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Abstract

In the process of the further transferring of economic and social development
space to the counties in China, the County Administrated by Province
Reform takes the important responsibility of solving the problem of improv-
ing the county economic performance and improving people’s livelihood se-
curity system of counties. Based on this, this paper investigates the Chinese
reform of the financial system under the province from two aspects: the basis
of the operation of the county administrated by province and the main moti-
vation of the reform. The study finds that the county administrated by prov-
ince reform is a reform based on county-level government. The fundamental
reason is that the deficiency of system changes causes the county-level gov-
ernment’s expenditure responsibility to be inconsistent with its income, and
the huge financial pressure is difficult to support the county’s effective and
balanced development.
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1. Introduction

Over the past 30 years of the reform and opening up, China’s county society and
economy has undergone a tortuous process of development and taken certain
achievement. On the process of further transferring of economic and social de-
velopment space to the counties, how to solve the financial dilemma at the county

level, to stimulate the vitality of county economic development, and improve the
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livelihood security system at the county level have become the core content of
the financial system reform under the province level. In the exploration and
practice of the financial system reform under the provincial level, “the county
administrated by province reform” has become a major breakthrough to im-
prove the county economy and people’s livelihood in recent years, since 2002.

From the point of view of the strategic intention of the county administrated
by province reform, the most direct object involved is “county administration”,
which aims to solve the financial expenditure pressure caused by the mismatch
of financial resources and responsibilities in the operation of “county adminis-
tration”, and the imbalance between the economic development of county and
the improvement of people’s livelihood. Therefore, the important basis of stud-
ying the county administrated by province reform is to understand the basic po-
sition of county-level regimes in the vertical intergovernmental relations, and
the important motive of the reform is to examine the “emphasis on GDP growth
while neglecting people’s livelihood” formed by the pressure of county-level
finance from the perspective of decentralization. This paper intends to analyze
the reform of the financial system from these two aspects, and further explore
the resulting problems of county economy and people’s livelihood.

There search significance of this paper lies in taking the growth-type incentive
mechanism which affects the promotion of officials as the institutional back-
ground, hackling how the governance model of the county administrated by
province adjusts the power allocation among local governments brought about
by the decentralization pattern below provincial level. This paper not only
enriches the relevant theoretical research, but also provides practical guidance
for the reform. After a brief introduction at the first part, the article discusses the
existing researches in the second part. In the third part, the important founda-
tion of county administrated by province reform is thoroughly analyzed. In the
fourth part, the article analyzes the motivation of reform from two aspects of
subjectivity and objectivity. Finally, the conclusions and research suggestions are

given as ending.

2. Literature Review

The financial difficulties of counties and townships accompanied by fiscal de-
centralization in China mainly lie in the fact that there has not been a functional
fiscal system of tax distribution under the provincial level. Therefore, the county
administrated by province reform which seeks a development breakthrough
flattening of the financial system has gradually risen to an important position.
This is also a decentralization reform at the county level aimed at clarifying the
power and responsibility relations among governments below the provincial lev-
el, because the fundamental to strengthen the government’s macro-control is to
solve various problems during the development, at the help of deepening the
adjustment of the financial system and straightening out the inter-governmental
relations (Li Meng, 2012) [1].

Among the studies on the effect of the county administrated by province
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reform on County economy, some hold basically attitude to the reform (Yu and
Wang, 2014; Sun Yongjie, 2016) [2] [3]. In further analysis, some studies have
found that in the decentralization reform toward county level, “expanding the
power and strengthening the county” not only promotes the county economic
growth, but also has a positive effect on the market-oriented reform (Yuan and
Zuo, 2011) [4]. The effect of “expanding the power and strengthening the coun-
ty” on economic growth is superior to “direct financial management” (Cai and
Huang, 2010) [5]. The economic growth brought by the reform mainly comes
from economic decentralization (Zheng Xinye, 2011) [6].

The county administrated by province reform has significantly improved the
level of fiscal decentralization and deepened the degree of economic and fiscal
decentralization among provinces, cities and counties by giving county govern-
ment greater financial power and economic management authority, but the im-
pact on people’s livelihood is uncertain.

