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Abstract:  

This paper proposes some theoretical problems in economics of education 

during the process of China’s educational reform and development, including the 

relationship between education and socio-economic development, the association 

between government and market in education, the roles of different levels of 

government in education and educational expenditure, the relationship between 

government and school in educational management, higher education and labour 

market, educational finance and the evaluation of financial system, the 

arrangement of public educational finance system. 
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China just set up a middle and long term educational reform and development planning 

guideline (2010-2020), designed the blueprint of China’s educational reform and development 

for the next 10 years, which involved a series of theoretical and methodology problems in 

educational economic and educational finance and required the scholars in educational 

economics and educational finance to answer in order to provide theoretical and technical 

support for the implement of planning framework and promote the development of educational 

economics and educational finance. 

1 The relationship between education and socio-economic development  
This relationship concerns the determinant of the planning’s directions and objectives. This 

is a basic and classical problem in economics of education as well as a new problem under the 



current socio-economic development situation. The existing theories answer the status and 

roles of education under the system of social division of labour, whereas the status and roles of 

education is varied in different historical periods of social development and for different 

countries. Marxist historical materialism made a penetrating analysis and abstract 

generalizations to the relationship between education and economics, while western human 

capital theory explains the roles of education in economic growth and income distribution. 

Human society is transferred from industrialization era to an era of information and knowledge 

economy and China is in a new period of industrialization, urbanization, modernization, 

marketization and internationalization. Under such a special historical background, how to 

understand the relationship between education and socio-economic development, how to 

explain the status and roles of education, need to be answered by theoretical and empirical 

methods. 

The total output of a society is the results of a variety of inputs, similarly economic and 

social development is also the results of a series of elements’ interacting, in which what role of 

education is acting, what is the special feature of it, through which mechanism and way to play 

a role, and its association with other input factors, need to be defined in theory. The role of 

education to socio-economic development needs to be examined by empirical evidence. The 

empirical methods should be improved on existed econometrics in the context of current 

China’s special social and historical background. 

The goals of educational development should be determined by balancing two aspects: 

the demand of education due to socio-economic development and the possible educational 

resources supply. The demand involves quantity, structure and quality. Supply includes the 

resources from both government and society. Since demand and supply have to be measured, 

the appropriate measurement method required to be given. Otherwise, provide different 

calculating frameworks and results and then select the best. The measurement method is not 

purely a technical issues and each method has different ideas and thoughts behind it. A simple 

international comparison could provide a reference value for the goal of China’s educational 

development, but it can only be used as a reference, not as a basis.  

   
2 The relationship between government and market under market economy 
This is a major issue relates educational development and educational system reform as 

well as a highly debatable issue to be discussed. The core of this problem is under market 

economic system how to allocate the educational resources for formal three levels of public 

education (primary, middle, and higher education), including who should provide, who will 

allocate and how resources are allocated. 

According to the public economics, the division of role of government and market is based 

on “market failure” principle. In the fields that market could effectively allocate resources, the 

resources should be allocated by the market. Government should allocate the areas of market 

failure. Some questions need to be explored on this issue: Firstly, whether the government can 



effectively allocate the resources for the areas of market failure? If government may make 

failure on allocating resources, what is the expression and reason of “government failure”? 

How to correct government failure? This requires to be demonstrated and examined. Secondly, 

the above division of the role of government and market is referring to the economic field. How 

to define the role of market and government for the non-economic field, such as politics, 

culture, education, technology, health care, etc.? Thirdly, in the field of education, how could we 

define the boundaries of roles of government and market for each level of formal education? 

In the field of education, how to deal with the relations between government and market is 

a contentious issue all over the world. One view think education should be market-oriented and 

educational resources should be allocated by the market, which implies education is a private 

product. The other contrary view is education should not be market-oriented, but market 

competition mechanism should be introduced, which suggests education is a quasi-public 

product. Since 2000, the Chinese government repeatedly and clearly stated its opposition to 

marketization of education, however in practice marketing education in certain degrees still 

exists in some areas and all levels of education, especially the phenomena of selecting elite 

schools by money. The nature of selecting elite schools by money is market exchange of 

educational service, especially high quality educational services. Exchange currency with 

educational opportunity is the same as commodities trading. In addition, similar situations also 

include restructuring public school to private school’s system by money, or purchasing elite 

school’s enrollment quota by currency. 

