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China’s Governing System
And Its Impact on Environmental
Policy Implementation

By Kenneth Lieberthal

HE PEOPLE’S REPUBLIC OF CHINA

(PRC) PRESENTS A PARADOX. ITS
leaders are aware of its enormous
environmental problems; impres-
sive environmental laws and regu-
lations have been adopted; a dedi-
cated environmental bureaucracy
extends from Beijing down through
the provinces, cities, and counties to
the township level; and China par-
ticipates actively in the global envi-
ronmental community. Yet, much
of the environmental energy gener-
ated at the national level dissipates
as it diffuses through the multilay-
ered state structure, producing out-
comes that have little concrete effect.

To understand how to work
with China to improve environmen-
tal outcomes, one must appreciate
the systemic dynamics that contrib-
ute to the disjuncture between the
PRC’s promise and its performance
on environmental issues. Two fac-
tors—the distribution of authority
and the structure of incentives—are
particularly consequential.

L. Distribution of Authorityl
China has a multilevel political
system in which the major territo-
rial levels are: the Center, covering
the entire country; thirty-one prov-
inces; more than six hundred cities;
over two thousand counties; nearly
one hundred thousand townships;
and close to a million villages. [See
Chart #1] Typically, every office in
the Chinese system has a bureau-
cratic rank assigned to it. One ter-
ritorial level of government2 con-
tains within its organs several bu-
reaucratic ranks. For example, in
the national government in Beijing
the State Council (China’s cabinet)
is at the top;3 commissions such as
the State Planning Commission are
one step down; ministries are an-

other step down; bureaus within
ministries are yet another step
down; and so forth.4 Provincial
governments are the same bureau-
cratic rank as ministries, and pro-
vincial bureaus share the same rank
as their ministerial counterparts.
[See Table #1]

One key rule of the Chinese sys-
tem is that units of the same rank can-
not issue binding orders to each other.
Operationally, this means that no
ministry can issue a binding order
to a province, even though on an or-
ganizational chart it appears that
the ministries (which are at the Cen-
ter) sit above the thirty-one prov-
inces.> The natural consequence of
this operating rule is that there of-
ten is a tremendous need to build a
consensus in order to operate effec-
tively in China, and negotiations
aimed at consensus building are a
core feature of this system.6

Authority is channeled (or frag-
mented) by function as well as by
rank. Chinese officials speak of

their government as being divided
into broad functional “systems” (the
Chinese term is xitong), so that each
ministry sits atop a functionally-
defined hierarchy of government
units that exist at each territorial
level of government. The National
Environmental Protection Agency
(NEPA), for example, is at the top
of a hierarchy of EPAs” at, respec-
tively, the township, county, city,
and provincial levels. Typically,
each of these specialized organs has
at least two potential masters: the
government at each organ’s own
territorial level of the system and
the office in the same functional
sphere one level “up” the territorial
hierarchy (e.g., the Hunan Provin-
cial EPA is under both the Hunan
Provincial Government and NEPA).
[See Chart #2]

There is an obvious potential
conflict between the “vertical” lines
(in Chinese, tiao) of authority (e.g.,
the EPA at each level of the political
system) and the “horizontal” lines
(in Chinese, kuai) of authority (ema-
nating from the territorial govern-
ment at the same level as the func-
tional office). The former coordi-
nates according to function (in this
example, environment); the latter
coordinates according to the needs

Chart 1: Territorial Layers of State Administration
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Table 1: Rank Equivalents among Government Organs
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of the locality that it governs. While
specifics vary, generally one of the
most notable thrusts of the reforms
since the late 1970s has been to give
the horizontal (that is, the territorial
coordinating) line of authority pri-
ority over its vertical counterpart.
The Chinese call this “Making tiao
serve kuai” The result is that, in
general, territorial governments
have become more powerful and
the central-level functional units
such as ministries have had their
wings clipped. Within each territo-
rial government, moreover, typi-
cally there is one top person (called
a “governor” at the provincial level)
and several deputy heads. Each of

the deputy heads has formal re-
sponsibility for a specific array of
functional offices, and a deputy
head is not allowed to interfere in
the affairs of functional offices out-
side of his/her prescribed jurisdic-
tion.