Some scholars believe that the county administrated by province reform is
beneficial to improve the level of county-level public services and improve the
backward situation of county-level public services to a certain extent (Chen and
Lu, 2014; Yang Liangsong, 2016; Wang and Li, 2018) [7] [8] [9]. However, more
scholars believe that the county administrated by province reform has further
aggravated the distortion of the expenditure structure at the county level. Mul-
ti-dimensional measurement based on panel data of Hebei Province shows that
the reform has led to further distortion of the supply structure of county public
goods (Liu ef al 2012) [10]. Tan ef al. (2015) pointed out that the county admi-
nistrated by province reform not only improved the income gap, education, so-
cial assistance and other livelihood conditions between urban and rural areas,
but also significantly improved the level of fiscal decentralization at the county
level, based on a sample of 21 provinces in China [11]. Jia and Ning (2015) in-
vestigated the national county-level panel data, the results show that the finan-
cial system reform of the county administrated by province restrains the public
services of people’s livelihood in general [12].

In a word, the existing studies have not discussed the formation of financial
pressure in county-level from the historical position of the county system, nor
have they made a strong analysis from the subjective and objective levels. This

study intends to make up for this deficiency.

3. The Foundation of the County Administrated by Province
Reform: Perspective Based on the County Level

3.1. Historical Position of County System

The county administrated by province reform is a reform involving administra-
tive system at county level. The administrative system of a county is the key to
the continuity and long-term survival of the county system, and foundation of
the legalization and institutionalization of the county system. As the basis of the

operation of China’s administrative system, the county system is the most basic
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unit for the state to rule and manage, and its administrative system has rarely
undergone major change in history. Historically, although the county’s adminis-
trative division, institutional settings and so on changes, the county’s adminis-
trative system has always been stable and continued in the dynastic changes, as
basic state power established by the central government, it’s clear that its basic
status is beyond doubt and has been tested.

Since the appearance of county system, the county government was in the
“contractor” status of the vertical administrative system in the feudal society,
which has been inherited to present county administration largely. The core re-
sponsibility of the county government in China has always been to manage af-
fairs and provide public services in the face of the vast rural areas, which is the
administrative and financial basis for the rule of authoritarian countries. From
the late Qing Dynasty to the Republic of China, the power structure and the in-
stitutions establishment of government tended to specialization, and the county
administration gradually transformed to modernization, such as the expansion
of the supply scope of public goods at the county level, the transformation from
traditional education to public education, and so on. The modernization of
county administration in China has not stopped until now, and this process has
been devoted to the construction of fiscal and taxation absorptive capacity and
political resource control capacity. The historical evolution of county adminis-
tration has an enlightening role in studying the current administrative and fi-
nancial expansion of the county. What cannot be ignored is that even though the
county government has been focusing on the modernization construction, the
institutional inertia of the county system still affects the present county struc-
ture, County construction, and the social and economic development of the

county.

3.2. Contemporary Status of County System

After the founding of New China, although the state grassroots power sinks to
the township, the county-level political power retains governance function of
grassroots political power in many aspects. The main reason is that in the county
and township regimes, the principles of the constitutional design of the state are
basically practical for the construction of county-level regimes, virtual for the
construction of township regimes, and there is no decision-making body in
township government in the real sense. Therefore, in the background of the
county administrated by province reform, the county system is still an important
part of the local administrative system, which directly reflects the relationship
between governments and the state’s public management functions at the
grass-roots level, and even can be called the “miniature” of the central will at the
local level. The reform of county system is often an adaptive adjustment for the
transformation of economic and social development. Although it is far less se-
vere than the adjustment of the relationship between the central and local gov-

ernments, it can drive the development of county economy and society lagging
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behind relatively while the basic fiscal and taxation system remains unchanged,
and further rationalize the powers and responsibilities between governments
below the provincial level at the same time while avoiding system concussion
brought about by the reform.

In contemporary society, the county government is still in the position of
“contractor” in the vertical intergovernmental relations, which is also the key
breakthrough to study how to revitalize the county economy through the county
administrated by province reform. Dr. Feng Junqi of Peking University (2011)
pointed out in a survey of a county in Henan Province that the task indicators
issued by the government from the top to the bottom are almost identical from
the provincial to the city, then to the county and finally to the township [13].
The political achievement chain with the characteristics of pressure-based de-
centralization has formed a “political achievement isomorphism” with Chinese
characteristics in the transmission of power and responsibility from top to bot-
tom. In this political achievement chain, the superior government stimulates the
“political achievement” of the lower government through its own advantageous
position at the government level, by means of the administrative decentraliza-
tion system and the promotion incentive mechanism of officials. This pheno-
menon leads to the fact that the lower government is usually only responsible for
the superior government directly leading it. However, because of the increasing
agency costs caused by the large gap between the central and local governments,
the decrees transmitted by the central government to the lower government will
be gradually reduced and the binding force of the central policy will be gradually
reduced at the vertical level. Moreover, the county government is at the bottom
of this “political achievement chain”, many policies of the central government
repeatedly reiterated are difficult to implement at the county level in fact, and
many problems have arisen, including the abuse of extra budgetary funds, the
heavy debt of counties and townships, and the rural arbitrary charges caused by

“eating finance” in county-level.