The nature of non-compulsory education, including pre-school, upper secondary school 

and secondary vocational education, is required to be clearly defined during the process of 

educational reform and development. On this basis, we can allocate the cost of education 

between public finance and educators and determine the demand on educational finance to 

realize its development goal. Meanwhile, the determination of educational management 

system’s reform objective and institutional arrangements needs to be based on the nature of all 

levels and types of education, and then design the direction, ideas and specific programs of 

reform including school system, enrollment regulation, examination system of post high school 

education, teacher management system, educational finance system, school finance system 

and other system. The principal task of scholars is to conduct a theoretic research and 

discussion and then design developing and reform ideas and programs considering these 

facts. 

   3 The relationship between education and financial roles among levels of 
government 

After clearly defined the boundary of government and market’s roles in 

educational field under market economic system, the roles of education and 

finance among levels of government are required to be regulated clearly and 

specifically as well in order to make the educational system reform and educational 



development goals and policies are effectively implemented, legislated and 

accounted. There are benefits and powers’ competition within the government, 

across levels of government, among departments in the same level of government 

and within the same government department to maximize resources and power. 

Although the existing policies and laws have regulated on this issue, most of them 

are vague: the main duty and responsibility are not clearly and specifically defined. 

Therefore it needs to be redefined, for which we should explore: 

Firstly, what is the foundation of education and expenditure responsibility 

division among levels of governments? Previous researches provide varied division 

reasons from different angles. For example, public good theory classifies the public 

good into national, local and national and local cross-type public goods, 

respectively according to the benefit range of public goods, which managed and 

provided by the central government, local government and central and local co-

management, respectively. Whereas information advantage theory divide levels of 

government’s management and provision responsibility according to the extent of 

demand information on certain public good mastered by each level of government. 

The power and fiscal capacity matching principle in public management theory 

defines the functions of levels of government based on this principle. There are 

other principles such as dynamically adjustment principle by different historical 

stages of development and regional economic development. When defining the 

roles of levels of government, what kind of theories or principles should be used as 

a guideline needs to be exploited and discussed in theory. 

Secondly, how education and expenditure roles for levels of government can 

be specifically regulated? In order to answer this question, first of all, we need to 

clearly regulate the content and scope of government responsibility, in other words 

what the government should do and should not do in the public educational 

services system. Then determine each level of government’s management 

authority. Since the nature of various types and levels of education is different, 

educational responsibilities of varied levels of governments need to be regulated 

specifically. 

Thirdly, Educational management power and financial authority should be 

unified. The general opinion argues the education power and financial power 

should be united. I think this statement is not accurate: management power is 

generally referring to responsibility, but financial authority refers to income and 



expenditure power from public finance point of view. The unity of education 

management power and financial authority means management responsibility and 

expenditure responsibility and capacity, therefore should be expressed as 

education responsibility and financial expenditure responsibility and capacity. 

It is impossible for education and other government management 

responsibility to be unified and matched with financial capacity, because these two 

responsibilities are designed according to different foundations and principles. The 

division principle of educational management responsibility across levels of 

government is determined by the benefit range of public management and public 

service as well as the extent of information provided. Financial capacity depends 

on the expenditure levels and structure of financial income, in which the 

expenditure structure is determined by the costs of public management and 

services as well as financial revenue and expenditure situation. Revenue level and 

expenditure structure across administrative regions are unbalanced resulting 

education and other kinds of public service responsibility is not possible to be 

unified with financial capacity. One of the solution methods is fiscal transfer 

payment system across levels of government. 

4 The relationship between education and labor market 
   In the developed countries and China, there are college graduate employment 

problems. Many scholars have studied this issue and argued that unemployment 

among graduates is a form of "over-education" and then discussed the meaning of 

"over-education" and how to measure "over-education". The nature of over-

education is how to balance the demand and supply. 

When researching the difficulty of graduates’ employment, Chinese scholars are 

more focused on the systematic issues, such as the household registration system, 

personnel system, labor market and employment policy.  This is a common 

concern by educational economics and labor economics. This also relates how to 

efficiently allocate higher educational resources during the development of higher 

education. 

In this regard, we need to explore how to balance the demand and supply of 

college graduates, including quantity, structure and quality, the theory behind it is 

how to allocate the resources efficiently. The supply and demand reflected in the 

labor market, is not a simple matching relationship regardless of quantity, quality or 

structure. With the socio-economic development, technological progress, industrial 



structure and technological structural changes, the demand to the college 

graduates in the labor market changes faster than the supply, since the output 

quality and efficiency of resource allocation require the size and structure of higher 

education maintain stable. What is more, the changes cycle of market demand is 

not synchronized with higher education’s supply cycle. Although we could set up 

higher education development plan including quantity, level, specialty structure and 

quality by predicting the future, the predicting results are hard to in comply with the 

reality due to the uncertainty in the future. How to handle the relationship between 

the demand and supply of higher education required to be explored in theory and 

institution, which involving higher education’s external system and environment as 

well as the issue of reform of higher education itself. 

