, “nobody will invest in us if one 
cannot not get a good night’s sleep during visits”732. Again coupled with direct 
government investment and loans from the banks, the County Hotel was finished in 
less than a year. After the “honeymoon” period of the first two months, the actual use 
of hotel rooms saw a dramatic decline. Now the hotel is running on the edge of 
bankruptcy733.   
 
Cases where projects are given high financial priority due to the strong advocacy and 
support of government chiefs are quite common in the budget plan of local 
governments734; and the imprudent planning of these “important projects” is reported 
to be one of the main reasons leading to the heavy indebtedness of local 
governments735. The officials at the Bureau of Finance in the three counties all 
confirmed the existence of these “key projects” that were decided by the county chiefs 
and hence were prioritized in their budget preparations. As one financial official in 
County B put it, 
 
“He [the county governor] will summon us to the working meeting of the county 
government in the early period of budget preparation, usually before the ‘first up’. In 
the meeting, he will make clear to us what the main aims of development and the key 
projects of this year are and require the coordination of fiscal arrangements on our 
side accordingly. Only after this step, are we able to know how much money is left 
and to decide expenditure quotas for individual departments and bureaus [the first 
down].”736 
 
3.4 Show your skills (gexianshengtong) 
 
The Bureau of Finance confessed that “the coffers of the county are this big and have 
to feed many mouths” and suspected that “no matter how much you give them would 
be not enough from their point of view”, and hence a specific amount of fiscal 
revenue is negotiated and allocated to individual departments or bureaus which 
prevents the department or bureau from “starvation but is never sufficient” 
(ebusichibubao). Under this situation, these departments and bureaus are encouraged 
to be entrepreneurial and responsible for the bulk part of their own expenditures. 
According to one official inform the Bureau of Forestry, “this is the time to show your 
skills”737.  
 
While local governments and their agencies do not have the legal authority to levy 

                                                             
732 Ibid. 
733Interview with one secretary from the Office of County Government, County C, 14 April, 2009. 
734 Preventing local leaders from getting loans for political achievement projects, 
http://www.cq.xinhuanet.com/2008-04/22/content_13045073_1.htm 
735 Who will save the local governments that are indebted for political achievement?, 
http://politics.people.com.cn/GB/30178/8454268.html 
736Interview with one officialat the Bureau of Finance, County B, 19 July, 2008. 
737Interview with one officialat the Bureau of Forestry, County A, 23 March, 2009. 

http://www.cq.xinhuanet.com/2008-04/22/content_13045073_1.htm
http://politics.people.com.cn/GB/30178/8454268.html
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new taxes or raise tax rates, they can levy non-tax charges on the public and generate 
revenue on an ad hoc basis outside the budgetary system, i.e., extra-budgetary 
revenues 738 . Some of the non-tax revenues are collectively owned, such as 
land-related conveyance fees and allocation fees739, in the sense that the county 
government as a whole will decide its usage. Other charges were “privately” held by 
the government departments and bureaus which collect these revenues because these 
charging departments and bureaus had their own separate accounts for their levies. As 
the Ministry of Finance gradually put in place stringent regulations regarding these 
private fiscal accounts, the departments and bureaus are now required to deposit all 
their non-tax revenue in one account held by the Bureau of Finance at the local level. 
The purpose of this reform is to enable the local government and the Bureau of 
Finance to have overall control of all the generated fiscal revenues so as to realize 
efficient and planned usage. In the three counties, it turned out that the charging 
departments and bureaus still maintain actual control over non-tax revenues generated 
by them despite the nominal control by the Bureau of Finance. According to one 
official from the Bureau of Finance in County C, 
 
“The regulations from the Ministry of Finance do have an effect to a certain extent. At 
least most of the small coffers (xiaojinku) that were set up by individual departments 
have been eliminated. But the thing is, these departments and bureaus still consider 
that the monies are theirs. The argument I always hear from them is that these 
revenues would not have existed but for their great efforts in collecting.”740 
 
Non-tax revenue is classified as being budgetary or extra-budgetary funds, depending 
on the rules periodically issued by the Ministry of Finance. And the Bureau of Finance 
sets up two accounts, the state treasury account (guokuzhanghu) and a special account 
for extra-budgetary revenue (yusuanwaizhuanhu). Revenues, including tax and a 
certain portion of non-tax revenue, in the state treasury account can only be deployed 
according to the government budget plan, whereas the extra-budgetary part of the 
non-tax revenue will remain in the extra-budgetary revenue account, the deployment 
of which does not follow specific rules.  
 
“In theory, all the non-tax revenues are managed by us [the Bureau of Finance], 
without our approval other departments cannot take a cent from both of the accounts. 
But regarding the extra-budgetary revenue, our actual role is to keep the books. The 
spending departments only need to put forward applications, in most cases we only 
read their applications and if they do not ask for more than that they have handed in, 
we will just transfer them the requested amount. Normally we do not check the actual 
use of the money.”741 
 
Behind the decision of the Bureau of Finance on the requests of the spending 
departments is the implicit permission of the county chiefs. Since some of the 
departments are good at making money by themselves, such as the Bureau of Forestry, 
the Bureau of Industry and Business in County A and the Bureau of Tourism in 
County B, not much allocation from the government budget is needed in order to keep 

                                                             
738 For more, see my chapter on “the Political Economy of the Revenue-related Behaviour of Local 
Governments”. 
739 See my chapter on the “The political economy of the Chinese PartyState”.  
740Interview with one officialat the Bureau of Finance, County C, 14 April, 2009. 
741Ibid. 
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them running. These “oily” bureaus then use the revenues rebated from the Bureau of 
Finance to pay for wages and extra welfare for their employees, for the construction 
of new buildings, for new car purchases, and even for overseas visits.  
 
Since these “oily” bureaus can largely be responsible for their own expenditures, their 
slight demands for budgetary resources are welcomed by the county chiefs who could 
further use the saved money for other purposes. Moreover, the Bureau of Finance will 
generally deduct 10% to 15% of the extra-budgetary revenues from individual 
departments and put it into the county coffers. Thus, from the point of view of the 
county chiefs, these “able” departments fiscally contribute a great deal to the county 
government. But despite the tolerance or even encouragement for these charging 
departments, their behaviour will be managed and disciplined by the county chiefs.  
 
“Yes, they [the charging departments] could largely deploy the money they collect at 
their own will. Using the words from the County Governor, it is to preserve their 
motivations and induce them to make more efforts in administration. But they are also 
under the watch of the County Governor who ensures that these departments do not 
fall out of line (guofen). They shall not disrupt the overall good investment 
environment.”742 
 
4. Fragmented fiscal regimes at the county level 
 
The basic characteristic of fiscal regimes that has emerged from the previous sections 
is fragmentation. First, in terms of budgetary revenue the government budget process 
is insulated from the spending departments and bureaus in the sense that the county 
chiefs have the final say on the budget plan with or without considering the voices of 
the departments and bureaus. This largely reflects the power relations within local 
states. Second, the management of the extra-budgetary revenues is fragmented; the 
departments and bureaus are, so to say,  “compensated” in the way that they get to 
individually decide on the use of the bulk of the extra-budgetary revenues they earn; 
meanwhile a certain percentage of the extra-budgetary revenue from various 
departments is retained by the Bureau of Finance and hence this is collectively owned, 
and again the county chiefs have the final say. Third, the whole budgetary process and 
the management of extra-budgetary revenues are completely ruptured from the public; 
the Local People’s Congress only has a nominal influence on the fiscal regime; key 
actors make decisions based on their narrow concerns.  
 
This kind of fiscal regime seems antagonistic to education. The bottom line of county 
chiefs’ strategic spending is to be able to maintain the basic functioning of the 
government, so fiscal allocations to various departments and bureaus have to be 
rationed in order to accommodate the huge size of the state institutions; after 
guaranteeing basic wages and economizing the operational expenditures, the county 
chiefs spend generously, if possible, on establishing a good investment environment 
with the hope of attracting more flows of money from investors, which will then 
enlarge the county coffers. Being eager to impress their superiors, county chiefs are 
also motivated to pour money into the magnificent and costly construction projects 
which can be easily managed and have the effect of high visibility. Meanwhile the 
departments and bureaus, while being allowed to claim property rights on the 

                                                             
742Ibid. 
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extra-budgetary revenue they collect, only spend the money with the consideration of 
their departmental interests. With low priority being attached to the education sector 
on the agendas of county chiefs, we would expect that budgetary input for the 
education sector is kept at a low level. The next section will be devoted to the actual 
investment in the education sector and how the Bureau of Education allocates 
resources among schools.   
 
5. The budgeting process in the education sector 
 
The budget process for schools offering compulsory education is also in the form of 
the two-up and two-down, as shown in Figure x.x. In the first-up, every school will 
estimate its revenue and expenditure in the next fiscal year based on its basic situation 
and the development needs. It then submits its first draft to the accounting centre 
according to its status; the accounting centres compile the received drafts together and 
hand them over to the Bureau of Education which then reports to the Bureau of 
Finance. In the first-down, the Bureau of Finance will allocate an expenditure quota 
for the Bureau of Education, considering the overall fiscal capacity of the county 
government and the education needs within the county jurisdiction. In the second-up, 
the Bureau of Education will first divide the quota it receives from the Bureau of 
Finance and allocate it to different schools. Schools then redraft their budgets 
according to the budget ceilings they get from the Bureau of Education; all the second 
drafts of the school budget are then compiled in the one single draft at the accounting 
centre and the Bureau of Education. This compiled draft will end up at the Bureau of 
Finance. In the final step, the second-down, after administrative approval by the 
county government and legislative approval by the county people’s congress, the 
overall budget for the county government and the sub-budget for education will be 
ready to be executed. 
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Figure 8.3 the Budgetary Process of compulsory education 

 
 
For compulsory education in County A, B and C, the total expenditure for running a 
school is divided into three categories: the personnel expenditure, the operation 
expenditure, and the programme expenditure, following the standard budget practice 
in China. And they are funded by different sources of revenue depending on the 
financial situation of the counties. The main revenue sources consist of three kinds: 
the budgetary revenue at the county level, the grant for increasing wages, and the 
earmark grants. The sections below will walk the readers through the various actual 
budgetary practices that the author found in the fieldwork.   
 
5.1 Budgeting strategies for education spending with county budgetary revenue 
 
The situations in all the three counties that were investigated seem to follow a 
common pattern: the allocation for the education sector comes from budgetary 
revenue; no allocation from extra-budgetary revenue has ever been made. County 
governments do not have the motivation to spend their “extra” money on education.  
 
It is indeed required by the Compulsory Education Law of the PRC that “The increase 
rate of the treasury funds appropriated by the State Council and the local people’s 
governments at all levels for the implementation of the compulsory education policy 
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shall be higher than that of the current income of the treasury so as to ensure a gradual 
increase in the average compulsory funds based on the number of existing students as 
well as a gradual increase in the average public-use operating fund for students.”743 
However, this legal obligation is artfully interpreted by the local governments, 
 
“It is usual practice to underestimate the growth of budgetary revenue when preparing 
the budget plan at the beginning of the fiscal year. For instance, the Bureau of Finance 
estimated that in 2006 the increasing rate of fiscal revenue would be 3%, which turned 
out to be 10% at the end of 2006, but still the Bureau of Finance only added 3.2% to 
the education allocation of 2005 for us [the Bureau of Education]. In that way, 
although local governments are legally required to make their investment in education 
outpacing the increased rate of the fiscal revenue, what we get from the government is 
more or less the same throughout the years.”744 
 
In many counties, this legal obligation is simply ignored as there is no viable 
mechanism to hold local governments responsible when they fall short in making the 
desired increased investment in education745. 
 