As even the above simplified
review suggests, authority in China
is fragmented by function, by terri-
tory, and by rank. Specifics may
vary, but it is important to “map”
the lines of authority that apply to
the implementation of any specific
environmental policy in any given
locality. It is easy, for example, to
end up speaking to a vice mayor of
a municipality who in fact has no

Chart 2: Allocation of Authority

authority over the specific issues
that are on the agenda of the foreign
visitor.

II. Incentives

Relations among territorial gov-
ernments are complex and impor-
tant. Typically, all communications
go up and down the national hier-
archy level by level; skipping levels
(by, for example, having the Center
communicate directly with a
county) is not the norm. In addi-
tion, formally each territorial level
of government is permitted to issue
binding orders to the territorial gov-
ernments within its jurisdiction one
level “down” the national hierarchy.
But an implicit political /economic
deal developed under the reforms
has vastly complicated this straight-
forward operational rule.

China’s reform leaders recog-
nized early on that they had to find
some way to spark the genuine en-
thusiasm of territorial leaders at all
levels if they were to succeed in their
quest to jump start the Chinese
economy and transform it, over
time, into a technologically dy-
namic, efficient engine of growth.
Simply issuing orders from Beijing
would inevitably produce huge er-
rors and crushing rigidity in a coun-
try as large and complex as China.
Yet, leading officials did not want
to give up ultimate control. The
solution to this quandary, reached
through experimentation and never
codified in either law or specific
documents, is a national political-
economic deal which says, essen-
tially: each level of government will
grant the level just below it sufficient
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flexibility to enable the lower level to
grow its economy rapidly enough to
maintain social and political stability.
Rapid economic growth, accompa-
nied by social and political stabil-
ity, is, in turn, rewarded with pro-
motions and other benefits.

This underlying national politi-
cal/economic deal has produced
dramatic results. It has provided
enormous incentives for key offi-
cials in each locality to become en-
trepreneurial — to find opportuni-
ties to maximize economic growth
in the territory under their jurisdic-
tion. Officials at all levels of the
political system have become in-
creasingly adept at negotiating for
additional flexibility from those at
the next higher level — or of con-
cealing activities that violate restric-
tions imposed from above.

China has thus become a highly
negotiated political system. Ateach
territorial level, officials retain enor-
mous ability to interfere in the af-
fairs of the territorial governments
one level down the national hierar-
chy that are under each officials’
directjurisdiction. The officials can
stop almost anything they wish to
bring to a halt. Therefore, at every
level key officials spend an enor-
mous amount of time negotiating
for additional flexibility and trying
to devise ways to keep higher lev-
els from becoming overly restric-
tive. This is a bargaining game in
which economic growth and social
and political stability are the chips
at stake.

This situation has had particu-
larly interesting results at the town-
ship level. Townships amount to
small cities, and they are absorbing
a good deal of the surplus labor that
has been leaving the land since the
breakup of the rural communes in
the early 1980s. Township and vil-
lage enterprises have been the most
dynamically growing sector of the
Chinese economy for more than a
decade, providing a substantial por-
tion of the impetus for the economic
miracle widely associated with
China over that period.

Township governments do not

receive a regular budgetary alloca-
tion from higher levels of the state
apparatus. Rather, they rely prima-
rily on generating their own oper-
ating funds, and many township
leaders have their remuneration
tied more or less directly to the prof-
itability of township enterprises.

Although formally considered
collectives, the township enterprises
are usually creatures of the town-
ship government itself. The local
government may appoint the
enterprise’s managers, specify the
business scope, provide the access
to credit, facilitate the marketing,
determine the size of the labor force,
and keep the profits, among other
activities, for each of the township
enterprises under its jurisdiction.
Although government and enter-
prise appear separate it is more re-
alistic to regard the two as a joint
local territorial corporation, with
the township government serving
as the corporate headquarters and
the enterprises serving as the vari-
ous business arms. [See Chart #3]
A major purpose of the local gov-
ernment is to make the territorial
economy grow rapidly so as to
maximize income, employment,
and stability.