4. The Main Motivation of Reform: The Expenditure
Responsibility and Pressure Source of County

4.1. Analysis Based on Subjective Level

In view of the administrative contract system characteristics of the vertical in-
ter-governmental in China, the superior government often gives the
sub-national government greater authority in the process of contracting. At the
same time, because of the high reconstruction and overlapping of the functions
of the vertical inter-governmental agencies, the county government is the ulti-
mate contractor of the “contract issuing” affairs of the central, provincial and
municipal governments step by step. The responsible person of the county gov-
ernment is not only the centralizer of the local regime, but also the ultimate re-
sponsible person for the above affairs. This kind of contracting system is ac-

companied by the obvious characteristics of pressure-style decentralization. For
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the grassroots government and its responsible people, while obtaining larger
administrative resources, they also have to bear a large number of business re-
sponsibilities, both power and responsibility coexist.

The quasi-grassroots status of county administration reflects the distinct de-
centralization characteristic of “downward shift of responsibilities” in vertical
administrative system in China, whether it is the contracting party responsible
for the lower township or the contractor of the higher level. It is undeniable that
the pyramidal supervision system also greatly saves the cost of information
transmission, and facilitates the central government to conduct effective vertical
management directly. Although this management mode can be well maintained
and operated by the “political championship” type of incentive mechanism for
promotion of officials, the higher level government has put down social, eco-
nomic, cultural and other development responsibilities to the county govern-
ment as bargaining chip of official promotion and performance appraisal, re-
sulting in serious inconsistencies between the expenditure responsibility and in-
come of county government.

From 1993 to 2010, the overall performance of county fiscal self-sufficiency
shows that, influenced by the county administrated by province reform in 1994,
the county fiscal self-sufficiency rate dropped sharply from 0.778 in the previous
year to 0.447, and has been at a low level since then. In the 16 years from 1994 to
2010, the average financial self-sufficiency rate at the county level was only
0.469, which indicates that the financial self-sufficiency at the county level is
weak and the financial gap is large.

In summary, on the subjective level, this system stimulates county govern-
ment officials, who are at the end of the vertical intergovernmental relationship,
to constantly focus on the performance appraisal indicators set by the higher
government in situation that the county-level fiscal continually tighten, such as
GDP growth rate and other indicators which can be quantified and achieved in
the short term, but continuous neglect county’s social development, livelihood
security and other historical debts, which are more difficult to achieve imme-

diate results.

4.2. Analysis Based on Objective Level

While the downward shift of responsibilities, China’s pressure-style decentrali-
zation system not only implies the characteristics of “political performance iso-
morphism” and the corresponding “political championship” mechanism, but
also accompanies the objective level of “responsibility isomorphism,” and has
become an important factor affecting the operational efficiency of grass-roots
governments

Compared with the central, provincial, and municipal governments, coun-
ty-level governments are the first-level governments directly facing the urban
and rural areas under their jurisdiction, and naturally assume the functions of
urban and rural public service supply within the county. According to Article
107 of the Constitution of the People’s Republic of China (2004), governments at
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or above the county level, within the limits of their jurisdiction prescribed by
law, are required to undertake economic development, livelihood security, eth-
nic affairs, judicial and administrative work within their administrative areas.
The single system state structure of China determines the high consistency of
responsibilities, functions and institutional settings of governments at different
vertical levels, and forms the basic characteristics of isomorphic responsibility.
This paper summarizes the relationship of responsibility power, financial power,
and financial resources by using charts (Table 1) among the provincial, munici-
pal, and county governments. It can be found that the county government has
almost the same responsibilities as the higher government in addition to its
economic regulation and control functions. Table 1 is compiled according to the
China Financial Yearbook.

There are provisions in paragraph 10 of article 59 of the law of the local
people’s organizations at various levels:

(1) To implement the resolutions of the people’s congresses and their standing
committees at the corresponding levels, as well as the resolutions and orders of
the state administrative organs at higher levels, stipulate administrative meas-
ures, and issue decisions and orders.

(10) To handle other matters assigned by the superior state administrative or-
gans.