5.2 Strategies concerning earmarked education grants from higher levels 
 
This section exposes various county officials’ strategies in the diversion of grants 
from upper levels, which are specifically designated to finance local education 
provisions, for other purposes. The grant for increasing wages aims to subsidize the 
counties with a poor fiscal capacity and enables people working in the public sector, 
including schoolteachers, to enjoy the basic wage, the standard of which is established 
by the central government nationwide. This grant targets the provinces in the central 
and western regions. The earmarked grants for the provision of education mainly 
consist of grants for the renovation of deteriorating school buildings, grants to 
subsidize student textbooks, grants for exemptions from school fees and school 
operation, and grants to subsidize living expenses for school boarders.  
 
5.2.1 Crowding-out effects 
 
Before 2002, the township governments and villages were responsible for  
compulsory education in rural areas. Many school buildings were deteriorating and in 
a dangerous condition as the township governments and villages, with limited fiscal 
capacity, were already involved in a difficult struggle to pay teachers and to keep the 
schools running. From 2005 the central government decided to improve the condition 
of school buildings in rural areas and established a grant for renovating deteriorating 
school buildings.  
 
From Table 8.5 below that the author received in the fieldwork, it is quite clear that 
the sources of funding for the renovation of school buildings underwent a big change. 
In 2004, the provincial investment was more than half of the total investment on 
construction. After 2005 the support from the central government began to take the 
lead and meanwhile the provincial and prefectural governments withdrew the bulk of 

                                                             
743Article 42 of the Compulsory Education Law of the PRC. 
744Interview with an official from the Bureau of Education of County A, 13 March, 2009. 
745 Ministry of Finance criticized on the insufficient input of local governments in education, 
http://news.cctv.com/china/20070308/100351.shtml 
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their funding. This is the so-called “crowding-out effect” in which the input from the 
central government crowds out the investments from the provincial and prefectural 
governments. Citing the words of an official from the Bureau of Finance in County C, 
“they [the provincial and prefectural governments] have to give some, but never 
much.” 
 
Table 8.5 Budget for the renovation of deteriorating school buildings for County C, 
2004-2007                                             (Unit: 10,000Rmb) 
 Constructe

d 
Areas 

Total 
Investmen
ts 

Grants 
from 
the central 
governme
nt 

Provincial 
investment 

Prefectural 
investment  

County  
Investmen
t 

2004 6780 m2 455 0 234 108 113 
2005 3200 m2 262.2 107.6 41 31 84.6 
2006 3450 m2 277.4 107.6 30.5 31 108.3 
2007 4100 m2 335.3 121.8 25 23 165.5 

Source: Bureau of Finance, County C.  
 
5.2.2 Slicing before the arrival of grants in spending bureaus 
 
Earmarked grants are allocated along the projects. Bureaus first need to come up with 
a project plan, and then submit the project applications to the Development and 
Reform Commission at the county level. The commission collects all the project 
applications from different bureaus and sends them to the Bureau of Finance and the 
corresponding line bureaus at the provincial level and sometimes even directly to the 
central ministries. Once the grant application is approved, the notification and the 
funds go to the county Bureau of Finance, after filtering down the administrative 
hierarchy746. At this stage, the county leaders sometimes intervene and decide what 
proportion of the funds can actually be allocated to the applying bureaus747.   
 
In an interview with officials at the Bureau of Education in County A, they claimed 
that they were vulnerable when the county leaders opted for such a strategy,  
 
“After we handed in the application for the renovation of the school buildings, we lost 
control of it. It was usually after a period of time that we were notified that part of the 
funding we applied for has arrived. We did not know that it is the Ministry of 
Education that partially declined our requests or that the Bureau of Finance had kept a 
slice of the funding. Even if we were suspicious about this situation, we did not dare 
to ask, because the Bureau of Finance will not hide the money if it is not an order 
from the bosses above [the county leaders]. Once our director went to the Bureau of 
Finance and was referred to the vice-county governor. He was then told to think big 
and consider the overall situation of the county, ‘the whole county is like a chess 
game’ (quanxianyipanqi). From that moment onwards, he never again questioned the 
amount of money we received.”748 

                                                             
746 See Chapter 5.  
747 This strategy has also recently been documented in an article, see Mingxing Liu, Wang Juan, Ran Tao and 
Rachel Murphy (2009), 'The Political Economy of Earmarked Transfers in a State-Designated Poor County in 
western China: central policies and local responses’, China Quarterly, no. 200 (December), pp. 973–94. 
748Interview with an official at the Bureau of Education of County A, 13 March, 2009. 
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An official at the Bureau of Education in County B presented a different picture on 
this issue, the situation being only slightly better, 
 
“It was quite common that the Bureau of Finance cut off a piece from the grants. They 
have their justifications: without their coordination, efforts and connections (guanxi), 
we [the Bureau of Education] could not have received this funding. And the county 
governor buys this argument! Then the problem is how much do they take from us. 
Our director is a hard-headed type of person (yinggutou), he is not afraid of arguing in 
front of the county governor as he is retiring soon, so nothing to worry about. And he 
does not practice economy in his mobility; he visits the office of the county governor 
time and time again to put forward his claims about the urgency of building 
renovation. Sometimes the county governor is really tired of him and directs the 
Bureau of Finance to rebate part of the fund that it has retained, but our director does 
not succeed every time.”749 
 
The term “connections”, mentioned during the interview, refers to the phenomenon of 
“running to the ministries and here comes the money” (paobuqianjin), which is quite 
prevalent in county-level jurisdictions. In China, the authority to allocate earmarked 
grants lies in the hands of different central departments and ministries. Generally 
speaking, the standards and mechanisms for allocating these grants are ill-defined and 
not transparent750. As noted by Liu and others, many central government ministries 
have their own programmes in skills training, micro-credit, infrastructure maintenance, 
village cultural activities, and outreach activities for women, youths and the elderly751. 
County A and B have also set up liaison offices in Beijing (zhujingban) as other 
counties do in order to collect the information about these grants as early and as much 
as possible. Then officials from county governments, usually one official from the 
Bureau of Finance and one or two officials from the applying bureau, will travel to 
Beijing and contact officials in the central ministries that grant earmarked funds with 
the help of the network that the liaison office sets up and nurtures752. It is this process 
of “running for grants” that makes the county leaders feel legitimate in taking slices 
from the earmarked grants.  
 
5.2.3 Withdrawing the matched funds 
 
As one crucial condition for obtaining the earmarked grants, the applying local 
governments are required to provide funds that match the grants from the central 
government and ministries. The expenses for the whole projects are then covered by 
the earmarked grants and the matched funds together. Thus, the earmark grants that 
are approved by the central government and ministries are usually not enough for the 
projects in their entirety. This situation of partial funding is intentionally designed as 
the central government and ministries would like to use these grants to influence and 
direct local governments to spend more in certain areas, usually the provision of 

                                                             
749Interview with an official at the Bureau of Education of County B, 11 July, 2008. 
750 See Chapter 5.  
751See Mingxing Liu, Wang Juan, Ran Tao and Rachel Murphy (2009), 'The Political Economy of Earmarked 
Transfers in a State-DesignatedPoorCounty in western China: central policies and local responses’, China 
Quarterly, no. 200 (December), pp. 973–94. 
752 According to Liu and others, these liaison offices set up by local governments spend more than 20 billion yuan 
(US $2.5 billion) annually to build and nurture connections with central ministries, expenses that are subsequently 
deducted from any project funds they may obtain. 
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public goods.  
 
However, what emerged from the fieldwork conducted in County A and B was quite 
the contrary. Officials at the Bureau of Education complained about the withdrawal of 
matched funds by the Bureau of Finance when the grants had been approved by the 
upper governments, leading to situations where the projected construction work could 
not be completed or had to be downsized753. In some situations, the grants for 
education were retained and used as match funds for projects that were not related to 
education at all. According to one principal of a rural elementary school in County A,  
 
“The central government has not allowed us to charge the students fees since 2005. 
Thus our operation expenditure (gongyongjingfei) has to come from above [by the 
grant for exemptions from school fees and school operation]. But we could only get 
this money in the middle of the academic year! We have to borrow money from our 
teachers in order to pay the electricity and water bills. Even the chalk we have to buy 
on credit! This situation has already continued for 3 years. Later we discovered that 
the county government actually diverted our money as matched funds for grants for 
well constructions. It was already very fortunate that he [the county governor] 
returned our money every time.”754 
 
5.2.4 Those who are able shall work more (nengzheduolao) 
 
A striking news report revealed the adverse strategy of some localities in Guangdong 
Province, the wealthiest province in China: in 2007 there were 31 county-level 
governments that falsified the number of eligible students in order to get more 
subsidies and grants from the central and provincial governments. Some 250,028 
non-existent students were reported and 10.3 million in grants and subsidies were 
wrongfully awarded755. This story clearly demonstrated that grants and subsidies 
coming from above were sometimes deemed to be easy money by local governments. 
Although I did not discover such practices of falsely reporting student numbers in the 
counties where I conducted my fieldwork, I did find some similar strategies adopted 
by the leaders in County C: the grants for education were deemed to be easy money 
by the county leaders who then increased the number of personnel that are on the 
payroll of schools.  
 
Table 8.6 presents statistics on the management funds and personnel in three sectors 
in County C from 2001 to 2007. Here the management fund is the sum of the 
personnel expenditure and operation expenditure. It is not difficult to detect the 
distinctively rapid growth in the number of personnel working in the education sector 
compared to the situation in other sectors, especially since 2003, the time that the 
county government first shouldered the responsibilities for the provision of 
compulsory education and the central government itself increased its investment and 
directed governments at all levels to spend more on compulsory education. At first 
glance, this trend was a clear indication that the education sector now enjoyed more 
human resources, one of the purposes that increasing financial inputs from 
governments at all levels were trying to arrive at. When I referred this positive fact to 

                                                             
753Interview with an official at the Bureau of Education of County B, 11 July, 2008, and an Interview with an 
official at the Bureau of Education of County A, 16 March, 2009. 
754Interview with one principal of a rural elementary school in County A, 11 March, 2009. 
755http://cn.chinagate.cn/education/2007-11/27/content_9302267.htm 

http://cn.chinagate.cn/education/2007-11/27/content_9302267.htm
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one official at the Bureau of Education in County C, he just kept shaking his head,  
 
“This is not that simple and rosy. You do not understand. Every year we do get some 
quotas to hire new teachers because we are understaffed especially in schools in 
remote and mountainous villages. However, in the meantime we received much more 
phone calls and notes from powerful figures in the county who directly or indirectly 
recommended some people as good candidates to consider. Furthermore, most of 
these recommended persons are not qualified as teachers at all. We report this kind of 
situation to the county governor but we never get the answer we want to support our 
resistance to such influences, instead the most common reply we get from him [the 
county governor] is that ‘those who are able should work more’ (nengzheduolao). The 
county governor seems to have the opinion that since the Bureau of Education is 
relatively rich because of increasing financial inputs we should help to shoulder the 
fiscal burden of the county.” 
 
The reason why this official mentioned the term “fiscal burden of the county” is that 
these recommended people will become employed in the public sector in any event 
due to their connections (guanxi) with powerful figures in the county; the only 
problem that is then left is from which department they will receive their salaries. 
Although I do not have precise figures regarding what proportion of personnel in the 
education sector obtain their employment in this back-door way, a careful 
consideration of the table below seems to support the claim of that official in the 
Bureau of Education. From 2001 to 2007, the education sector’s per capita 
management fund grew on average by 7.2% every year whereas the number of 
personnel increased by 9%. By contrast, the per capita management fund in the county 
administrative agencies grew on average by 10% every year with only 2.7% in 
personnel increases.  
 
