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The Problems of Fiscal Earmarked Funds: On “Governing

the State through Programs”
Zhou Feizhou

Abstract: Since the Tax-Sharing Reform in 1994, more and more fiscal funds
have been transferred down to local governments in the form of “earmarked” or
“program” funds. These funds are downward flowing in a very complicated
multi-level governmental system. The first part of this paper provides an
overview of the structural channels of the earmarked transfers with tables and
graphics. In the second part, the paper reports a case in the education sector to
illustrate the management and use of such funds. On the grassroot

governmental levels, especially in counties and townships, the county-level

* : (Author: Zhou Feizhou, Department of Sociology.Peking
University) E-mail: pkufeizhou@ gmail. com

’ °



« 2012 -1

education bureaus transfer many earmarked educational funds directly to rural
schools, rather than to township governments. The townships, which used to
be the direct fund-manager of the rural schools, are no longer needed in the
new management system. The author labels this new fund flowing channel as
the “7”-shaped pattern and the old one as the “L.” pattern. The case analysis of
the efficiency in utilizing the educational funds in the two patterns, especially
the fund for routine operational costs of the schools, has found that the new
pattern has led to more and more funds being “specialized” as earmarked funds
including those for routine operational costs. Furthermore, in the new system.
most funds are required to be managed as earmarked funds, therefore, it is
mandatory for schools to submit fund-application proposals and fund expenditure
reports to their county education bureau., the process of which has lowered
efficiency. The new “7”-shaped fund transfer channel is not able to handle local
emergencies efficiently because if a school faces an emergency, such as a wall
clashed in a rainstorm, has to write a proposal to apply for a fund from the
county bureau, but the county leaders still mandate the county bureau to solve
the problem together with the township government while the latter is now
kept out of the loop of the new fund-transfer system. The last part of the paper
discusses the unexpected consequences of the new system of the earmarked
funds and concludes that specializing funds as earmarked ones could have been
leading to lowered efficiency rather than the opposite.

Keywords: earmarked funds. programs, fiscal transfers. central. local

relationship, Tax-Sharing Reform, the state and peasants, rural compulsory

education
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% % %
1994 99 4.4 361 16.0 1799 79.6 2 259
1995 133 5.6 375 15.8 1867 78.6 2 375
1996 161 6.2 489 18.8 1949 75.0 2 599
1997 199 7.3 518 19.0 2012 73.7 2729
1998 210 6.6 878 27.7 2 083 65.7 3171
1999 364 9.3 1424 36. 4 2124 54.3 3912
2000 620 14.0 1613 36.3 2 207 49.7 4 440
2001 1176 20.7 2 200 38.7 2309 40. 6 5 685
2002 1623 22.1 2 401 32.7 3 328 45.3 7 352
2003 1914 23.2 2 598 31.4 3749 45. 4 8 261
2004 2 605 25.0 3423 32.9 4 380 42.1 10 408
2005 3812 33.2 3529 30.7 4143 36. 1 11 484
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