T E B AR RS W BIBUR L #

Inclusive Development & Fiscal
Policy Choice of China

7 B
SU Ming
2013.6.25

The views expressed in this document are those of the author, and do not necessarily reflect the views and policies of the Asian Development Bank (ADB), its Board
of Directors, or the governments they represent. ADB does not guarantee the accuracy of the data included in this document, and accept no responsibility for any
consequence of their use. By making any designation or reference to a particular territory or geographical area, or by using the term “country” in this document, ADB
does not intend to make any judgments as to the legal or other status of any territory or area.



H =

—. BAMEREREZENELBUF M EREH

I. Importance of Inclusive Development & Functions of

Governmental Finance

= SHIREE H M B SR
AR FERIBUIR 78
I1. Analysis of Current Condition of Supporting Inclusive
Development with Fiscal Policy in China

=, TP IEEREEAF R R
A BB SR E ) 5
II1. Short & Mid-Term Fiscal Policy Orientation & Proposals to
Advance China’s Inclusive Development



N\

—

. BN R B2 KB I BHIE
I. Importance of Inclusive Development &
Functions of Governmental Finance
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(I) Correctly define inclusive development
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It is generally believed that the concept of “inclusive growth”
was first proposed by the Asian Development Bank in 2007. Its
basic meaning is to impartially and reasonably share the
economic growth, which refers to the issue of equality and
justice, including measurable standards and more intangible
factors.
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The World Bank introduced the concept of “inclusive
development” in 2008. 7he Growth Report: Strategy of Sustainable
Growth and Inclusive Development issued in the same year clearly
states that the “inclusive growth” is to seek coordination between
the society and economy, as well as the stable and sustainable
development; to create equal opportunities of free development for
all and allow more people to enjoy the achievements of reform and
development through a sort of standard and steady system
arrangement; to give shelter to the underprivileged in many
respects so that they can obtain preferences in government policy
and investment; to strengthen the cultivation of small & medium-
sized enterprises and individual capacity; to keep balance during the
economic growth and emphasize the social stability.
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It can be seen that the definitions of the inclusive growth
and inclusive development above have no substantial
difference, as both of them stress equality and justice, attach
weight to the achievements of economic development enjoyed
by everyone, focus on developing & improving people’s
livelihood and enhancing incomes and benefits of laborers,
especially the poor and rural population, and emphasize
system innovation and policy improvement.
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(II) Functions of governmental & public finance in
achieving inclusive development
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It requires common functions of both the market and the
government to achieve the inclusive development. The World
Bank, via the empirical research of the economic development
and government functions of countries across the world over
the last century, points out in the report 7he State in a
Changing World that the basic missions and tasks of
governments in both the developed and the developing
countries in modern economic conditions consist of
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establishing legal bases, maintaining the undistorted policy
environment (including the macroeconomic stability),
investing in basic public services and infrastructure, protecting
the class with low tolerance, and protecting the environment.
It can be seen that the aforementioned definition of
government functions and role has reflected the objective
requirement to pursue the inclusive development to a large
extent.
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Since the government plays an important role in the inclusive
development, public finance, as a means of the government’s
macro-control, is bound to undertake significant missions and
performs essential functions in supporting and promoting the
inclusive development. To start with, by taking part in
distribution and redistribution, public finance comprehensively
uses tax, expenditure, subsidy and other means of policies to
optimize the macro income distribution pattern to adjust the gap
of residents’ income & wealth and strengthen support &
protection of the entire disadvantaged group in the society.
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In addition, public finance can lay the foundation for vertical
and horizontal balance of financial resources by actively
boosting innovation of the fiscal system, dynamically adjusting
the transfer payment system and methods, constantly
improving and enhancing relations of the central government
and governments below the provincial level, thus effectively
promoting the relatively balanced development of urban & rural
areas and regions, and laying the financial foundation of the
economic development and access to basic public services for
China’s central, western & poor regions and even the entire
rural areas.
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Furthermore, public finance, which supports the inclusive
development, not only performs the direct adjustment