On various occasions, Chinese leaders have stressed the requirement that the wages of 
schoolteachers shall not be lower than those of civil servants. In County C, ironically 
we saw the contrary in that in 2001 differences between the per capita management 
fund of civil servants and of the personnel in the education sector was 6272 Yuan 
(=18618-12346); in 2007 this differences was even bigger, 14634 Yuan 
(=33368-18734). The likely reason for this ever-growing disparity could be that the 
county government deployed more employees in the education sector, resulting in the 
dilution of the increasing investments in education.  
 
Table 8.6 Management funds and personnel in three sectors in County C, 2001-2007 
 2001 2002 2003 2004 2005 2006 2007 
Administrative 
agencies 

       

Number of Personnel  
 

1628 1689 1726 1783 1802 1897 1909 

  Total management 
funds 
  (RMB 10,000 
Yuan) 

3031 3521.1 3786.2 4585.3 5027 5840.1 6367 

  Per capita 
management 
  Funds (RMB 

18618 20847 21936 25717 27897 30786 33368 
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Yuan) 
Public service sectors (agriculture, irrigation, forestry and 
others) 

  

Number of Personnel  
 

480 477 531 569 649 782 803 

  Total management 
funds 
  (RMB 10,000 
Yuan) 

505.2 556.2 685.6 755.5 934.2 1177 1325.5 

  Per capita 
management 
  Funds (RMB 
Yuan) 

10526 11662 12911 13278 14395 15052 16507 

Education sector        
Number of Personnel  
 

1894 1921 2105 2573 2858 3076 3132 

  Total management 
funds 
  (RMB 10,000 
Yuan) 

2338.3 2655 3069.5 3998.4 4696.6 5426.7 5867.5 

  Per capita 
management 
  Funds (RMB 
Yuan) 

12346 13821 14582 15540 16433 17642 18734 

 
Allocation of resources for schools by the Bureau of Education 
 
This section looks at the allocation of resources for schools by the Bureau of 
Education which is in charge of school governance. In addition to the widely known 
fact that the higher the grade of education that is taught in a school, the more 
resources it gets756, this section will expose the horizontal inequality of resources 
among schools. 
 
5.2.5 The allocation of human resources 
 
In my fieldwork in County C, the officials at the Bureau of Education revealed that 
more people had been added to the bureau’s payroll. Moreover, there were two further 
complications: the first was that many of the new personnel recruited were not 
teachers at all; instead, estimated by one official, 55 percent of the newly added staff 
were acting as school administrators, although officially they were still designated as 
teachers757. The second disturbing issue is that staff were choosing the locations of 
their positions: although the overall quotas for the Bureau of Education had not been 
fully filled, a polarization existed within the school system that only schools in remote 
and mountainous villages were understaffed whereas schools located in the county 
seats and townships with convenient transportation connections faced the problem of 
overstaffing. The personnel department within the Bureau of Education was then 

                                                             
756 The current situation of investment from public finances on education, 

http://www.lawtime.cn/info/lunwen/jjfqtjjflw/2006102653616.html 
757Interview with one official from the Bureau of Education, County C, 23 April, 2009. 

http://www.lawtime.cn/info/lunwen/jjfqtjjflw/2006102653616.html
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pressed when dealing with the allocation or relocation of human resources: 
 
“It is quite simple and easy to understand, nobody would like to work at the places 
with adverse and inconvenient conditions. The fact is that we have 3 townships which 
have more than 27 villages located in the mountainous areas. There we have more 
than 800 students, around 520 in elementary schools, the rest in the junior middle 
school. We could have the junior middle school student moving to the middle schools 
that are located in the townships. But we could not do that for these elementary school 
students, they are too young to leave their parents. This means that those children 
have to receive their education in their hometowns. So far we have spent a lot on the 
construction of school buildings in that regard. You know, the price of unit 
construction in mountainous areas is much more expensive than that in other areas. 
Thus the living conditions in these remote schools are not pleasant. It has really been 
a headache for me to decide who to send to teach there.”758 
 
Table 8.7 presents the teacher/student ratio in County C from 2002 to 2007. The 
trends emerging from this table are evident: as this ratio in county core schools is 
improving remarkably over time, the situation in rural schools progresses only slightly; 
when comparing these two ratios, students in rural schools were actually facing 
deteriorating teaching conditions: in 2002, on average one teacher in a rural school 
was in charge of 21.8 student (=51-29.2), more than one teacher in county core 
schools, whereas in 2007 this difference was wider, 24.5 (=46.6-22.1), which means 
that teachers in rural schools have a greater workload than their colleagues in the 
county core schools.  
 
Table 8.7 Teacher/student ratio in elementary schools in County C, 2002-2007 
 2002 2003 2004 2005 2006 2007 
Teacher/student ratio 
County core schools 1:29.2 1:27.4 1:26.1 1:24.7 1:22.9 1:22.1 
Township core 
schools 

1:34 1:35.7 1:32.2 1:30.5 1:27.3 1:26 

Rural schools 1:51 1:48.9 1:47.5 1:47 1:47.2 1:46.6 
 
The solution to this disparity in County C was that the Bureau of Education hired 
quite a large number of “substitute teachers” (daikejiaoshi), a not uncommon practice 
in rural China. The substitute teachers literally refer to teachers who are hired 
temporarily and are put in the position of teachers who are absent for various reasons 
on a short-term basis. This substitution is generally on an equal basis: substitute 
teachers enjoy equal pay and benefits as long as they are doing the same work as the 
teachers that have a long-term contract.  
 
In China, teachers in public schools are on the formal payroll of the Bureau of 
Education, which means that the personnel and operation expenditures of teachers are 
funded by the state. Since the state does not have unlimited resources, it naturally sets 
ceilings on the number of staff that its agencies can hire. Thus a crucial distinction in 
the education sector is the differences that exist between teachers that are hired with 
the quotas from the state (shiyebianzhi) and teachers that are hired without such 
quotas, the latter being called “substitute teachers” in the case of China. Substitute 

                                                             
758Interview with one official from the Bureau of Education, County C, 23 April, 2009. 
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teachers do not enjoy the institutional guarantees from the state as formal teachers do 
expenditure-wise, instead they are hired and funded by schools, village collectives, 
townships, or county governments.  
 
It is reported that behind the high number of “substitute teachers”, 0.6 million in 
2005759, three factors play a part760: the first one is that due to tight financial 
constraints, some poor local governments opt for substitute teachers even though they 
still have quotas in the education sector because they do not have to pay substitute 
teachers according to the basic standards established by the central government which 
is around 1000-1100 RMB per month; the second factor is that schools located in 
harsh living conditions have difficulties in hiring eligible teachers who are legally 
required to have a certain diploma, they then turn to substitute teachers as the 
regulations are flexible; the third is that the urban schools or schools with good 
conditions take most of the quotas, leaving little for the rural schools or schools with 
harsh living conditions in the same jurisdiction, the latter having to opt for substitute 
teachers. Usually substitute teachers only receive a quarter761, or even less762, of the 
salary of formal teachers despite the heavier workload and the harsher conditions they 
have to face. Many of them have been teaching in rural schools for more than 30 years 
but they are still officially designated as substitute teachers. From 2000 onwards, 
these substitute teachers often make the headlines in national and local newspapers, 
with the help of which people are becoming aware of the great contribution they are 
making to rural education and the acclaim of being the “backbone of rural 
education”763 has been dedicated to them. Despite the recognition that substitute 
teachers are gaining nationwide, their unequal treatment continues. According to one 
principal of an elementary school in K village in County C:  
 
“Nobody wants to work in my school. There is no road for vehicles between this 
village and the township centre. And you have to climb over two mountains to get to 
this small school. These last two years, we have received some money from the 
government to consolidate the school buildings which can now completely shelter us 
from heavy rain and wind, but still we have to ration the use of water and electricity. 
We now have 134 students between the ages of 7 to 12. We only have three members 
of staff: my wife and I are teachers and Mr. Huang who is responsible for cooking, 
security, maintenance and all the other things. Teaching all subjects to 134 students is 
too much for us, we put forward our reports several times to ask for new teachers. 
Seven years have passed, nobody has ever come. The official who is in charge of our 
school district advised us to look for substitute teachers. Even that is quite difficult. 
Finally, we had to ask our daughter-in-law to do that.”764 
 
Their daughter-in-law receives 350 RMB monthly, whereas the basic wage for one 
teacher in the county core schools is around 1290 RMB, and that for a teacher in 
township schools and the couple I interviewed is around 1100 RMB. The family has 
endured several quarrels on this matter as their daughter-in-law was very much 
interested in working in factories in urban areas where she could easily earn over 
                                                             
759“The Hardship of the Substitute Teachers”http://www.crcf.org.cn/sys/html/lm_4/2009-02-03/162537.htm 
760“Why are They Treated so Badly?”http://jijiao.jyb.cn/tbch/2010/dkjs/ 
761A Story of a Substitute Teacher, Nanfang Weekend, http://www.infzm.com/content/40845 
76240 Yuan for a Month, http://bbs.ifeng.com/viewthread.php?tid=2062697 
763Substitute Teachers: the Backbone of Rural Education. Education Daily, 2010-01-25, 
http://opinion.jyb.cn/jcjy/201001/t20100125_337495.html 
764Interview with one principal of a rural elementary school in County C, 22 April, 2009. 

http://www.crcf.org.cn/sys/html/lm_4/2009-02-03/162537.htm
http://jijiao.jyb.cn/tbch/2010/dkjs/
http://www.infzm.com/content/40845
http://bbs.ifeng.com/viewthread.php?tid=2062697
http://opinion.jyb.cn/jcjy/201001/t20100125_337495.html
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1000 RMB per month, but for the insistence of her parents-in-law that she should stay 
and teach. “We just could not persuade ourselves not to be concerned about these 
lovely children”, said by the principal765. The official who is in charge of allocating 
teachers in County C confessed that he clearly knew about the situations in those 
schools with poor conditions but could do nothing about it: “on the one hand, I could 
not touch those who are hired under the influence of powerful figures in the county; 
on the other hand, those people have to be paid, which leaves not much money for the 
remote and mountainous schools to hire new teachers. Thus we have to have 
substitute teachers.”766 When I left County C, there were still around 500 substitute 
teachers who were being treated unequally but were holding up the compulsory 
education system in the rural areas. 
 
