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The general objectives for restructuring the socialist market eco-
nomic system were fully established in China in the early 1990s. After
a decade of market-oriented reform, the framework of the socialist mar-
ket economy has been so far established on a whole, and the market e-
conomy developed to a relatively high level. China’s access to the WTO
in December 2001 marked the world’s recognition of the nation’s
achievement. The restructuring of the operating mode of the economic
management system calls for a shift in the government functions, a
shift from the all-mighty government in the traditional planned econo-
my to the public government in the market economy. Accordingly, the
operating mode of the financial management needs to be upgraded from
the production and construction type in the traditional planned economy
to the public type in the market economy. This is decided by the nature
of the market economy. ’ ’

Market economy is a mode of economic performance, which allo-
cates and regulates resources on the basis of the market. Under the
market economy, it is through fair profiteering that supplies motives
for the performance and development of the market economy, and it is
the supply and demand as well as the prices of commodities that act as
the basis and signal for the market to allocate resources. The regular e-
conomic activities, which aim to regulate the allocation of social re-
sources, should be carried out relying on the relations of supply and de-

mand and the fluctuation of commodities prices based on fair competi-




tion and with market as the center. The history of market economy
shows us that market mechanism, which is based on the relations of
supply and demand as well as on the fluctuation of commodities prices
for the purpose of market profiteering, is in itself imperfect, whose in-
born defects will lead to raised opportunity costs and decreased efficien-
cy for resources allocation, and even cause market paralysis or market
failure. Symptoms of such market defects or market failure mainly in-
clude the unavailability to prevent monopoly, unfair distribution, detri-
mental externality, deficient employment, failure to provide social pub-
lic goods, and unsymmetrical information. Under the market econo.-
my, market failure is the main yardstick to divide the responsibility of
the government and the market. Generally speaking, the government
should get the least involvement in the area where the market can work
effectively in terms of fundamental resources allocation, while the gov-
ernment should remedy the defects in the area where the market fails.
In that case, government activities can only be based and kept within
the scope for amending and remedying the market failure.

The operating mode of public finance management is based on the
divided responsibility of the government and the market. Under the
traditional planned cconomy,  governments have unlimited power.
Hence the scope of financial activities, whose basic goal is to realize
government functions, is also unlimited in power. As all social re-
sources are basically owned by the government, finance is responsible to
guarantee all the allocation of resources so long as the government con-
siders it necessary or puts them in the plan. However under the market
economy where the responsibilities of the government and the market
are clearly identified, the government, whose scope of activities is con-
fined, is limited in its power, thus adding limits to the scope of finan-

cial activities whose basic goal is to follow up on government functions.




It is the limits of the scope of public financial activities that should be
regarded as the sole principle for observance in remedying the market
failure. The main goal of public finance in meeting the market failure is
to provide public expenditure security services for the government to
perform public functions where the market is unable to undertake or
fails to undertake them effectively. In other words, the goal of public
finance is to provide fund security for the government in response to the
social public demand.

The management system of public finance is an organic component
of the market economic mechanism, and the core of public finance lies
in the expenditure. The management system of public expenditure, be-
ing an important subsystem and a key component of the management
system of public finance, plays a decisive role in establishing the system
for managing public finance. In fact, to establish and shift the operat-
ing mode of the management of public finance is essentially to reform
the traditional pattern and mechanism for the management of financial
expenditure in accordance with the specific requirements of the market
economy. With the promotion and deepening of the reform in the field
of economic management, a series of measures have been carried out in
reforming the management system of finance. But the priority of the
reform is kept on the management and the operating system of fiscal
revenue, endeavoring to seek adequate macro-tax rates, establish a
mechanism to guarantee the stable growth of financial revenue, and es-
tablish the sound relations for income distribution among governments
of different levels. Little efforts were made to reform the operating
mechanism for the management of fiscal expenditure. Although the
goals for the market-oriented reform had been established in China in
the early 1990s, the entire financial circle had, till the end of 1990s,