function, but also, via funds distribution, preferential tax
regulation and other means of policies, effectively carries out
indirect adjustment or guidance function namely guiding the
non-governmental, bank’s and overseas funds to the
underdeveloped & poor regions, and to agriculture, rural
areas and peasants, guiding the affluent class in helping the
disadvantaged by means of donation and charity so as to
better embody social inclusiveness and harmony.
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I1. Analysis of Current Condition of Supporting
Inclusive Development with Fiscal Policy in China
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(I) Main fiscal policies issued in recent years & their
effects
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1. Public finance has significantly stepped up its
pace to cover rural areas
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Firstly, the fiscal policy and system for agriculture, rural areas
and peasants has always been improved. Secondly, the
financial input in agriculture, rural areas and peasants has
rapidly gone up. The input in agriculture, rural areas and
peasants arranged by the central government rose from RMB
351.72 billion in 2006 to RMB 1049.8 billion in 2011,
accumulating RMB 4012.2 billion in these 6 years, with an
average rise of 24% per year.
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The expenditure of the public finance around the state on
agriculture, rural areas and peasants was RMB 2934.2 billion,
showing an increase of 21.2% over the previous year,
accounting for 26.9% of the total fiscal expenditure of the
country. In 2012, China continues strengthening the financial
support of agriculture, rural areas and peasants. The financial
expenditure arranged by the central government for agriculture,
rural areas and peasants arranged is RMB 1228.66 billion,
increasing by 17.9%. Thirdly, fund integration and
management of the financial input in agriculture, rural areas
and peasants has been constantly standardized.
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2. Concentrate Financial Resources on Guarantee &
Improvement of People’s Livelihood
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Between 2003 and 2007, the country’s financial
expenditure for education, social security, employment,
medical & health care, culture and sports cause added up to
RMB 2,430 billion, RMB 1,950 billion, RMB 631.1 billion and
RMB 311.1 billion respectively, with an annual growth rate of
18.6%, 14.9%, 24.4% and 16.5% respectively, rising by
126%, 141%, 127% and 130% over the previous five years.
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Between 2008 and 2011, the area of financial expenditure for
people’s livelihood was further expanded, and the financial
support strengthened. In 2011, the country's financial
expenditure for education, medical & health care, social security,
employment, housing support and culture directly related to
people’s livelihood totaled RMB 3,810.8 billion, with an increase
of 30.3% than the last year; the expenditure closely related to
people’s livelihood for agricultural irrigation, public transportation,
energy saving & environmental protection, and community affairs,
etc. amounted to RMB 3,562.9 billion. The expenditures above
added up to RMB 7,373.7 billion, taking up 67.7% of the
country's total financial expenditure in 2011.
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3. Transfer Payments Tilt towards Underdeveloped Regions in

West China
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After the reform of the tax assignment system, the central
government’s fiscal revenue has been concentrated on transfer
payments to local governments, especially those of central & western
regions. From 1994 to 2011, transfer payments from the central
government to local governments rose from RMB 55 billion to RMB
3,488.1 billion, rising by 6,240%, with an annual growth rate of 28.4%.
General transfer payments of them increased from RMB 18.9 billion to
RMB 1,831.1 billion, with an annual increase of 31.6%. Around 90% of
transfer payments were used for central & western regions, occupying
37.6% of local general budget expenditure in 2011, comparing with
13.6% in 1994, with an annual growth rate of 1.8%.
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4. Build County-level Basic Financial Guarantee Mechanism
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Between 2005 and 2007, central finance strengthened the input of
the “three awards and one subsidy” policy every year, with an
investment of RMB 15 billion in 2005, RMB 23.5 billion in 2006, and
RMB 33.5 billion in 2007, beyond RMB 70 billion in total. Since 2010,
central finance has comprehensively arranged to establish and perfect
the county-level basic financial guarantee system, arranging award and
subsidy funds of RMB 68.2 billion that year to strengthen the capacity
of the county government to provide the basic financial guarantee. In
2011, the central government distributed award and subsidy funds of
RMB 77.5 billion for the county-level basic financial guarantee system,
with an increase of 13.6%. The budget amount of 2012 is over RMB
100 billion, up to RMB 107.5 billion, growing by 38.7%.
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5. Strongly support development-oriented poverty
reduction
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Firstly, the financial investment in the poverty reduction
has been steadily grown. Secondly, concentrate the input on