5.2.6 Allocation of financial resources 
 
It is not a secret that the Bureau of Education has assigned divergent spending quotas 
for schools of different categories in the second-up step in the school budgeting 
process. In County A, schools located in the county and township seat, the core 
schools, generally get 63% more in operation expenditures, not to mention personnel 
expenditures, than schools located in other areas767. An official working at the Budget 
section of the Bureau of Education told me,  
 
“We have to treat them differently. There is no other way (meibanfa). First, all the 
important figures’ children go to the core schools, we have to make sure that the 
schools they are going to have clean water, enough electricity and computers, 
basketball courts and football pitches, and school buses. Second, as the quality of 
teachers in the compulsory education stage are the key to children’s success, we have 
to set aside additional money for teachers in the core schools to receive more training, 
which is usually offered in other cities. The costs are high.”768 
 
There is another rationale behind the differential treatment between core schools and 
others. For the Bureau of Education, to keep feeding the ‘haves’ seems to be an 
expedient way to be seen as performing in the evaluation system set up by the county 
government. As described above, the performance contract has been widely adopted 
in all the counties where I conducted the fieldwork. Table 8.8 presents a performance 
contract between the Bureau of Education and the county government (County B) in 
2006. The veto targets and the functional targets are what really matter for the Bureau 
as the common targets are almost the same among different bureaus. The veto targets 
for education, using the words of the official, “are red lines that we should try, by 
whatever means, not to touch.”769 However, since these veto targets mainly concern 
political correctness, stability and safety, what have huge financial ramifications are 
the functional targets that the Bureau of Education has to achieve. The functional 
targets consist of two types, core targets and non-core targets. As explained by the 
vice-director of the Bureau of Education,  
 
“Fulfilling the non-core functional targets could not bring us anything, but failing 

                                                             
765Ibid. 
766Ibid. 
767Interview with one official from the Bureau of Education in County A, 15 March, 2009. 
768 Ibid. 
769Interview with the vice-director of the Bureau of Education in County B, 18 July, 2008. 
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these targets will get us punished by the county government. The non-core targets are 
like rice you cook, you are used to making it every day, but you should not expect to 
impress your guests by preparing rice for them. Instead, the core targets we get from 
the [county] government are derived from the comprehensive development plan of the 
county which is the idea of the county party secretary and the governor. The bosses 
have their own strategic calculations. We must excel in these core targets by any 
means in order to keep face in front of them.”770 
 

Table 8.8 performance contract of the Bureau of Education, County B, 2006 
 1) Family planning of staff and teachers 

2) Safety of students 
3) Handling mass complaints, and 
4) Preventing the cult religion Falungong 

Veto  
Targets 
 
 
 
Common 
Targets 

 Institution Building 
1) Actively carrying out activities on the theme of being a 
model civil servant 
2) Party building 
3) Anti-corruption 
4) Ideology education, theory learning, and propaganda work 
5) Construction of a transparent and electric government 
6) Personnel system reform in social service institutes 
7) Labour employment 
8) Management work of civil servants, such as categorizing 
personnel dossiers 
 Other targets assigned by the County Party Committee and 
County Government 
 Ensuring the implementation of the objective responsibility 
system 

 
Functional 
Targets 

 Core targets 
1) Attracting policy grants of 3 million 
2) Investing in fixed assets of 4 million, school 
construction 5000 m2 
3) University admission rate 38%, Key university 
admission rate 13% 
4) Model primary schools at the prefectural level, 3 
5) Model high schools at the prefectural level, 2 
 Primary school attendance rate 100% 
 Juror middle high attendance rate 100% 
 High school attendance rate 65% 
 No arrears in teachers’ wages 

 
According to the performance contract, in 2006 the Education Bureau in County B 
had to push the university admission rate of students up to 40% in which the key 
university admission rate was 13%. Meanwhile, it had to make sure that in the annual 
appraisal of the education sector by the prefectural Education Bureau, three primary 
schools and two high schools in County B gained the title of being a “Model School”. 
These are by no means easy tasks. The strategies that were adopted by the county 
Education Bureau and revealed in my interview with the director were the following: 

                                                             
770Ibid. 
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“To accomplish the performance contract, I decided to use the principle of 80/20 that 
originates in Management Science. We should use 80% of our energy and resources to 
achieve the most important 20% of targets—the core targets in the performance 
contract. I firstly handpicked several schools as model schools in the county. To make 
a model primary and high school, the school buildings, all kinds of facilities and the 
qualifications of teachers must be first class, so I concentrated the majority of the 
money the Bureau has to invest on them. With the investment from the Bureau which 
was clearly not enough, I then allowed the schools to charge parents fees for choosing 
these schools (zexiaofei); parents who wanted to send their child to certain schools 
would pay around 3000 RMB per year. Thus the model schools that I picked would 
have additional money to improve their hardware and software. In 2006, the model 
schools that I designated received the title of “Model School” in the prefectural 
competition and delivered good university admission rates. And I, as expected, 
received compliments from the county governor in the annual cadre assessments. 
Thus the principle of 80/20 really works! I simply could not treat every school the 
same. These were my experiences.”771 
 
However advisable the strategy of 80/20 may be in accomplishing the core targets for 
the Bureau of Education, it does leave schools that were not designated as model 
schools or core schools in the county on the edge of bare sufficiency or even in 
decline. The deployment of public financial resources in the education sector again 
exhibits the political and economic incentives of the heads of the Education Bureau.  
 
5.2.7 Money machines and power basis 
 
The Bureau of Education, despite its non-profit nature, is not immune from the 
“hunger for income”. In addition to the fiscal allocation it receives from the Bureau of 
Finance, the Bureau of Education could turn to students’ parents, allowing schools to 
collect various education fees. Responding to the wide criticism against the excessive 
charges by schools, the central government put in place the “one fee system” and 
adopted the policy of “two exemptions and one subsidy” (an exemption from 
miscellaneous fees and textbook fees, and the living allowance subsidy for boarding 
students).  
 
Although the “one fee system” (yifeizhi) was sanctioned by the central government in 
2004, its requirement that schools (urban and rural) offering compulsory education 
could only charge students one fee uniformly set up by the provincial governments is 
not well adhered to in all the three counties where I conducted my fieldwork. In all 
three counties, the practices of charging parents for choosing classes (zebanfei)772 
were common. As one official at the Bureau of Education in County C confessed, 
 
“The amount we get from the county government is far from enough. When schools 
used to be able to collect education fees from parents, they could largely be 
responsible for their own expenditures. Now the central government has cut off the 
money lines with the sanction of the ‘one fee system’, but the increased allocation 
from the county government only accounts for 34% of the various kinds of charges 
that schools used to collect. We have to find additional sources to make up the 
                                                             
771Ibid. 
772 Fees for choosing classes are different from fees for choosing schools as will be explained later. 
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‘losses’.”773 
 
Driven by the fiscal gap, schools in all three counties “artfully” reallocated the 
resources they had with the implicit approval of the Bureau of Education: resources 
were concentrated on certain classes which were designated as “fast classes” 
(kuaiban); these designated classes were taught by the best teachers in the schools and 
enjoyed the priority of other school resources. Parents who want to send their children 
to the “fast classes” have to pay a large sum in contribution fees, which varies 
according to the educational qualities of the schools. In County C, the No.1 
Experimental Primary School charges a contribution fee of 2,000 RMB for parents 
who want to put their children in the “fast classes” every year. The price of that for No. 
3 Experimental Primary School is 1200 RMB. These fees are charged on a voluntary 
basis and which, according to the Bureau of Education, are not illegal. With the 
support of these contribution fees, the schools could then make up the fiscal gaps 
without overtly violating the “one fee system”.  
 
The demands for “fast classes” are so strong in County C that the willingness of 
parents to contribute is not enough to guarantee their children a place in the fast 
classes. For instance, to secure places in the fast classes of the No.1 Experimental 
Primary School in County C, “able” parents have to resort to their connections with 
officials of the Bureau of Education in addition to the contribution fee. In parents’ 
efforts to have the right connections, gifts or even money are a must. These “grey 
incomes” are seen as the generous “benefit” for working at the Bureau of Education, 
the attractiveness of which clearly manifest itself in the large number of persons who 
apply for posts at the Bureau every year. The Bureau of Education is considered to be 
an “oily department” (youshuibumen) among locals.   
 
In County A and B, the dynamics are slightly different. As the levels of economic 
development are lower, not too many parents could afford the fees for choosing 
classes. The Bureau of Education in County A and B then strategically invite the 
powerful companies to contribute to the development of the core schools and, in 
return, the children of the personnel of these companies can enjoy preferential 
treatment at the schools. For instance, the Electricity Company of County A 
contributed to the No.1 Junior High School 300,000 RMB per year and, in return, 25 
seats in the “fast classes” were reserved for the children of workers from this 
company774.   
 
Certainly these practices of “strategic partnership” (gongjian) between schools and 
enterprises are common outside the three counties. Documented in the recent 
fieldwork by Kipnis and Li in Shandong Province, county governments with limited 
fiscal revenues allocated for education entered into under the table agreements with 
enterprises in which the enterprises were offered tax reductions or cheap land use 
deals and they built public schools in return775. They also discovered that public 
schools offered students whose scores were below the “cut-off” point, but still wanted 
to enroll, a one-off entry fee (zanzhufei) of 12,000 RMB776, which is really popular in 

                                                             
773Interview with one official from the Bureau of Education in County C, 20 April, 2009. 
774Interview with one official from the Bureau of Education in County A, 12 March, 2009. 
775 Andrew Kipnis and Shanfeng Li, 2010, Is Chinese Education Underfunded? The China Quarterly, 202 , pp. 
327-343.  
776Ibid. 



213 
 

China.  
 
With these extra revenues, core schools were able to compensate for the charges they 
had lost. But the schools that were considered to have less education credentials did 
not have these opportunities to make money for themselves simply because what they 
could offer was not appealing to parents. On some occasions, the Bureau of Education 
could extract a certain amount of money from these extra revenues, but this money 
was not intended to equalize the imbalance in education investment: 
 
“We could not take too much from the core schools. After all, they are the people who 
bring in the money. The teachers there have to take on more teaching tasks. So we 
have to let them retain the bulk of the revenue, or they would lose motivation and by 
that time no money would be earned. Usually we only ask for around 13% of their 
extra revenues, and these monies are used for the benefit of our officials whose efforts 
are indispensable in attracting investment from society.”777 
 
When asked about using these monies to invest in those schools that were located in 
remote and mountainous villages, the official simply replied that “the money we have 
is not enough anyway”778.  
 
6. Discussion 
 
Local chiefs know all too well how hard it is to manage a county smoothly and that it 
is even more difficult to submit a satisfactory record in the end-year evaluation. On 
the one hand, they stand at the forefront of the state machinery, dealing with every 
possible issue that involves or does not involve the government; and they walk along 
thin lines, as more and more tasks are granted a veto power by their superiors, e.g. 
social stability779, population and family planning780, energy conservation and carbon 
emission reduction781, food safety782, workplace safety, the reduction of peasants’ 
excessive burden, and cultivated land protection783. On the other hand, observing that 
economic performance standards are the most important criteria in defining the 
candidates’ merits in the promotion process, local chiefs are motivated to find the best 
way to “milk the system”; multitasked as they are, local chiefs need to prioritize all 
the tasks and deploy the limited resources in a strategic way in order to excel in the 
economic development and to stand out among their peers.  
 
It is in this ecology that a picture of the political economy of county chiefs’ spending 
behaviour emerges. A metaphor that was introduced to me by one interviewee helps to 
capture the calculations of the county chiefs: “Many threads from above and only one 

                                                             
777Interview with one official from the Bureau of Education in County C, 27 April, 2009. 
778Ibid. 
779See “Central Committee for Comprehensive Management of Public Security on the application of the ‘veto 
power’ for comprehensive management of public security,” Dec. 5, 1991.  
780See National Compilation of Target Responsibility System on Population & Family Planning. 
781State Council on the Implementation Programme of Evaluating the System on Energy Consumption per GDP 
unit, ov. 23, 2007 
782 For example, Gansu province is reported to have applied the “veto system” to food safety issues from 2008 
onwards, see the news item “Application of ‘veto system’ on food safety incidents,” 
http://www.gs.xinhuanet.com/news/2008-12/10/content_15147967.htm 
783The State Council issued the Programme of Evaluating the Target Responsibility of the Provincial Government 
in Cultivated Land Protection in Oct. 2005, State Council General Office Issue [2005] No. 52, which ruled that 
governors would be held directly responsibility for land protection.  

http://www.gs.xinhuanet.com/news/2008-12/10/content_15147967.htm
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needle at the bottom”784. In this metaphor, the county is the needle at the bottom and 
many threads above are the policy mandates that are assigned top-down, but, however, 
not every thread has the same strength of mobilization, and no other thread could can 
directly deploy the needle as effectively as the one of economic development: county 
chiefs mainly make their decisions along the lines of economic interests and evaluate 
their spending options on the revenue prospects of their actions, as has been 
demonstrated in this chapter. 
 