From the provisions of the first and tenth paragraphs of this regulation, it is

not difficult to see that under single system state structure of China, the vertical

Table 1. Responsibilitypower, financial power, and financial resources among the
provincial, municipal, and county governments.

Item Province Municipality County
Economic regulation . o -
Infrastructure construction o . .
Environmental protection . . .
Responsibility Education ° 4 .
power Medical and health o ° .
Culture and physical training o . .
Public safety and justice o . .
Social security ° . .
Tax legislative power . o -
Tax collection and
. o ° °
Financial power management right
Charge right o . °
Debt right o . -
Tax revenue ° . .
Financial
Transfer payment . o .
resources
Non tax revenue o . .

Note: ® Main responsibility; © Secondary responsibility; - Non responsibility.
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inter-governmental relations strictly follow the hierarchical principle set by bu-
reaucracy. The superior and subordinate governments show obvious characte-
ristics of leading and being led, as well as absolute “upward responsibility” and
“obeying the superior”. While the Constitution lists the responsibilities of local
governments, each of which mentions “handle other matters handed over by the
higher state administrative organs” without exception, which shows that the
functions of the provincial, municipal and county governments are highly ho-
mogeneous. Combined with the characteristics of the responsibilities isomor-
phism, the local government should be responsible for all administrative work in
the region, and must be responsible for the higher-level government. However,
the responsibility authority is lack of clear legal basis and detailed norms, so it is
difficult to avoid the responsibility power would be shifted from top to bottom
and finally to the county government without reservation. Due to the lack of
reasonable and effective division of labor among inter-governments, the supe-
rior government has an absolute advantage in the distribution of resources and
power, while the lower government will hardly break through the restrictions of
this right system. In addition, it is difficult for the township government to as-
sume the responsibility of the first-level government, the “power shift down”
characteristics in vertical administrative system are almost completely reflected
in the development and reform process of the county government in recent
years. After the tax-sharing reform, especially after the system of tax distribu-
tion, the development trend of the inter-governmental power structure has only
evolved from the vertical centralization mode of the unification of administra-
tion and finance to the hierarchical decentralization of fiscal revenue and ex-
penditure and the centralization mode of administrative norms and appoint-
ment and removal of officials (Wang Xiaolong, 2004) [14]. In essence, the rela-
tionship between the grass-roots governments at the county level and the supe-
rior governments is a multi-task “principal-agent” relationship, but the specific
functions of the county-level regime at the bottom of the relationship are vague
and unregulated.

In a word, on the objective level, the county-level government is faced with
multi-task entrusted responsibilities, and because of the collection of financial
power and the disguised exploitation of the municipal government under the
“city governing county”, the county-level regime not only shoulders the most
heavy responsibility, but also lacks stable financial resources. So the county-level
government is naturally difficult to develop, and unable to ensure the imple-
mentation of “three agriculture”, medical and health, education, publicsecurity,

social security, employment and other issues within the territory.

5. Conclusion and Suggestion

Based on the above analysis, the study first found that the County Administrated
by Province reform involves the redistribution of powers and responsibilities of

the governments below the provincial level at the vertical level. While taking
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county government as the basis of reform, it is also a financial system reform
below the provincial level which involves the improvement of the contractor
status of the county level government. At the same time, the study finds that the
fundamental reason for the County Administrated by Province reform lies in the
inconsistency between the expenditure responsibility of the county government
and its income resulting from the insufficiency of the institutional change, and
the huge financial pressure is difficult to support the effective and balanced de-
velopment of the county. The existing financial and administrative system has
led the county government to “emphasize GDP instead of people’s livelihood.”
In order to implement the county administrated by province reform smoothly
and steadily, this study puts forward the following suggestions. First, it is neces-
sary to give the county government more practical management authority, on
the basis of clarifying the division of financial power, administrative power and
financial resources among governments at or below the provincial level. Se-
condly, it is necessary to cultivate the ability of grassroots governments to solve
the actual financial difficulties, further expand the effect scope of fiscal revenue
decentralization in enhancing the financial capacity of grassroots governments,
properly expanding the tax power of county governments while actively promote
the establishment of the system of tax distribution within the province. Finally, it
is necessary to clarify the responsibility of government expenditure at all levels.
In the fiscal system reform under the provincial level, we should further define
the boundaries of the responsibility of government expenditure at all levels ac-
cording to the vertical government level, to achieve the “heterogeneous respon-

sibilities” among different levels of government.
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