the key regions. Thirdly, innovate in the mechanism to
improve the fund effectiveness.
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(I1I) Main problems existent
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1. Income gap in the whole society tends to widen
with increasingly serious unfair distribution
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Firstly, the overall social distribution difference. Data
indicate that China’s Gini coefficient was 0.382 in 1988,
0.445 in 1995, 0.454 in 2000, 0.458 in 2003, 0.465 in 2004,
0.47 in 2005, 0.48 in 2007, and 0.54 in 2010.
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Secondly, the situation of income gap between urban &

Ea

rural areas. Since the reform, incomes of both urban & rural
areas have been greatly increased, but the income gap has
been widened year by year after the lowest point of 1985, for
example, 1:2.01 in 1990, 1:2.72 in 1995, 1:2.19 in 2000,
1:3.22 in 2005, and 1:3.23 in 2010.
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Thirdly, the situation of income gap between regions. By
2009, average annual household income of the eastern region
was RMB 23,153.21, RMB 7,613.82, RMB 7,630.18 and RMB
/,310.57 higher than the central, western and southeastern
regions respectively. Average income of the urban employees
in Jiangxi Province (RMB 24,156) only took up 41.4% of that
in Shanghai.
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Fourthly, the situation of income gap between industries.
According to the latest statistics issued by the Institute of Wage
Studies of the Ministry of Human Resources and Social Security, the
gap between the industries with the highest income and those with the
lowest has expanded to 15 times, ranking first in the world. Among the
three industries in which employees have the highest average income,
the average income in the securities industry is RMB 172,100, 6 times
of the national average, in the financial industry, RMB 87,670, 3.1
times, and in the airline industry, RMB 75,800, 2.6 times. The
employees in state-owned industries, such as power,
telecommunication, petroleum, finance, insurance and water &
electricity supply industries are less than 8% of the country’s total
population, but the total of their salaries and off-the-book income
correspond to 55% of the total salaries of employees throughout the
country.
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2. Supply of basic public services is inadequate;
development is unbalanced
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With respect to the supply, for a long period, the criteria
and area of basic public services were not clear, the
investment in the field of public welfare services insufficient,
the historical debt outstanding high, unable to meet social
demands.
M 2 G 0LE, R ARG ™ B G, A &PEE.
As for the urban & rural areas, rural basic public
services severely lag behind with bad access.
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In terms of regions, the level of public services is
positively correlated with that of the economic development,
but the gap of public services between regions is greater than
that of economic development levels.
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Besides, the gap between groups is also big; the rights &
interests of low-income families and disadvantaged groups in
urban & rural areas in basic public services have not been
fully secured yet.
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3. Poverty problem is still extremely striking; poverty
reduction confronts new challenges
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Firstly, as per the country’s new standard of the poverty
reduction, the poor population in rural areas is huge.
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Secondly, the income level of the population in poor
regions is low.
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Thirdly, the condition of insufficient infrastructure and
public services in poor regions is still serious. So far,
infrastructure of rural areas such as water, transportation,
communication and power still falls behind urban areas, and
the shortage of the most basic public services, such as
medical care and education is still severe.
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Fourthly, the poverty reduction of the 14 contiguous

destitute regions is of wide scope and difficult, with extremely
tough assignments.
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II1. Short & Mid-Term Fiscal Policy Orientation &