And this has been a misfortune for compulsory education in rural areas which is 
embedded in such political and economic institutions. The education sector is 
considered by the county chiefs firstly as not generative in the sense that it does not 
bring in but consumes revenue; secondly, as an undertaking that requires long-term 
investment in order to have observable results which is incompatible with their 
short-time horizon in office; thirdly, as a business that is influenced by many factors 
that are outside their control and hence invites a hands-off attitude; and fourthly, as a 
category of public goods the achievement of which is difficult to quantify so as to 
impress their superiors.  
 
Even more regrettable is the allocation behaviour of the Bureau of Education that has 
been documented in this chapter. The Bureaus are vulnerable to interventions as a 
result of political pressure and private connections when making decisions on the 
distribution of human resources, the result of which turns out to be overstaffing at the 
core schools and understaffing at the remote and poor schools. Meanwhile, managed 
by the performance contracts that emphasize concrete indicators, the heads of the 
Bureaus in the three counties in question tend to adopt the strategy of unequal 
development: keep investing in the schools that are already rich in resources to make 
them better and competitive, the excellence of which is put forward as a political 
achievement and a sign of good governance. Furthermore, these model schools are 
used as money machines and a power basis for officials at the Bureau of Education. 
Parents who want to squeeze their children into to those core schools have to either 
pay a big sum of money or cultivate private connections with powerful figures in 
which bribery is inevitable.  
 
Under the governance of these unbalanced political economic incentives, compulsory 
education in rural areas only barely survives on the margins. Grants from above are 
filtered away as they are transferred downwards; promised local matching funds are 
withdrawn; qualified teachers are badly needed; devoted substitute teachers face 
discriminatory treatment for years on end. As no meaningful investment arrives, poor 
conditions persist which deter attempts to improve the situation. In the three counties 
that were investigated, this kind of vicious circle has been produced and is 
reproducing itself.  
 
  

                                                             
784Interview with an official from the Office of County Government, County A, 15 March, 2009. 
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Chapter 9 Concluding Observations 

 
 
Particularly since the Tiananmen tragedy on June 4th 1989, China has become the 
target of intensive criticism by the international community regarding its human rights 
violations. Attempts to have resolutions adopted through the UN system, condemning 
reports by human rights groups, the annual human rights reports by the U.S. State 
Department, and the critical reports by U.N. bodies and officials are all unambiguous 
indications of the widespread disapproval of the ways in which the Chinese state 
implements human rights.785 In response, the Chinese government regularly issues 
“reports shock-full of statistics showing considerable progress on a wide variety of 
fronts, and proudly claims that Chinese citizens enjoy more rights than ever 
before”. 786  Moreover, the Chinese state argues that the critics are biased and 
politicized. It insists that, while fully respecting the universality of human rights 
principles and values, “the Chinese government in the light of the basic realities of 
China, gives priority to the protection of the people's rights to subsistence and 
development, and lawfully guarantees the rights of all members of society to equal 
participation and development on the basis of facilitating sound and rapid economic 
and social development.”787 Indeed, prioritizing economic, social and cultural rights 
over civil and politic rights has long been the official position of the Chinese state in 
terms of its human rights policies and, indeed, it still is. Naturally, that might be 
assumed to include a priority for people’s entitlementsfollowing from their right to 
education, particularly at a young age.  
 
1. Structural non-implementation of the right to education in China 
 
The Chinese state, ever since the establishment of the People’s Republic of China in 
1949, has contributed to rural-urban inequality by excessively extracting funds from, 
neglecting, and establishing discriminatory policies against rural areas. From the mid 
1990s to 2000, the Chinese state started to address the huge inequality between rural 
and urban compulsory education by popularizing the Nine-Year Compulsory 
Education (the NYCE) policy. Entering the new millennium, the Chinese state hoped 
to redress the overall injustice in the countryside. It significantly increased its 
investment and even went as far as to reconstruct rural public financing so as to 
improve the delivery of social services in the countryside. Reforming rural 
compulsory education constitutes an important element thereof. 
 
In the campaign to popularize the NYCE, governments at all levels signed 
performance contracts in which financial responsibility and accountability for each 
item assumed by one level of government were specified. However, the township 
governments and the villages were asked to shoulder most of the educational spending, 
which was disproportional to their fiscal capacities. In spite of the difficulties that 
most townships and villages already had in making ends meet, political pressure and 
career concerns effectively motivated the cadres in the townships and villages to 

                                                             
785 See Section 3 of the Introduction.  
786 Peerenboom, Randall, 2005, Assessing Human Rights in China: Why the Double Standard? Cornell 
International Law Journal, Vol. 38, pp. 71-172. pp.71.  
787 National Human Rights Action Plan of China (2009-2010), 
http://www.china.org.cn/archive/2009-04/13/content_17595407_2.htm 

http://www.china.org.cn/archive/2009-04/13/content_17595407_2.htm
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resort to borrowing, writing IOUs to construction companies and postponing the 
payment of officials’ and teachers’ wages to finance the campaign, all of which led to 
huge government debts. At the end of this campaign, the Chinese government had 
allegedly achieved more than an 85% enrollment rate in most places in China in 2001.   
 
In the hope of further equalizing rural compulsory education with that of urban areas, 
the Chinese state initiated a second round of reform in the first decade of this century. 
First, the central government transferred the main financial responsibility for rural 
compulsory education from the village and township level to that of the county. The 
central government apparently believed that the county governments would have 
ample resources to provide good basic education which was not substantively 
different from urban compulsory education. Second, the central government also set 
up a chain of programmes in which it considerably increased investments in rural 
education, meanwhile requiring governments at other levels to follow its lead. 
Moreover, all these measures were consolidated in the so-called “Rural Compulsory 
Education Assured Funding Mechanism” in 2007. 
 
Unfortunately, this reform noticeably fell short of expectations, as demonstrated in 
this research. Provinces in eastern regions still spend significantly more than the 
central and western regions. Moreover, in spite of the reforms severe rural-urban 
educational inequality persists and, in many places, is deteriorating at the county and 
township level where the NYCE are provided, although the second reform seems to 
be narrowing the rural-urban spending disparity if one only looks at the aggregate data 
at the provincial level. 
 
In uncovering the factors that undermine the effectiveness of the reform in the first 
decade of this century, this research has identified two institutional features of the 
Chinese state as the culprits. This point was illustrated by analyzing public financing 
in three counties in Fujian Province where I conducted fieldwork. First, vertically the 
Chinese intergovernmental fiscal relationships as such are not conducive to the 
equalization of the rural and urban education. Intergovernmental revenue and 
expenditure assignments are arranged in such a way that the revenues are 
concentrated in the hands of governments at higher levels, whereas the expenditures 
are pushed downwards. With insufficient resources, township and county 
governments have to shoulder the responsibility for financing the NYCE. Furthermore, 
intergovernmental fiscal transfers do not assume the role of equalizing the fiscal 
disparities across localities. Instead, those transfers reward the localities for their 
economic performance and, to a great extent, ignore those localities that are in great 
need. Thus, Chinese intergovernmental fiscal relationships extract extensive funds 
from the lowest levels of government, then redistribute these funds so as to achieve 
more growth, and pay little attention to the equalization of education provisions across 
localities and between rural and urban areas. 
 
Second, horizontally the budget process at the level of local government attaches low 
priority to educational spending compared to government spending on other areas; in 
terms of the resources allocated for education, urban schools invariantly receive much 
more than rural schools. The budget process in the three counties is under the 
effective control of the leading party secretary and county governor. Other actors have 
little say in the process. Those officials who are in actual charge are more interested in 
investing money in the areas that will generate revenue. For spending that is not 
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generative, such as educational spending, the inputs are deliberately kept at a low 
level and are allocated with a bias towards the needs of the urban population.   
 
The educational reform which started in 2002 is intended by the central government to 
increase inputs from the state for rural NYCE. Nonetheless, the central government 
has to rely on local governments to implement the policy measures. Thus, the efficacy 
of the funds from the central coffers and the policy measures of educational reform 
are subject to the two state institutions identified above. It transpires that transferring 
responsibility for financing rural NYCE from townships and villages to counties 
simply has the effect of relocating the problem to another level. The cost of 
compulsory education is still unaffordable, even for the county government. This is 
because the tax-sharing system and sub-provincial public financing all put county 
governments in a disadvantageous position. It is not uncommon that the majority of 
the budgetary revenue of county governments is used to pay for the wages of fiscal 
dependents, more than half of whom tend to be schoolteachers.  
 
The rural tax reform was implemented at the same time as the educational reform. Its 
aim is to curb the excessive extraction of funds from peasants by villages, townships 
and counties. However, with this reform rural public financing has been reconstructed 
in a way that further diminishes the fiscal autonomy of local governments. The reform 
abolished the institutional instruments of local governments to levy taxes on peasants. 
In losing this important source of revenue, county governments now heavily rely on 
intergovernmental transfers from higher up. It comes as a disappointment that such 
intergovernmental transfers are not aimed at equalizing the fiscal disparity across 
counties. Instead it exhibits a tendency to favour those with a good economic record.  
 
In the three counties that I visited, the most affluent is not only able to pay both 
full-time and part-time teachers, but also to respond to the operational and 
maintenance needs of schools, because it has quite a large number of businesses 
within its jurisdiction which serve as a good tax base and pools of extra-budgetary 
revenue. Even after the extraction of funds by higher governments, the county still has 
a good margin of revenue at its disposal. Moreover, this affluent county is favoured by 
intergovernmental fiscal transfers. In this way, the prefecture hopes to further 
stimulate economic development. The poor counties are not so fortunate, however. On 
the one hand, they are struggling to fulfil the revenue tasks that are assigned from 
above and, on the other, the intergovernmental transfers that they receive are 
designated to prevent the governments from collapsing. The amount of the transfers 
has never been generous. For the poor counties, the disparity between the revenue and 
expenditure of local government is so large that spending on compulsory education, 
certainly at the level of the affluent counties, is simply a luxury. The best they can 
hope for is to pay teachers on time. The operational and maintenance needs of schools 
are basically ignored. Thus, the additional funds for rural education from the 
programmes set up by the central government are far from sufficient to offset the 
discriminatory effect of intergovernmental fiscal relationships on local governments 
in general and poor localities in particular.   
 
In addition to the disabling effect of unequal revenue between rural and urban 
education, the spending behaviour of local governments further dampens the prospect 
of equalization. The budgetary process in which a local government plans its spending 
is in the effective control of a handful of party leaders whose incentives are structured 
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by the cadre management system. Those local party leaders plan government spending 
so as to achieve a good record of economic development and revenue accumulation, 
which could help them to score highly in the yearly cadre evaluation conducted by 
their superiors and increase their possibility of being promoted. Social spending is 
intentionally ranked low in budget planning. Extra-budgetary revenue is only used for 
economic development. Furthermore, when the educational funds arrive at local 
governments, local officials usually do not provide matching funds as required and 
divert the designated funds for other purposes. These illegal practices are 
understandable in the light of the fiscal difficulties experienced by poorer counties. 
Without much prospect of receiving help from above, the governments of poor 
counties are left with these extreme measures to try to crawl out of the poverty trap.  
 
What is particularly troublesome is the ways in which educational resources are 
allocated between rural and urban areas in one jurisdiction. The county bureau of 
education deliberately allocates more fiscal and human resources to the schools in the 
county and township seats so that students in these “key” schools are educated in a 
good learning environment and hence are more likely to achieve better academic 
results. This strategy of an imbalanced development is chosen not only because all of 
the county officials’ children study at these key schools, but also because the superior 
performance of several schools can more or less ensure that the head of the bureau 
receives a good end-year evaluation. Meanwhile, the bureau of education is also 
influenced by well-connected figures in the county when it has to decide on school 
staffing. Schools are forced to employ people without teaching qualifications which 
leads to overstaffing in schools in county and township seats. Schools that are located 
in remote villages and mountainous areas have to hire “substitute teachers” as their 
hiring quotas have been seized by the key schools. Those substitute teachers are not 
on the official payroll of the state and usually receive only one third of the wages of 
formally recognized teachers. Many substitute teachers are not qualified and only 
work part time. With inferior teaching conditions and inadequate teaching staff, rural 
students only receive education which is of poor quality.  
 