kept on adopting the traditional practice for managing the expenditure




business as that under the planned economy on a whole, leaving the re-
form of expenditure management lagging far behind that in the field of
revenue management. With the establishment and improvement of the
socialist market economy, the traditional operating mode of financial
expenditure grows to be increasingly incompatible with the new gov-
ernment roles under the market economy. And this, in a sense, con-
strains the effective operation and development of the market economy,
which in the end leaves the entire financial circle into an awkward situ-
ation that could have been avoided. Hence there occurs a phenomenon
that despite the sustained and rapid increase in financial revenue, the
financial difficulty remains, and in some places the shortage problem
even sharpens with the financial situation worsened. One important
cause for this is that the traditional management system and the operat-
ing mechanism for financial expenditure fails to meet the requirements
of the market economy in terms of financial funds distribution and man-
agement. Features of the incompatibility include the co-existence of
offside, defect side and short side of financial expenditure, imbalanced
structure of expenditure, over-growth of the population fed by finance,
unscientific mode of expenditure distribution, decentralization and poor
application of financial funds, irregular management practice of finan-
cial expenditure and weak financial supervision. The aggregate for the
national economy of a nation is set within a certain period, and there
will leave only a limited space to deal with the financial difficulties from
the perspective of revenue supply when the state identifies the moderate
macro-tax rate that can not only embody the optimum overall develop-
ment efficiency of the national economy, but also facilitate the sus-
tained and rapid growth of the maximized aggregate of fiscal revenue.
On the contrary, compared with revenue supply, the demand for finan-

cial expenditure is more flexible in the scope of activities in tackling the



contradiction between supply and demand. This requires us to reform
the management system of financial expenditure in an all-around way
according to the specific requirements of the market-based public fi-
nance. This is the call of the financial reform and development, and the
immediate necessity for improving the management efficiency of fi-
nance, settling the financial difficulty, and giving full play to financial
functions.

The public finance under the socialist market economy shares simi-
larity with the regular public finance in main connotation and character-
istics as well as in the roles of resources allocation, revenue distribu-
tion, macro-control and regulation, supervision and management.
They both aim to meet the non-profit-oriented social public demand by
relying on the standardized system and procedures with the government
as the main distributor. However, as the public finance with Chinese
characteristics is interlinked with the socialist system, Chinese public
finance also bears different features as that of the regular type. For ex-
ample, due to the variation of social systems, the public finance system
with Chinese characteristics, which owns a huge quantity of state-
owned assets, is more powerful to conduct macro-control and regula-
tion. It is an important task for us to understand the connotation of the
Chinese public finance, promote the financial reform and development,
and establish a socialist public finance system that accords with the in-
ternational practice and fits in with China’s specific conditions.

As researches who are dedicated to the study and practice of finan-
cial management, we feel it important and urgent to promote the re-
form in public finance, restructure the management mode, upgrade the
capacity for handling financial affairs, and strengthen the role of fi-
nance so as to realize the sustained economic and social development in

China. At the same time, as organizers and executors for the reform of




financial management, we have a stronger feeling of great responsibility
in undertaking the arduous task to promote the reform program in the
financial management system, and to be more specific, in the manage-
ment system of public finance expenditure in particular. Based on the
previous experience in domestic practice and with reference to the aca-
demic findings at home and abroad, a special team is organized to carry
out profound and systematic researches on establishing the public fi-
nance management system in China with the research focus on the core
point, namely, on the renovation of the expenditure management sys-
tem of public finance. Proceeding from the theories on the market e-
conomy and in line with the general principles for public finance, a se-
ries of basic principles, implementation strategies and countermeasures
are proposed with a hope that they will help to guide the reform pro-
gram in the management of financial expenditure.

The book consists of five parts in eighteen chapters. The first
chapter is on public finance. It dwells on the main connotation and ba-
sic principles of public finance, and proposes the fundamental require-
ments for the expenditure management system of public finance and the
framework system of the Chinese public finance. The second chapter is
on the departmental budget. Through a thorough analysis on the de-
fects of the traditional budgeting system, it discusses the direction,
content and implementation measures for renovating the management
system of making departmental budgets. The third chapter is on the
treasury management system. Through a comparison between the cur-
rent treasury management system in China and that in the advanced
market-economy nations and with reference to the previous successful
experience of China in the field of treasury management, it proposes
the objectives and the specific implementation procedures for the reform

of the modern treasury system. The fourth chapter is on the govern-




ment procurement system. Proceeding from the defects of the existing
system for government procurement in China, it proposes the counter-
measures for improvement based on a careful study on the basic conno-
tation of the standardized government procurement system and in line
" with the market rules and international practice. The fifth chapter is on
the social security system. According to the objective requirements of
the socialist market for economic development and based on the previ-
ous experience in China, it expounds on the interlinks between public
finance and social security in China, and proposes the goal and {rame-
work measures for establishing the social security system with Chinese
characteristics.

We write the book with a hope to enrich the theories on public fi-
nance in China through our exploratory researches. We hope that it
may help the readers achieve better understanding of the connotation of
the Chinese public finance and get a clearer idea on the direction, focus
and fundamental measures for the reform program of restructuring the
financial expenditure system, so that people will give more support and
tolerance to the reform program and, in the end, facilitate the acceler-

ated development of the reform and finance.