The above description of the
township level requires various
modifications as one shifts either
“down” to the village level or “up”
to county, city, and higher levels of
the political system. But many of
the most basic features remain quite

similar, such as:

* Key officials see themselves as
both government administrators
and entrepreneurs;

* There is massive official involve-
ment in the economy at all levels;

¢ Enterprises enjoy few secure prop-
erty rights that protect them from
official intervention; and,

* There are pervasive incentives to
produce rapid economic growth.

The above characteristics do not
bode well for implementation of
environmental policy. Given the
lines of authority and the incentives
in China, the entrepreneurs (local
territorial officials) typically control
the regulators (local environmental
officials). Some entrepreneurs are
personally environmentally sensi-
tive, and in some localities tourism
or other environment-related activi-
ties are crucial to the economy. But
in most cases, this combination goes
far toward explaining the paradox
of good environmental laws and
poor environmental performance
thatis pervasive throughout China.

There are additional ways in
which this basic structure and set of
incentives inhibit effective imple-
mentation of environmental policy.
“Local corporationism,” the name I
am ascribing to the nexus between
governmentand economy at the
township level, means that various
localities tend to become inward

Chart 3: Local Corporationism
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looking and regard each other as
competitors. But most environmen-
tal problems travel across local
boundaries and require the coopera-
tion of various territorial govern-
ments to address effectively. Such
cooperation is difficult to achieve:
indeed, there is some evidence of
purposeful activity to benefit a lo-
cality at the cost of a neighbor’s well
being. For example, after China
imposed water discharge fees for
adding pollutants above permis-
sible levels to rivers and streams,
there was noticeable movement of
offending enterprises to the down-
stream boundaries in various town-
ships and counties.

The strong incentives to expand
local employment and generate
new wealth mean that the local gov-
ernment may conspire to blunt the
effectiveness of disciplinary actions
initiated by its own environmental
organs. There are documented
cases, for example, of a local EPA
imposing a fine on a large local en-
terprise and then passing along the
amount collected to local govern-
ment coffers; the government then
provided a tax break to the enter-
prise roughly in proportion to the
amount of the fine that had been
levied. In this way, the EPA met its
responsibilities by imposing the fine
and the government met its respon-
sibilities by maintaining the finan-
cial health of an important source
of local jobs and income. Only the
environment lost out in this sce-
nario.

Some research suggests that
China’s large state-owned enter-
prises may be more effectively sub-
ject to government environmental
controls than are the local enter-
prises under the country’s new po-
litical economy. But the state-
owned enterprises are under in-
creasing pressure to issue stock and
to separate themselves from gov-
ernment administrative dictates.
This rapidly growing trend may, in
turn, mean that increasing numbers
of firms are slipping into the “nei-
ther state nor private” status that
has proven so difficult to subject to

the discipline of environmental
regulations.8

ITII. Central Power and Its Limits
The above comments might cre-
ate the mistaken impression that
higher levels of government in
China retain little clout in this po-
litical system. That is decidedly not
the case. China remains an autoc-
racy, albeit one committed to eco-
nomic reform and increasing inter-
action with the international arena.
Among the levers that the center has
available to enforce its priorities, the
following are particularly impor-
tant:
* Appointments to all top positions
are made by the leaders one level
“up” in the hierarchy. The Center
thus appoints all provincial gover-
nors, vice governors, and party sec-
retaries, while the provincial lead-
ers make comparable appointments
at the next level, and so forth. No
leader is secure in office if s/he
raises the ire of leaders at the level
directly above. Perhaps to highlight
this ongoing vulnerability, tenure in
top provincial positions typically is
shorter than the mandated term of
office for those positions.?
* The Center must approve loans
from all international financial in-
stitutions before those funds are
made available for local projects.
* The Center establishes the regula-
tory environment, including grant-
ing exemptions from specific regu-
latory requirements.10 Even though
localities often find ways to soften
the edge of regulatory demands,
local leaders nevertheless fear ad-
verse regulatory rulings and lobby
hard to gain regulatory relief from
upper levels.11
* The Center controls investment
approvals for large projects, which
can have significant economic re-
percussions for various localities.12
* The Center can employ the organs
of coercion — the Public Security
and State Security forces on the ci-
vilian side, plus the military — to
bring recalcitrant localities into line.
* The Center can dispatch work

teams (the Chinese term for whatin
the United States would be termed
“strike forces”) into localities to in-
vestigate irregularities, remove of-
fending officials, and clean up prob-
lems. Local leaders work hard to
avoid the type of attention that
might trigger investigation by a
higher level work team.

