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Abstract

In the long run, China’s financial management has focused
on revenue which can be found a theoretical basis from the tradi-
tional finance putting emphasis on tax revenue. Especially since
the reform of tax system in 1994, the Chinese Government fur-
ther strengthens the management of public revenue and gradually
establishes a related system featured with tax revenue as the ma-
instay and government bonds and fees as the supplement. As a
result, the revenue behavior is getting more standardized and ef-
fective. Comparatively, the reform and management of public
expenditure in China is lagging behind, characterized by lack of
standardization and efficiency of public expenditure behavior,
which has already become the weak points of our financial man-
agement. With the establishment of the modern public finance
and the further deepening of our reform and opening-up and the
transformation of government functions, the management and
reform of public expenditure is of strategic importance to im-
prove the efficiency of public management and overall competi-
tiveness of public departments. Based on such background, the
paper tries to expose the existing defects of related systems, low
efficiency and lack of standardization of the management of pub-
lic expenditure in the transition phase. The theory of social con-
tract, new systemic economy and public choice theory are used.
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An analysis and study are made on the basis of the statistical data

to illustrate the cost and benefit of the public expenditure
behavior in China.

The theory of contract economy and social contract are the
starting point of the paper to explain the origin of a society or a
state. According to the social contract theory, a state (govern-
ment) is the contracted product signed by its people, in which
the power of a government derives from the power given by the
people. The fundamental task and target of a state is nothing but
protect the life and wealth of every contractor. In light of the
new systemic economy, the importance of a state is to define the
property rights, formulate the basic rules of a society, lower
transaction expenses and maximize the social output to increase
the government revenue.

Chapter One is the basis of the paper including four ques-
" tions: The first is the origin of a government, which lays a solid
theoretical foundation on the following democratic decision and
governance for the people. The second is the boundary of
government functions, which makes clear the does and undoes of
a government. In the planned economy, there were offside, mis-
placement and absence of government functions. The clear defi-
nition of government functions helps the transfer and return of
functions to promote the government performance. The third is
the reasons of government malfunction. An in-depth analysis
will help suit the remedy to the case. The fourth is an analysis
for the new public management theory, which explores the re-
form of administrative systems worldwide from the angle of new

systemic economy, i. €. restructuring of government.
J— 2 —
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Then the paper makes a discussion and review of the theoretical
development concerning government expenditure behavior. The
related public expenditure theories on government efficiency mainly
include public expenditure growth theory, public product theory and
public expenditure efficiency theory.

Both public economy and public choice theory are used to
explain the growing scale of public expenditure worldwide. The
public economy tries to explain the reasons of the growing
government expenditure from the historical and empirical angle
whereas the public choice theory makes the explanation from the
government itself or its internal behavior. These theories lay a
solid theoretical foundation on the public expenditure growth in
China, especially the growing administration expenses.

The features of public products make the total amount of
public products enjoyed by individuals always the same no matter
whether he or she pays or not. Non-rejection of public products
makes “free riders” possible to tempt individuals hide or distort
their preference for their maximum utility and enjoy the supply
paid by others, which causes the real supply of public products
to deviate from Pareto efficiency. Therefore, the study of “free
riders” and real “preference revelation” can help effective supply
of public products to improve the efficiency of public expendi-
ture. The related theoretical studies and historical documents
also play a enlightening role in the improvement of government
efficiency in China.

The results of public expenditure behavior or a kind of pub-
lic choice is arranged and decided by its political system. Its effi-
ciency lies in turning the consumption demand of residents into
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the social demand, i. e. the effective resource allocation can only
be made on the basis of the people’s will. In other words, it
means an economic analysis for the political system of arranging
government expenditure. Theoretically, the effective public
choice system is the game’s behavior results among statesmen,
bureaucracy and residents.

The next chapter is the regular study of cost-benefit, or a
study and systemic outline of the basic approaches of cost-benefit
analysis. Based on the previous chapter, a further step is taken
closer to the topic of the paper. The cost-benefit analysis for eco-
nomic behavior of a government is made conceptually, theoreti-
cally and operatively. First of all, the concept illustrates a clear
picture of cost-benefit analysis between government and individu-
als. Then from the origin of theories, an analysis is made on
welfare economy, micro-economy and public choice theory. Fi-
nally, it comes back to the principles of cost-benefit analysis. A-
nalysis is also found on concrete measurements.

After the regular cost-benefit analysis, the paper makes an
empirical study of twelve regions in China on the basis of the 10-
year statistical data. It is very difficult to make an empirical
study of economic activities of a government because of the fact
that the target of government supply of public products is for so-
cial benefits but not for economic benefits in the market system,
and the measurement of social benefits is lack of accurate
standards, reliable estimation and technologies. And the indica-
tor selection must depend on not only the functions of public fi-
nance but also the factors of macro-economy and the equal oppor-
tunities for individuals. Musgravian indicators and opportunity
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indicators are chosen. Conclusion can be drawn from the evalua-

tion of government performance and efficiency. First, low effi-
ciency is the prominent problem of the governments at every lev-
el in China, of which lack of systems and standardization of pub-
lic finance expenditure are the main reasons. Second, perform-
ance does not equal to efficiency. Those with the best perform-
ance are not the ones creating the best input-output efficiency. In
this way, we should not put the performance as the ultimate tar-
get.

The last chapter is about the standards and choices of a
high-efficient government’s public expenditure behavior. Some
countermeasures and suggestions are put forward to deal with
the current situation in China. It includes three parts. The first
part is to make an outline of the history of government’s inter-
vention of economy in China. Since the founding of the People’s
Republic of China, the highly-centralized planned economic sys-
tem was implemented for a long time characterized by the
government in an absolute monopoly, which affected the reform
in the 1980s and the transition process to the market economy to
a great extend. The second part is to expose the existing prob-
lems in the government economic activities in China. With the o-
ver-20-year reform, the smooth transition from the planned econ-
omy to the market economy has been realized. Some break-
throughs can be seen in the reform of government such as the
clear definition of strategies of rule of state and government tar-
gets. The reform of government structuring is deepening. The
political democracy is further promoted. However, the govern-
ment functions in China have not progressed with the reasonable
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