As argued, vertically the intergovernmental fiscal relationships work against the 
equalization of fiscal capacities between rural and urban governments. The divergent 
fiscal capacities are not necessarily conducive to narrowing the disparity between 
rural and urban compulsory education. Horizontally, the budget process of local 
governments prioritizes economic spending and discriminates against social spending 
and spending on rural areas. The effects of these two institutional set-ups are so great 
and entrenched that they outperform the measures of the second educational reform. 
Therefore, the quality disparity between rural and urban compulsory education 
persists and in some places is growing even larger.   
 
Taking a further step, this research suggests that the discriminatory intergovernmental 
fiscal relationships and biased budgetary processes of local governments both have 
their roots in the governing strategies of the CCP. The CCP does not allow genuine 
bottom-up political contests at the local level. Thus, local officials are largely immune 
from the will of the people within their jurisdictions; instead they are exclusively 
accountable to higher governments. Governing from above, however, inevitably 
encounters the problem of insufficient information concerning local situations. As a 
response, the CCP at the central and provincial level implements a cadre management 
system as the backbone of intergovernmental relations. In this system, cadres who 
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achieve a good record of economic development and revenue accumulation are more 
likely to be promoted. This system serves as an incentive contract between layers of 
governments, and effectively motivates local officials to engage in economic 
development. As seen in this research, the distribution of both intergovernmental 
grants and government budgetary spending are in conformity with considerations of 
economic growth. While this cadre management system is quite successfully in 
promoting economic growth, it suppresses government spending on social services, 
and further produces adverse effects on the equalization of the provision of social 
services in general, and the NYCE in particular, between rural and urban areas.  
 
2. Reflection on the efforts of the international community to implement human 
rights 
 
At the invitation of the Chinese government, which originated in the EU-China 
Human Rights Dialogue, Ms Katarina Tomaševski, then Special Rapporteur on 
Education, went on an official mission to China (confined only to Beijing) from 9 to 
20 September 2003. She released her report on the mission in November 2003. In the 
report, she critically challenged the data and achievements presented by the Chinese 
authorities and offered a number of recommendations for improvement, including the 
further elimination of collecting fees in compulsory education, and urging that 
discrimination against migrants’ children, women and people with disabilities and 
several other issues be redressed.788 In confronting this criticism, Liu Zhongxin,then 
Adviser to the Chinese Delegation to the UN, made the following remark: 
 
“Regrettably however, the Rapporteur did not present a true picture of what she had 
seen and heard during her visit. On the contrary, she made groundless comments and 
accusations on the efforts made by the Chinese Government in ensuring and realizing 
the right to education. One has to but believe that she might have drafted her report 
even before setting foot on Chinese soil.”789 
 
Commenting on the report by Ms Katarina Tomaševski, the Chinese government 
accused the Special Rapporteur of being politically biased, distorting the facts and 
discounting China’s achievements by highlighting individual cases and accounts that 
were often one-sided. China also complained about the Special Rapporteur’s distrust 
of the information provided by the government, relying instead on materials from 
overseas sources and organizations.790 
 
This is a frustrating account, but one which is common concerning the engagement of 
the international human rights community with China. Notably, the Chinese 
government invited the Special Rapporteur immediately after its announcement that 
China had achieved nationwide universal compulsory education in 2001; hence one 
could reasonably assume that the invitation was intended by China to show its 
commitment and achievement in the field of education to a wider audience. So 

                                                             
788 The right to education, Report submitted by the Special Rappoteur, Katarina Tomaševski, Addendum, Mission 
to China, E/CN.4/2004/45/Add.1, 21 November 2003.  
789 Statement by the Adviser LIU Zhongxin of the Chinese Delegation on the Report of Special Rapporteur on the 
Right to Education at the 60th Session of the Commission on Human Rights (Geneva, March 30, 2004), 
http://www.china-un.ch/eng/rqrd/thsm/t85173.htm 
790 Comments by the Chinese Government on the Report on the Mission of the Special Rapporteur on the Right to 
Education to the People's Republic of China, U.N. ESCOR Human Rights Comm., 60th Sess., Agenda Item 10,  
E/CN.4/2004/G/16, Dec. 11 2003.   

http://www.china-un.ch/eng/rqrd/thsm/t85173.htm
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unfortunately, the respective attitudes towards that encounter already clashed even 
before the visit had taken place. Consequently, the event unfolded in a way that 
disappointed both China and the representative of the international human rights 
community. In this way, meaningful communication cannot be achieved and mutual 
distrust is intensified. In light of the findings of this research, how, then, could the 
international community avoid or at least minimize the occurrence of such 
disappointing interactions with China in the future? Moreover, how can the 
interventions of the international human rights community be improved to such an 
extent that China and other countries are effectively engaged in an endeavour to 
realize human rights?  
 
2.1 Evaluating the effectiveness of current human rights tactics and tools 
 
According to Michael K. Addo, the international human rights movement entered the 
stage of legalization after the birth of the United Nations Charter.791 At the stage of 
the legalization of human rights values, a central feature is the application of the 
concept of the rule of law in the international human rights practice. 792  The 
international human rights community first worked towards “the standardisation in 
legal terms of human rights norms, especially in international treaties as a reflection 
of rule of law”.793 In this way, human rights are articulated as real and tangible 
freedoms, entitlements and outcomes.794 Secondly, as a direct result of its legalization, 
the human rights process has been judicialized. This is not difficult to understand: 
since human rights are transformed into real and tangible claims and outcomes that 
are “embedded in legal prescriptions of permissible and prohibited behavior”,795 their 
violations become redressable on adjudication by an independent judicial institution. 
As assessed by Addo, “it is the judicial and quasi-judicial processes that have come to 
assume a central place in human rights redress.”796 The judicial or quasi-judicial 
model of monitoring and supervising state parties’ human rights implementation is 
naturally biased towards individual incidents. Nonetheless, this judicial model 
encounters noticeable resistance from China.   
 
The primary concern of the Chinese government appears to be about the overall 
well-being of its population. It must be recalled that China has outperformed other 
countries with a similar income level on many human rights indicators.797 The 
government also enjoys a high level of legitimacy in the eyes of most Chinese people. 
By exclusively picking up individual cases that “are factually, legally, politically, 
economically and normatively contentious” and are not “representative of the system 
as a whole”, Randall Peereboom argues that the international community is bound to 
alienate the Chinese government and the Chinese people by making them feel that 
they are being subjected to double standards in the field of human rights.798 
 
Second, while the Chinese government certainly wishes the international community 
                                                             
791 Michael K. Addo, 2010, The Legal Nature of International Human Rights, MartinusNijhoff. P122-39. 
792Ibid., p. 178.  
793Ibid., p. 178-184.  
794Ibid., p. 187.  
795Ibid., p. 188.  
796Ibid., p. 191.  
797 According to Randall Peerenboom, civil and political rights are the only fields where China scores below 
average among the countries of the lower middle income category. See Peerenboom, Randall, 2005, Assessing 
Human Rights in China: Why the Double Standard? Cornell International Law Journal, Vol. 38, pp. 71-172. 
798Ibid., p. 74. 
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to recognize its efforts and achievements, it has acknowledged its shortcomings in 
various areas, including labour rights, the rights of women and minorities, the rule of 
law, criminal justice and so on.799 However, in the process of addressing these issues, 
the Chinese government is constantly confronted with accusations from the 
international community based on individual cases. The Chinese government, 
Peereboom feels, “has expressed impatience with the international human rights 
community for failing to appreciate the complexity of the issues, for discounting the 
progress made in improving people’s living standards and expanding citizens’ 
freedoms while exaggerating the problems by focusing on the relatively few cases 
involving political dissidents, and for attempting to impose simplistic solutions that 
are normatively biased toward liberalism and likely to be counterproductive given 
China’s history and traditions, level of economic development and current legal and 
political institutions.”800 
 
Apparently, the judicial model of human rights implementation does not work well in 
China. However, this is not to deny the legitimacy of the international community 
pinpointing individual human rights violations that come to its notice. After all, this 
constitutes an indispensable part of the responsibility of the international community 
to monitor and supervise the human rights implementation of a state party to distinct 
treaties. But the flawed encounters with China manifest a need for the international 
human rights community to develop other sets of tactics and tools.  
 
Gradually recognizing the inherent limitations of the judicial style of monitoring and 
supervising a state’s implementation of human rights obligations,801 the international 
community now advocates the effectiveness of human rights indicators 802  and 
institutional human rights instruments at the national level.803 Let us first look at the 
human rights indicators. The Office of the United Nations High Commissioner for 
Human Rights recently proposed to categorize human rights indicators as structural, 
process and outcome indicators.804 These indicators appear to be comprehensive, but 
a close examination reveals their constraints.  
 
Take Chinese rural compulsory education as an example. The Committee on 
                                                             
799Ibid., p. 75.  
800Ibid. 
801 Anthony Woodiwiss, 2006, “The Law Cannot be Enough. Human Rights and the Limits of Legalism”, in 
Meckled-Garcia and B. Çali (eds.), The Legalization of Human Rights, Routledge. Also, according to De Beco, 
there are four drawbacks to judicial mechanisms. The first drawback is that many human rights violations are 
never brought to the courts and those that are do not fully represent all that actually take place. The second is that 
judicial mechanisms are reactive in that they intervene after human rights violations have taken place. The third is 
that courts only handle cases, whereas non-judicial mechanisms operate systematically. The fourth drawback is that 
in contrast to non-judicial mechanisms, judicial mechanisms only concern parties involved in the proceedings and 
cannot make general recommendations to state authorities. See Gauthier de Beco, 2009, Non-Judicial Mechanisms 
for the Implementation of Human Rights in European States. PhD Dissertation, Faculty of Law, 
Universitecatholique de Louvain. P15.  
802 See Section 4 of Chapter 3.  
803 See Section 3.2 of Chapter 2.  
804OHCHR, Report on Indicators for Promoting and Monitoring the Implementation of Human Rights, U.N. DOC. 
HRI/MC/2008/3 (June 6, 2008). The structural indicators “reflect the ratification/adoption of legal instruments and 
existence of basic institutional mechanisms deemed necessary for facilitating realization of the human right 
concerned”. The Process indicators “measure the quality and extent of state efforts to implement rights by 
measuring the scope, coverage, and content of strategies, plans, programs or policies, or other specific activities or 
interventions designed to accomplish the goals necessary for the realization of [the right].” The outcome indicators 
are “not only a more direct measure of the realization of a human right but it also reflects the importance of the 
indicator in assessing the enjoyment of the right.” In other words, outcome indicators “measure the actual impact 
of government strategies,” whereas process indicators measure the “quality and extent” of these strategies.  
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Economic, Social and Cultural Rights considered the initial report of the People's 
Republic of China on the implementation of the International Covenant on Economic, 
Social and Cultural Rights in 2005, and made the following recommendation on the 
right to education:  
 
“In line with its general comment No. 11 (1999) on plans of action for primary 
education and 13 (1999) on the right to education, the Committee calls upon the State 
party to take effective measures to ensure that all children, including migrant children 
and ethnic minority children, have access to free compulsory primary education. The 
Committee also calls upon the State party to undertake effective reforms in the current 
education financing policies so as to allocate sufficient funds to support the provision 
of free and compulsory nine-year education to all children on national, state and local 
levels; and to eliminate all school-related fees so as to make compulsory primary 
education truly free for all children. The Committee further urges the State party to 
increase public expenditure on education in general, and to take deliberate and 
targeted measures towards the progressive realization of the right to education for the 
disadvantaged and marginalized groups throughout the country”.805 
 
Since then, the Chinese government has followed the recommendations. It put in 
place the new Law on Compulsory Education in 2006. The Chinese Communist Party 
also issued a series of resolutions that are aimed at improving education 
nationwide. 806  In these documents, government agencies and institutional 
mechanisms that are responsible for rural education are specified. These should be a 
good monitoring of structural indicators. In terms of process indicators, one will not 
fail to recognize the massive efforts that the Chinese government invests in rural 
education. It has restructured the financing of rural education, transferring the 
financing responsibility from villages and townships to counties. It has also 
established chains of programmes, ranging from the construction of school buildings 
and boarding schools to subsidies for textbooks and school fees. All these measures 
have been consolidated in the “Rural Compulsory Education Assured Funding 
Mechanism”. 807  Correspondingly, the outcome indicators (on the data at the 
provincial level) show that the disparities between rural and urban per student 
expenditure in three regions of China have been respectively narrowed.  
 