Given these prerogatives in the
hands of the Center (most of which
also apply to the ability of each suc-
cessive level of government to ex-
ercise leverage over its immediately
subordinate level), how is a balance
struck between “top — down” dis-
cipline and local flexibility and en-
trepreneurship? There is no hard-
and-fast rule that adequately an-
swers this question. China at this
stage in its history is simply highly
dynamic, consciously experimental,
poorly institutionalized and there-
fore quite diverse.

In broad terms, though, the
Center can generally obtain high
levels of reasonably disciplined
compliance when three conditions
are present:

* All top leaders agree on the issue;
¢ All top leaders are willing to give
the issue priority; and,

* The degree of compliance of lower
levels is measurable.

In the presence of these three con-
ditions, lower level authorities
know that failure to comply will
bring substantial punishment, in-
cluding the possibility of being
fired. In these circumstances, com-
pliance is usually impressive, as
witnessed by China’s extraordinary
birth control effort. But only very
few policy issues meet all three of
the above conditions. Most envi-
ronmental policies, for example, are
too complex, long term, and deeply
enmeshed in competing economic
interests to be effective. They do not
provide the kind of clear-cut prior-
ity at the top, and measurable per-
formance evaluation at lower levels,
required in the above explanation.

Where the above conditions are
not met, policy implementation is

CHINA ENVIRONMENT SERIES



more uneven. When top leaders
turn their attention to the issue and
publicize their concern about it, lo-
cal officials tread more carefully.
When the attention of those at the
top shifts elsewhere, compliance
levels may quickly fall off.

The institutionalization of
policy initiatives, therefore, is par-
ticularly important. Given the per-
vasive bureaucratic nature of the
Chinese system, new initiatives fare
best when specific units are created
(or adapted) and concretely tasked
with implementing that particular
initiative.13 This has been done
with environmental policy, as at-
tested by the development of a na-
tionwide apparatus of environmen-

Cooperation with authorities at
the Center will not be adequate to
produce substantial outcomes in
environmental efforts.14 Efforts at
the Center are crucial in that central
level opposition (or, for that matter,
opposition at any higher level) can
kill an initiative, but rarely are such
efforts in themselves sufficient.
Rather, it is also important to culti-
vate understanding and support in
the localities whose actions can
make a significant difference. The
Center places so many demands on
localities that local leaders effec-
tively have some ability to prioritize
their compliance. Foreign efforts
may move some environmental is-
sues higher up the list of local pri-

sive. In addition, given the Chinese
side’s short term focus on making
money, it is often important to de-
vise approaches that sharply limit
any downside risks.

In China, as in many more
democratic countries, it is important
to develop coalition strategies.
China is in most instances a consen-
sus building system. The fragmen-
tation of authority outlined above
means that most major initiatives
require the cooperation of people in
a situation in which no single offi-
cial has command authority over
each of the important participants.
Put differently, a winning strategy
in China must take account of the
various units or individual officials

Most environmental policies are too complex, long term, and deeply
enmeshed in competing economic interests to be effective.

tal offices from the top to the bot-
tom of the system.

It is important, though, to ask
about reporting lines as well as the
mere existence of dedicated offices.
In the case of the environment, as
noted above, the EPA at each level
has a solid line relationship with the
territorial government at that level
and only a dotted line relationship
with the EPA one level up in the
national government hierarchy.
This structure of authority effec-
tively puts each EPA under the
thumb of precisely the officials who
have the greatest responsibility for
— and interest in — accelerated de-
velopment of the local economy.
Environmental policy implementa-
tion inevitably suffers accordingly.

