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China / GDP per capita
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The country consists of
23 provinces, five autonomous
g b B . regions, four municipalities, and
| ik e two Special Administrative
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The basic set up

* One party, one system

Figure 1. China’s National-Level Political Structure
According to China's 1982 state constitution as last amended in March 2018
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Figure 2. Leading Political Institutions at Each Level of Administration
The four institutions are known as the “four teams”; the Party provides leadership at every level
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Figure 3. Communist Party of China (CPC) Hierarchy

Numbers are for the 19" Central Committee, elected for a five-year term in October 2017; solid black
arrows reflect the direction of authority; dotted gray arrows reflect the formal selection process
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Figure 10.The National People’s Congress
The NPC is China’s unicameral legislature
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Figure 13. State Council Constituent Departments
Reflecting the March 2018 government reorganization
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Figure 14. Entities Under the State Council
Reflecting the March 2018 government reorganization
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Figure 15. Composition of the National Committee of the Chinese People’s Political

Consultative Conference (CPPCC)
Reflecting the 13" National Committee of the CPPCC (2018-2023)
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Fig 1. Regional Governance Structure of Chinese Economy

Source: NSB, 2006; 2006b; 2006c¢.

Xu, Chenggang. “The Fundamental Institutions of China’s Reforms and Development.” Journal of Economic Literature 49, no. 4 (2011): 1076-1151. http://www.jstor.org/stable/23071664.



Centralized and Decentralized

* 1. the system
e Ultimate authority resides in the Communist Party
* --many details not fully institutionalized but operate consistently most of the time
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Centralized and Decentralized

* 2. One-party state

* Government, courts, media, companies(both state-owned and private), universities,
and religious organizations---top officials in all these organizations are appointed by
the party.

* The party exercises its control in a flexible, not a dogmatic way



Centralized and Decentralized

3. formally centralized, but in practice highly decentralized

e China’s observed level of decentralization is consistent with the behavior of a federal

democracy----share of government expenditure that takes place at the subnational
level.

* Decentralization of production

* Local experimentation and a high degree of latitude for local officials in interpreting
and executing central directives --- special economic zones, etc...

Shenzhen plan for city-wide SEZ
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Table 3. The Effect of Economic Performance on the Turnover of Provincial Leaders
(Ordered Probit Regressions)

dependent variable: turnover (0=termination,

2=promotion)

1=same level,

(1) (2) (3) (4) (5) (6)
Provincial annual GDP 1. 615%k 1. 581*
growth rate (2.05) (1.87)
Provincial average 4. T2T%k% 4. 540%#
GDP growth rate (4. 34) (3.90)
Provincial average 3. 001%x
per capita GDP growth
rate (4) (2.10)
Provincial average —3. 584%%
per capita GDP growth
rate of the immediate (2. 36)
3. 309%k%
A)-®
(3.41)
A —0. 026% —-0.023%  —0.071xkx  —0. 070%%%
ge
(-1.91) (-1.68) (6.81) (6.77)
—0. 974%%% —0. 976%x*x  —0. 303%x* —0. 303%x*
Agebb
(=5.27) (=5.25) (2.07) (2.07)
) 0.154 0. 187 0.183 0.184
Education
(0.96) (1.17) (1.48) (1.5)
) 0. 384%%x% 0. 404%%% 0. 082 0. 085
Central connection
(2.79) (2.89) (0.74) (0.77)
—0. 053% -0. 055% —0. 062%% —0. 062%*
Tenure
(-1.74) (-1.78) (2.44) (2. 45)
Lagged per capita GDP 0. 080 0.010
(million yuan) (0. 43) (0. 05)
. —-1. 320%kx  —3.162%%k —2.800%kx —2. 850%kk —6.992%kk  —6. 929%*kk
Cutoff point 1
(-3.67) (-2.98) (-2.64) (-2.63) (8.42) (8.66)
. 1. 621%%% 0. 106 0.455 0. 455 —3. 736%kk  —3. 662%%k
Cutoff point 2
(4.63) (1.01) (0.43) (0.43) (4.64) (4.7)
Number of 864 864 864 864 1227 1227

Note: The numbers in parentheses are t-ratios based on robust standard errors. The significance levels of 1%, 5%
and 10% are noted by ***_ ** and *. All regressions include the provincial and year indicators. Columns (1)-(4) are
based on Li and Zhou (2005), and columns (5) and (6) are based on Chen, Li and Zhou (2005).



The most decentralized.....

» by the proportion of fiscal revenue and expenditure handled by local governments

Table 6.1 The Most Decentralized Country: Local Government Shares of Fiscal
Revenue and Expenditure, %

Revenue (%)  Expenditure (%)

Developing countries 9 14

Transitional (post-Communist)

countries 17 26
OECD 19 32
China 40 73

Source: Lou 2008.



Yet...

* Tax policies are mostly determined by Beijing
* Localities have little leeway to adjust these parameters

* Local government officials rotation
* Local government debt

» 2local business protection, etc. ..
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1994 tax reform--Background

* The pre- 1994 phase was one of rapid decentralization

* most revenue consisted of operating surpluses from state- owned
enterprises (SOEs) rather than taxes

* This revenue was collected, and remitted to the central government.
The center then sent money back down to the provinces each year to
fund the next year’s investment quota and to cover the administrative
expenses of the local governments



1994 tax reform--Background

* Two challenges:

* 1: began to devolve the responsibility for investment decisions down
to the enterprises.

* 2: to encourage local officials to promote market- driven economic
activity, allowed localities to retain any tax revenues they collected
above a fixed annual quota that had to be sent to Beijing.

e =>to reduce the roles of state planning, central control, permit
market forces greater play



1994 tax reform--Background

* Total government revenues fell from over 30% of GDP in 1978 to less
than 11% in 1994

* SOEs no longer sent their profits to the treasury.

 central government may not have enough revenue to finance its
activities, keep localities in line and enforce national policies.



1994 tax reform

Central and local shares of government revenue, %
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Figure 6.1 Government Revenue
Source: NBS/CEIC.



1994 tax reform

Local government share of total revenue and expenditure, %
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Figure 6.2 Local Funding Gap
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1994 tax reform
e VAT: 75% central, 25% local

* Local: All the revenue from the “business tax”( a tax on enterprise
revenues) , corporate income tax paid by locally controlled firms.

* Central: Centrally controlled SOEs corporate income tax
R 4
* 1. increase total government revenue

* 2. ensure that the central government directly controll half or more
of those revenues



Comparison and lessons learnt from others

* Making a transition from a centrally planned economy to a more
market-driven one

* “Development is the only iron law”

* Dynamic economy and tightly controlled political structure are
complementary to each other