Not a bad record, it would seem. In the section on the right to education in the 
national report for the Universal Periodic Review (UPR) in 2009, the Chinese 
government structured the content exactly along the three categories of 
indicators.808Among all the Member States that formulated questions for China’s UPR 
in advance, only Sweden asked about the overall situation of rural-urban inequality 
and Liechtenstein inquired into rural women and girls’ access to education.809 In the 

                                                             
805 Concluding observations of the Committee on Economic, Social and Cultural Rights: 
China.2005-05-13.E/C.12/1/Add.107.Paragraph 66. 
http://www.unhchr.ch/tbs/doc.nsf/%28Symbol%29/E.C.12.1.Add.107.En?Opendocument 
806 See Chapter 4.  
807 See Chapter 4.  
808 NATIONAL REPORT SUBMITTED IN ACCORDANCE WITH PARAGRAPH 15 (A) OF THE ANNEX TO 

HUMAN RIGHTS COUNCIL RESOLUTION 5/1, China. A/HRC/WG.6/4/CHN/1, 10 November 2008. 
Paragraph 34-37.  

809 Advance questions by the CZECH REPUBLIC, LATVIA, LIECHTENSTEIN and SWEDEN 
http://lib.ohchr.org/HRBodies/UPR/Documents/Session4/CN/CHINA.pdf. 
Advance questions Addendum by CANADA, DENMARK, GERMANY, LITHUANIA, NETHERLANDS, 
NORWAY, UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND, 

http://www.unhchr.ch/tbs/doc.nsf/%28Symbol%29/E.C.12.1.Add.107.En?Opendocument
http://lib.ohchr.org/HRBodies/UPR/Documents/Session4/CN/CHINA.pdf
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process of constructive dialogue, only Portugal and Sweden raised slight concerns 
about rural education, whereas a handful of countries expressed their satisfaction 
concerning China’s educational efforts.810 It seems that by solely judging the “facts” 
constructed around the structural, process and outcome indicators, the international 
community demonstrated its content with the progress that the Chinese government 
had made. However, in light of the persistent structural problems concerning the 
inequality of rural-urban education as exposed by this research, one cannot help but 
wonder what flaws pervade the human rights indicators with the effect of blinding the 
purview of peer countries.  
 
While institutional human rights instruments at the domestic level811 could have the 
potential to produce such contextual knowledge of domestic failures in implementing 
human rights, the effectiveness of such instruments nonetheless rests on two premises. 
The first premise, as argued, is the institutional independence of these instruments 
from the state. Without such autonomy, these instruments are mostly likely to reflect 
window dressing by the state. The other premise is that these instruments assume that 
the state has a functioning internal implementation system in the first place. Without 
such an internal system, the voices of these instruments will lack an audience and 
hence there will be no collaboration.  
 
2.2 A contextual approach 
 
In light of the shortcomings in the tactics and tools that are currently at the disposal of 
the international community in its efforts to encourage states to implement their 
human rights obligations, this research offers a way to overcome the limits of both 
human rights indicators and national human rights instruments. By analytically 
unravelling the “black box” of the state, the hidden institutional factors underlying the 
structural problems of the non-implementation of human rights can be exposed.   
 
As has been argued in this research, there are two important institutional set-ups that 
result in the structural non-implementation of the right to education in rural areas: 
intergovernmental fiscal relationships and the local budgetary process. Both are 
lacking in the coverage of structural, process and outcome indicators. Nonetheless, 
they constitute the institutional context in which educational reform measures are 
implemented, and by which the effects of these educational measures are determined. 
In other words, human rights indicators only capture the state’s endeavors in an 
individual field or sector, whereas policies that are designed in other areas and 
institutions that are left untouched in other fields continue to constrain and undermine 
the potential and effects of educational reform measures. This research shows that the 
machinery of the state is not necessarily working rationally in individual policy fields, 
coherently across policy fields, and consistently concerning the inter-temporal 
dimension.  
 
Thus it becomes a necessity to examine the process in which the state machinery 
deliberates, coordinates and aligns its different components to act and study the 
                                                                                                                                                                               
http://www.upr-info.org/IMG/pdf/ADVANCE_QUESTIONS_TO_CHINA-Add.1.pdf.  
810 Countries welcoming China’s educational measures include Russia, Bhutan, Mexico, South Africa, Uzbekistan, 
Ghana, Mozambique, Angola, Palestine and others. For the report of the working group, see 
http://daccess-ods.un.org/access.nsf/Get?Open&DS=A/HRC/11/25&Lang=E 
811 Including National Human Rights Institutions, human rights indicators, Human Rights Impact Assessments and 
National Human Rights Action Plans.  

http://www.upr-info.org/IMG/pdf/ADVANCE_QUESTIONS_TO_CHINA-Add.1.pdf
http://daccess-ods.un.org/access.nsf/Get?Open&DS=A/HRC/11/25&Lang=E
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contradictions that arise in the functioning of the state. An old saying in China is quite 
pertinent here: it is inadequate to “treat only where the pain is” (toutongyitou, 
jiaotongyijiao). The problem in compulsory education in rural areas actually reflects a 
deeper and broader governance issue in China, an issue that could not be captured by 
human rights indicators. This research has exposed certain crucial institutional factors 
relating to the implementation of just one aspect of one specific human right. 
However, a closer look reveals that the causal factor that it revealed—the governing 
strategy of the CCP—influences many other aspects of the realization of human rights 
as well, e.g. the implementation of the right to health in rural China. Thus, equipped 
with a contextual knowledge of domestic situations, the human rights community 
could engage itself in changing certain institutional practices by the state party more 
systematically, effectively and creatively. 
 
Currently, the international community applies uniform tactics and tools of human 
rights implementation in spite the fact that states greatly differ from each other. 
Naturally, the universality of human rights does not require uniform strategies for 
their realization. In light of the counterproductive effects of uniform tactics and tools 
in the case of China, what is advocated here is the contextualization of the tactics and 
tools of the international community. More specifically, this research suggests that the 
international community, while keeping a certain level of sensitivity to individual 
cases, should invest more energy and resources in identifying and tackling factors that 
lead to the structural non-implementation of human rights not only in China but 
everywhere. Recommendations from the international community based on a 
thorough understanding of domestic situations might well be much more effective.   
 
This study also calls for the research agendas of human rights scholars to focus more 
on the political economy context of state parties than on “pure” international law 
perspectives. What researchers can do is to analyze and expose such contextual roots 
of structural non-implementation. With this kind of domestic knowledge, the 
international community could use local research to engage in international dialogue 
with the state parties on their politico-economic structures of governance and 
contribute to the necessary transformation. 
 
Rather than focusing on just individual cases of violations, efforts towards realization 
of international human rights might rather focus on linking aspirations to reality. The 
obstacles that stand between internationally declared rights and the actual enjoyment 
of freedoms and entitlements are manifold. With the help of solid contextual 
knowledge, the human rights community could deploy its resources and efforts in a 
more strategic, effective and efficient way.  
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Summary 
 
 
 
This dissertation approaches the inequalityof basic education between urban and rural 
China from a human rights perspective and positions this issue in the context of 
Chinese political economy. It demonstrates the slackness of the Chinese state in the 
1990s and its insufficient efforts in the 2000s in addressing this education inequality, 
and showcases the achievements and persistent structural problems of current basic 
education arrangements in rural China in terms of educational gaps closing. 
Furthermore, the ways by which the Chinese state tackles this human right deficit are 
examined with the purpose of questioning the effectiveness of the existing 
international human rights mechanisms in addressing structural human rights 
problems in member states. The main findings of this dissertation are presented below.  
 
Rural-urban inequality in contemporary China is structural and persistent, while 
penetrating every aspect of people’s life experience in rural areas. Not surprisingly, 
then, rural basic compulsory education is also marked by considerable inequality 
when compared with that of the urban population. To reverse the alarming educational 
conditions at the schools in the countryside, the Chinese government has implemented 
two series of policy reforms since the mid1990s. Between 1995 and 2000, the 
campaign to popularize the Nine Years of Compulsory Education (the NYCE) has 
reportedly universalized access to basic education for every Chinese citizen. Since the 
turn of the Millennium until now, the Chinese government has started to increase its 
investments and to reconstruct rural public finance to improve social service delivery 
in the countryside. The reform of rural compulsory education constitutes an important 
element in NYCE.   
 
These two reforms are seen as elements in China’s follow-up to its ratification of the 
International Covenant on Economic, Social and Cultural Rights (the ICESCR). As a 
party to the ICESCR, the Chinese statehas a human rights obligation to provide equal 
opportunity to access quality education for every Chinese citizen. In the examination 
of the impacts of these two reforms on the education entitlements of rural 
children,evidence shows that while the issue of rural children’s access to basic 
education has largely been resolved with the reforms of the 1990s, the quality of rural 
education continues to be substantively lower than that of urban schools, despite the 
reforms during the first decade of this century.   
 
In searching for the answer to why the second reform falls considerably short of 
expectations,this researchargues that several institutional features of the Chinese state 
seriously undermine the effectiveness of policy measures. This point is illustrated by 
analyzing the public finances of the three counties in Fujian Province where the 
author conducted his fieldwork. More specifically, two state institutions are 
pinpointed. First, vertically the Chinese intergovernmental fiscal relationships as 
suchare not conducive to equalizing the quality of rural and urban education. 
Intergovernmental revenue and expenditure assignments are arranged in such a way 
that the revenues are concentrated in the hands of governments at higher levels, 
whereas the expenditures are pushed downwards. With insufficient resources, 
township and county governments have to shoulder the responsibility for financing 
the NYCE. Furthermore, intergovernmental fiscal transfers do not assume the role of 
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eliminating fiscal disparities across localities. Instead, those transfers reward the 
localities for their economic performance and, to a great extent, ignore those localities 
that are in great need. Thus, Chinese intergovernmental fiscal relationships extract 
extensive funds from the lowest levels of government, while redistributing these funds 
so as to achieve more growth, and paying little attention to the equalization of 
education provisions across localities and between rural and urban areas. 
 
Second, horizontally the budget process at the level of local government attaches low 
priority to educational spending compared to government spending on other areas; in 
terms of the resources allocated for education, urban schools invariantly receive much 
more than rural schools. The budget process in the three counties is under the 
effective control of the leading party secretary and county governor. Other actors have 
little say in the process. Those officials who are in actual charge are more interested in 
investing money in the areas that will generate revenue. For spending that is not 
generative, such as educational spending, the inputs are deliberately kept at a low 
level and are allocated with a bias towards the needs of the urban population. 
 