 

5  Evaluation criteria of educational finance and educational fiscal system 
  Educational finance is the resource input guarantee of educational reform and 

educational development. Educational fiscal system is the principal institutional 

guarantee of public educational resource input. How to design educational fiscal 

system is a key issue during the development and reform of China’s education. 

American scholar Benson provides an evaluation criterion of educational finance: 

the adequacy of educational services, the efficiency of educational resources 

allocation and the equality of educational resources allocation. Afterwards many 

scholars are in agreement with taking adequacy, efficiency and equality as the 

evaluation criteria of educational finance and evaluate many countries’(including 

China) educational finance based on this principle. However, there are 

comparatively large controversies about the criteria’ connotation and denotation, 

the relationship among three principles and the design of evaluation index. 

Therefore, there are some issues to be discussed: first, whether there are 

other standards on evaluating the educational finance and educational fiscal 

system or not. Second, what is the meaning of adequacy, efficiency and equity? 

How could we evaluate and measure adequacy, efficiency and equity? Third, what 

is the relationship among adequacy, efficiency and equity? Whether the three 

principles have focus and priority for different countries in different stages of 

educational development or not? Fourth, How can the institutional arrangements of 

educational finance embody adequacy, efficiency and equity? Previous researches 

are mainly focus on the second issue and opinions are varied. 



There are two different ideas and opinions in the discussion of adequacy of 

educational finance. One type of opinion treats the educational output as the 

standard for adequacy. This view can also be divided into two dimensions: one is 

from macro perspective, examine whether the reserve power and talents of 

education and training can keep up with the demand of socio-economic 

development; the other from micro perspective, the standard is measured by the 

quality of educational output (i.e. students’ academic performance). The other 

opinion takes educational input as the evaluation standard, which has two views as 

well: one is the proportion of educational funding on GDP and “three ups” of 

educational expenditure; the other is whether the educational input can satisfy the 

expenditure of standard school running. 

The above ideas and perspectives have their strengths and weaknesses and 

the key question is the relationship between educational input and educational 

output. Educational input is the condition of educational output, affecting the 

quantity and quality of educational output, however it is not a simple causal 

relationship between the two factors. The quality of output is also affected by other 

factors. In addition, under the conditions of scarce resources in education the 

required conditions and feasibility issues in operation need to be considered, no 

matter on how to balance the demand of educational funds and fiscal supply 

capacity, or measuring standard according to educational input and educational 

output. 

  Benson thinks allocation efficiency of educational resources is the key question 

of financial efficiency of education including allocation efficiency of educational 

resources in macro aspects and school resource usage efficiency in micro aspects. 

The existing researches focused on the micro level. Efficiency in economic terms 

refers to the efficiency of input and output, which judged by comparing costs and 

benefits. The measuring methods are educational production function, value-added 

method and others, in which the difficulty lies in the evaluation of quality of output 

and quantitative analysis. The efficiency of macro resources allocation associates 

with the resources allocation for all levels and types of education, and the 

resources allocation across regions, groups, rural and urban areas. All these 

issues need to be further explored. 

  About the equality of educational finance, the theoretical issues as well as the 

selection of measurement indicators and the technical measurement methods 



need to be discussed. The theoretical issues include what the equity of education 

is and what the equity of educational finance is. There are large arguments on 

these issues and therefore the evaluation indicators and measurement methods 

are varied. Equity is a relative concept with stage characteristics, therefore how we 

define and evaluate it from China’s current situation and how to select 

measurement techniques and methods need to be studied. 

   
6 The reform and arrangement of public educational fiscal system 
As one of the key issues of educational reform and related institutional 

protection, how to arrange the public educational fiscal system is a new problem 

emerged during the process of constructing China’s public finance. Scholars are 

studying this issue and related institutions are being constructed. Issues need to be 

explored include: how to define the boundaries of the basic function, characteristics 

and roles of public educational finance? How to reform the specific system in the 

public education finance system, such as the setting, execution and monitoring 

system of educational budget, cost sharing system between public finance and 

educators in non-compulsory education, government's funding system for schools, 

non-compulsory education’s tuition fees system, educational financial transfer 

payment system, the poor students and disadvantaged group’s funding system. 

When I was involved in setting and implementing the educational reform and 

development plan, I consider the above questions, which may be neither accurate 

nor comprehensive and would like to discuss these issues with colleagues. 
                                                          

 