IV. Recommendations for Envi-
ronmental Assistance

The above analysis has signifi-
cant implications for foreign ap-
proaches to China’s environmental
problems. Details inevitably must
vary according to the specific nature
of the issue under consideration and
the part of the country in which a
remedy is sought. Butseveral broad
lessons warrant attention.

orities.

Foreigners must take care to
understand the division of respon-
sibility in each location. If talking
with a vice governor, for example,
itis important to know whether that
particular individual actually has
responsibility for environmental is-
sues (or for energy or whatever spe-
cific project is under discussion).

In most localities, there is over-
whelming pressure to expand the
local economy rapidly. That pres-
sure comes not only from above
(those officials who are successful
generally enjoy both higher stan-
dards of living and better prospects
for promotion), but also from below.
For example, research has deter-
mined that one of the strongest driv-
ing forces of local elections in
China’s villages has been the desire
by peasants to put into place local
leaders who are more entrepreneur-
ial and therefore better able to ex-
pand the local economy.15> Ap-
proaches to local officials must seek,
therefore, to tie environmental im-
provements to short term economic
growth. Promises of long term ben-
efits at the cost of near term growth
are unlikely to prove very persua-

whose opposition could effectively
stymie an initiative and develop an
approach that assures their neutral-
ity, if not their active cooperation.
China’s system is one that cre-
ates ongoing negotiations among its
various officials and offices. Foreign
partners do best if they make the
effort to understand these behind-
the-scenes negotiations and to work
out how they can most helpfully
contribute to the negotiating effort
of their Chinese counterparts.
China’s concentration on eco-
nomic development reflects its still
deep-rooted and pervasive poverty.
Foreign initiatives backed by for-
eign funds and technology, espe-
cially initiatives that are job-creat-
ing, are going to be more successful
in general than will potentially more
important initiatives that require
immediate Chinese outlays or that
might reduce local employment.

V. The Future

The above comments lay out
pertinent characteristics of the cur-
rent Chinese system and some of
their implications for cooperation
on the environment. The overall
thrust of the above analysis should
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be sobering: China’s present politi-
cal system operates in a rather fluid
fashion, with great local variation,
considerable opportunity for local
initiative, and tremendous pressure
on local officials to give priority to
rapid economic development. Asa
consequence, the country’s imple-
mentation of its extensive environ-
mental regulations is very inad-
equate, and its environmental of-
fices generally are under the author-
ity of officials whose priority is short
term growth rather than long term
sustainability. Putting these factors
together, China’s environmental
conditions are likely to continue to
deteriorate overall during the com-
ing 5 - 10 years.

However, China’s system is in
the midst of constant change, and
the longer term prognosis is less
gloomy. Trends already evident in
the system that are likely to become
increasingly important include the
following:

* Greater circulation of information
based on a more relaxed view to-
ward release of data, better commu-
nications infrastructure, and more
tolerance for a diversity of views on
technical issues;10

* Greater expertise, based in part on
increased contacts with the interna-
tional environmental community,
better educational resources within
China, and research dedicated to
tackling environmental problems;
* Growing concern with quality of
life among the increasing number of
Chinese who have put poverty be-
hind them. This is accompanied by
a gradually increasing willingness
by the government to consider the
opinions of the population and to
try to be responsive to popular sen-
timent;

* Greater understanding on the part
of national political leaders of the
real costs of environmental degra-
dation; and,

* Gradual moves away from the “lo-
cal corporationism” model and to-
ward sharper differentiation of gov-
ernment from enterprises. This may
result in greater official willingness

to enforce environmental standards.

Over time, the Chinese system
should move in a direction more
favorable to responsible environ-
mental stewardship. Increased in-
formation and analytical capabili-
ties, structural changes that begin to
disentangle the interests of officials
from those of entrepreneurs, and
greater responsiveness to growing
popular sentiment in favor of envi-
ronmental protection should com-
bine to increase China’s desire and
ability to move toward sustainable
development. Foreign assistance in
education, research, technology
transfer, and funding can make con-
tributions to speeding these devel-
opments along, but such contribu-
tions are likely to be more effective
if they are tailored to the structure
and dynamics of the Chinese politi-
cal system than if they are ad-
dressed solely to resolving a specific
problem.
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