The educational reform starting in 2002 is intended by the central government to 
increase inputs from the state into rural NYCE. Nonetheless, the central government 
has to rely on local governments to implement its policy measures. Thus, the efficacy 
of the additional funds from the central coffers and the policy measures of educational 
reform are severely underminedby the two state institutions identified above, which 
are basically left intact in the educational reform. 
 
These two state institutions, however, have fallen out of the purview of international 
human rights mechanisms. Judicially, international human rights mechanisms are ill 
fitted to tackle such problems of structural non-implementation. Nonetheless, the 
non-judicial styles of monitoring and supervising a state’s implementation of human 
rights obligations, which are currently championed at the international level, are not 
satisfactoryeither in terms of both identifying and addressing structural human rights 
deficits. 
 
Firstly, the political dynamics in China are incompatible with the institutional human 
rights instruments at the national level. Communist China is a party-state. On the one 
hand, the Chinese Communist Party completely subsumes governments at all levels, 
including the judiciary; on the other hand, the Chinese party-state, with the help of 
various mechanisms, dominates society.Almost all important initiatives, mobilization, 
reforms and organizing efforts are proposed and implemented, or shadowed, by the 
state machinery.In order to be effective national human rights instruments must have 
uncompromised autonomy to formulate their own positions and agendas so as to work 
as partners of states. Imaginably, such positions and agendas may well be in conflict 
with the state’s policies and practices on many occasions. However, the institutional 
independence that is required in order for these instruments to function properly 
cannot be not sustained in the current context of China. 
 
Secondly, human rights indicators, in the sense ofstructural, process and outcome 
indicators, are, to a great extent, inadequate.Human rights indicators just capture the 
state’s endeavours in an individual field or sector, whereas policies that are designed 
in areas and institutions that are left untouched in other fields continue to constrain 
and undermine the potential effects of educational reform measures.As demonstrated 
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in this dissertation, the Chinese intergovernmental fiscal relationships and the budget 
process at the local level constitute the institutional context in which educational 
reform measures are implemented. Furthermore, these two state institutions are 
embedded in the political structure within the Chinese Communist Party. These 
aspects appear to have significant impacts on education provisions in rural China. 
Unfortunately, these are all neglected by human rights indicators.  
 
Thus, this research suggests that the international community, while keeping a certain 
level of sensitivity to individual cases, should invest more energy and resources in 
identifying and tackling factors that lead to structural non-implementation of human 
rights not only in China but everywhere.In order to become much more effective, 
recommendations from the international community will have to be based on a 
thorough understanding of domestic situations. 
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Samenvatting 
 
 
 
Deze studie richt zich op het onderwijs in China gedurende de leerplichtige leeftijd.De 
schrijnende ongelijkheid in onderwijskwaliteit tussen stedelijk en agrarisch China 
wordt bezien in het licht van de internationaal aanvaarde mensenrechten inclusief het 
door China geratificeerde Verdrag voor de Economische, Sociale en Culturele 
Rechten (Esoculverdrag).De problematiek wordt geanalyseerd vanuit de Chinese 
politieke economie. Hoewel erkend door de Chinese staat blijken diens inspanningen  
in de jaren ’90 en 2000 om de geografisch ongelijke kansen in het basisonderwijs 
tegen te gaan onvoldoende zoals toegelicht met tal van voorbeelden. In dit verband 
wordt ook aandacht besteed aan de effectiviteit van de internationale 
mensenrechtenmechanismen van de Verenigde Naties in de aanpak van structurele 
problemen in lidstaten. Dit leidt tot in hoofdzaak de hiernavolgende bevindingen. 
 
Agrarisch-stedelijke ongelijkheid is een structurele en hardnekkige problematiek 
waarmee op het Chinese platteland de burgers in alle aspecten van hun leven worden 
geconfronteerd.  
 
Toen basisonderwijs verplicht werd, was er natuurlijk al sprake van aanzienlijke 
ongelijkheid in de kwaliteit van het onderwijs in de stedelijke versus de 
plattelandsgebieden. Om het  alarmerende gebrek aan onderwijsvoorzieningen op het 
platteland te verbeteren, heeft de Chinese overheid tussen 1995 en 2000 twee reeksen 
van beleidshervormingen doorgevoerd. Deze campagne, ook wel de NJVO (Negen 
Jaar van Verplicht Onderwijs) genoemd, heeft geleid tot universele toegang tot 
onderwijs voor elke Chinese staatsburger. Daarnaast is de  Chinese overheid vanaf 
de aanvang van het nieuwe millennium begonnen met het verhogen van haar 
investeringen in voorzieningen op decentraal niveau en het verbeteren van de 
bureaucratie op het platteland. De locale hervorming van het NJVO is een belangrijk 
element in het streven tot vermindering van de bestaande ongelijkheid tussen stad en 
platteland. 
 
Beide hervormingen worden gezien als kernelementen in China’s vervolg op de 
ratificatie van het Esoculverdrag. Als lidstaat van het Verdrag heeft China de 
verplichting om gelijke toegang tot onderwijs voor elke Chinese burger te garanderen. 
Onderzoek naar de gevolgen van de beide hervormingen in de jaren ‘90, wijst 
evenwel uit dat hoewel voor plattelandskinderen de toegang van kinderen tot 
onderwijs grotendeels is verzekerd, de kwaliteit van het onderwijs in de agrarische 
gebieden nog steeds substantieel lager is dan die van de scholen in de stedelijke 
gebieden. De hervormingen in het eerste decennium van deze eeuw hebben hier dus 
geen verandering in kunnen brengen. 
 
Het in deze studie verrichte onderzoek wijst uit dat meerdere institutionele kenmerken 
van de Chinese staat de effectiviteit van beleidsmaatregelen ernstig ondermijnen. Dit 
wordt aangetoond door middel van een analyse van de openbare financiën van drie 
gemeenten in de provincie Fujian waar de auteur veldonderzoek heeft verricht. Meer 
specifiek gaat het hier om twee binnenstatelijke processen die onder de loep zijn 
genomen. Ten eerste, in verticaal opzicht zijn de Chinese intergouvernementele fiscale 
overdrachten niet bevorderlijk voor de kwaliteit van provinciaal en stedelijk 
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onderwijs.Intergouvernementele inkomsten en uitgaven worden immers zo 
vastgesteld dat inkomsten hun weg vinden naar de overheid op hoger niveau, terwijl 
de uitgaven op lager niveau plaats vinden.Met ontoereikende middelen dragen de 
gemeentelijke en provinciale overheden wel de verantwoordelijkheid voor het 
financieren van het NJVO.Bovendien vervullen intergouvermentele fiscale 
overdrachten geen rol in het elimineren van locale fiscale verschillen. Integendeel, de 
intergouvernementele fiscale betrekkingen in China onttrekken omvangrijke bedragen 
aan de lagere overheden, terwijl de verdeling van de fondsen met name de in 
economisch opzicht best presterende streken ten goede komt. Weinig tot geen 
aandacht wordt besteed aan de gelijkschakeling van educatieve voorzieningen tussen 
stad en platteland.  
 
Ten tweede, in horizontaal opzicht weerspiegelt het begrotingsproces op lokaal niveau 
een lage prioriteit voor onderwijsuitgaven vergeleken met de overheidsuitgaven op 
andere terreinen. Voor onderwijs ontvangen stedelijke scholen ook relatief meer 
middelen dan de provinciale scholen. Het begrotingsproces in de gemeenten staat 
onder effectieve controle van de eerste partijsecretaris en de provinciale gouverneur. 
Andere actoren hebben in dit proces weinig zeggenschap. De ambtenaren die de 
daadwerkelijke leiding hebben zijn meer geïnteresseerd in het investeren van geld in 
gebieden die inkomsten genereren. Uitgaven die niet inkomstengenerend van aard zijn, 
zoals die op onderwijsgebied, worden bewust op een laag niveau gehouden en meer 
dan naar de mensen op het platteland vinden die hun weg naar de stedelijke 
bevolking.  
 
De onderwijshervorming die in 2002 begon, is bedoeld om de bijdrage van de centrale 
overheid voor NJVO op het platteland te verhogen. Niettemin blijft de centrale 
overheid voor de uitvoering van haar beleid afhankelijk van de lokale 
overheden.Kortom, de efficiency van de additionele fondsen uit de nationale schatkist 
en de beleidsregels van de onderwijshervorming worden ernstig ondermijnd door de 
twee zojuist genoemde begrotingsprocessen die ondanks de onderwijshervorming in 
feite intact zijn gebleven. 
 
Deze twee statelijke regelingen vallen echter buiten de reikwijdte van de 
internationale organen en mechanismen voor handhaving van de mensenrechten. 
Juridisch gerichte internationale instellingen en processen blijken ongeschikt te zijn 
om structurele problemen van non-implementatie te ondervangen. Maar ook 
metajuridische wijzen van controleren en toezicht houden op de statelijke handhaving 
van verplichtingen voortvloeiende uit de mensenrechten, blijken niet zaligmakend. 
Dat geldt voor zowel het identificeren als het adresseren van structurele 
mensenrechtentekorten in de lidstaten. Deze studie wijst hierover het volgende uit: 
 
Ten eerste, de politieke dynamiek in China is niet verenigbaar met de opbouw van 
institutionele mensenrechteninstrumenten op nationaal niveau. De Volksrepubliek 
China is een éénpartijstaat. Enerzijds overheerst de Chinese Communistische Partij de 
overheidsinstellingen op alle niveaus, inclusief de rechterlijke macht; anderzijds 
domineert de Chinese partijstaat ook de burgerlijke samenleving. Vrijwel alle 
belangrijke initiatieven, mobilisaties, hervormingen en georganiseerde inspanningen  
worden in gang gezet en uitgevoerd door de partijgeleide staat. Om effectief te zijn 
moeten nationale instrumenten voor handhaving van de mensenrechten een autonome 
positie hebben zodat zij hun eigen agenda’s kunnen formuleren en ook kunnen 
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samenwerken met niet-gouvernementele partners. In China’s huidige 
politiek-economische context is zo’n institutionele onafhankelijkheid niet houdbaar.  
 
Ten tweede, indicatoren om de al of niet verwezenlijking van de mensenrechten na te 
kunnen gaangericht op zowel proces als uitkomstzijn in hoge mate ontoereikend. 
Zulke indicatoren  richten zich onvoldoende op het beleid achter de uitkomsten. In 
deze studie is aangetoond dat de potentiële effecten van onderwijshervormingen 
ondermijnd en beperkt worden door de Chinese intergouvernementele fiscale relaties 
en de begrotingsprocessen op het lokale niveau waarop de onderwijshervorming tot 
verbetering van de kwaliteit van het onderwijs resultaten zou moeten leiden. Zo 
blijken ook de fiscale besluitvormingsprocessen in de provincie Fujian ingebed te zijn 
in de politieke structuur van de Chinese Communistische Partij met de nodige 
consequenties voor de educatieve voorzieningen op het platteland. 
Mensenrechtenindicatoren maken zulke oorzaken van structurele non-implementatie 
helaas niet zichtbaar. 
 
Concluderend, dit onderzoek wijst uit dat de internationale gemeenschap een meer 
doelgerichte en doelmatige inspanning zou moeten leveren in het identificeren en 
aanpakken van de factoren die leiden tot structurele non-implementatie van 
mensenrechten. Die aanbeveling geldt natuurlijk niet alleen voor China maar overal. 
Om effectiever te worden zullen aanbevelingen van de internationale gemeenschap 
voor handhaving op nationaal en lokaal niveau gebaseerd moeten zijn op een gedegen 
begrip van de binnenlandse problematiek en de politieke economie daarachter. 
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