Proposals to Advance China’s Inclusive
Development
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(I) Make the most of the adjustment function of

finance to advance income distribution of society from
unbalance to equality.
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Perfect the tax policy. Firstly, reform the individual income
tax system. Secondly, support employment and
entrepreneurial activities by the use of the tax policy. Thirdly,
step up the issuance of the house property tax reform.
Fourthly, perfect the tax policy of the third distribution.
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. Perfect policy of financial expenditure. Firstly, support

the reform of social security, and increase the share of social
security expenditure of finance. Secondly, make all efforts to
ensure educational equality. Thirdly, support the services of

employment and starting the business.
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3. Adjust profit distribution pattern of the state-owned enterprises,
and perfect the state-owned capital management budget
system. The basic considerations are to strengthen the collection of
state-owned capital management revenue, promote the reform of the
monopolized industries and sectors, and generally plan the expenditure
of state-owned capital operation budgets. Combine with the elimination
of supporting reform of over-monopolization of the state-owned
enterprises, and strengthen the collection of state-owned capital
management revenue so as to reduce the revenues of enterprises &
sections and decrease the interference of the market order due to the
over-high monopolistic profits of the state-owned enterprises and
franchise fee revenue; increase the income of the governmental
departments, and centralize the profits of the state owned capital which
are used to increase the frequent transfers of the residents and improve
the people’s livelihood by using the income of the state owned capital.
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(II) Innovation in financial system and distribution
mechanism makes a substantial step in promoting the
equalization of basic public services
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1. Make great efforts to adjust and optimize the financial
expenditure structure. Firstly, accelerate the reform of
administrative system, practically resolve the problems of
expanding institutions, too large population fed by finance and
the heavy financial burden, so as to maintain the administrative
expenditure within a reasonable scope. Meanwhile sequential
measures shall be further taken to greatly reduce the three
public consumption expenditures.
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Secondly, perfect the financial investment policy. Finance
shall be decidedly excluded from the investment of general
competitive fields to improve the too wide scope of financial
investment and too evenly funding. Thirdly, gather financial
resources and increase the investment for the people’s
livelihood, in particular the expenditures on the basic public
services, such as education, medical treatment and public
health, employment service, social insurance and ecological
environment.
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2. Keep perfecting the transfer payment system. Firstly,
expand the scale and the proportion of equalized transfer
payment. Secondly, improve the calculation methods of
equalized transfer payment in the aim to promote the
equalization of public services. Thirdly, regulate the current

special transfer payment.
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3. Accelerate establishment of county-level basic finance

security system.
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(I1II) Strengthen financial supports from government, and greatly
boost poverty reduction and development in centralized
poverty-stricken areas
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1. Establish and perfect nationally & socially diversified poverty-
alleviation input system. Firstly, ensure the reasonable growth of
financial investment in the poverty alleviation. Secondly, put the stress
of the central government transfer payments to the poor areas. Thirdly,
continuously maintain and gradually expand the size of the aid-the-poor
credit funds. Fourthly, encourage corporations of diverse economic
sectors, especially the private ones and foreign funded companies to
carry out investment and development in the poor areas.
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2. National public policy shall be favorable to poor areas.
Firstly, implement policy for differential industry development.
Secondly, boost the investment supports from the state to the
depressed areas. Thirdly, formulate preferential land policy.
Fourthly, reasonably determine the indexes of energy saving and
pollution reduction, and as well as that of the emission load of
main pollutants in these areas. Fifthly, cancel the counterpart
funds concerning relevant subsidy funds from the central
government in these districts. Sixthly, implement preferential tax

policy.
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3. Ascertain emphases and direction of national financial
investment and policy support. Firstly, break through the
restriction and limitation of infrastructure construction.
Secondly, expand the leading industries of poverty-alleviation.
Thirdly, promote the capability of self-development.






