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Abstract This paper presents a profile about the financial system of the early 
childhood education (ECE) in China. The problems discussed are related to 
(1) segmentation of Tiao and Kuai (some education institutions are directly 
administered by provincial governments, and some were affiliated to the relative 
administrative departments of the state), (2) inequality, (3) indistinct responsibility 
in investment of all levels, and (4) the challenge of reform. On the basis of the 
current situation in China, ECE and international experience, this paper aims at 
putting forward suggestions on how to reconstruct the financial system for ECE 
and also how to make relevant provision of laws and regulations to make various 
levels of governments, children’s parents, kindergartens and communities share 
economic responsibility of ECE.

Keywords the early childhood education (the ECE), financial system, 
educational fund, financial policy

1 Introduction

In China, much research has been conducted on the micro-management of 
early childhood education (ECE), such as the personnel management, financial 
supervision, and curricula arrangement of kindergartens. Someone points out 
that the level of curriculum management has direct effects on the quality of 
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kindergarten-based curriculum. Besides government’s positive intervention and 
instruction, kindergartens should improve their management and try to keep the 
mutual development of children, teachers and parents during the construction of 
kindergarten-based curriculum (Yu, 2005). However, very little has been done on 
the macro-management of ECE. It was not until recently that China began to deal 
with the study of the macro-management system, economic analysis and the 
financial policies. Thus, this paper attempts to address this lacuna to deal with the 
reconstruction of the financial system in the early childhood education in China.

The financial system of ECE in China came into being in the rural liberated 
areas at the end of 1920s, such as the Soviet region, Shanxi, Gansu and Ningxia 
provinces. Under the planned economic system, it has developed into a branch of 
child welfare system since 1949. However, since 1980s the present financial 
system of ECE has been confronted with unprecedented challenges brought about 
by the reform of economic structure. Various disadvantages are also beginning to 
appear.

2 Challenges and disadvantages of the present fi nancial 
system

Since the mid-1980s, the reform of corporations, institutions, and governments 
have been carried out gradually. The reform of the Chinese financial system 
started with delegating more fiscal power to the local government. Accordingly, 
decentralized basic education took shape, which led to the socialization of child 
welfare, an indispensable system to early childhood education. In the reform 
of transform the enterprises’ management mechanisms of state-owned enterprises, 
a great many welfare agencies, i.e. affiliated kindergartens were forced to be 
independent and tried to survive in the market economy. Thus, they are faced 
with the financial difficulties and economic pressure.

Since 1997, when many public kindergartens have been in the embarrassing 
situation of “being closed, merging, transferring and selling,” lots of private 
kindergartens have sprung up nationwide. For example, during 2001–2005, the 
number of public kindergartens and children respectively fell at the rate of 20% 
and 11% while those of private kindergartens and children reflected 53% and 
95% increase in these four years (Ministry of Education of the People’s Republic 
of China, 2002; Ministry of Education of the People’s Republic of China, 2006). 
According to the data, in 2004, it was the first time that private kindergartens had 
exceeded the public ones (Ministry of Education of the People’s Republic of 
China, 2005). In 2005, there were 68800 private kindergartens and 55600 public 
ones. More exactly, the number of children in private kindergartens is 6680900, 
while 15109400 children attended public kindergartens (Ministry of Education of 
People’s Republic of China, 2006). Despite the private kindergartens fall behind 
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of the public ones in number of children, the discrepancy between them is reduced 
at a rapid rate. It is not difficult to find that the private kindergartens have a 
promising future and will obtain substantial development in China.

As more and more private kindergartens appear, the government invests less in 
ECE. The number of favored children, that is, children having access to financial 
fund, is on the decline year by year. In the tremendous transformation and reform 
of the whole society, the financial investment in ECE will gradually lose the true 
meaning of public finance unless anything is done on it. One must admit that 
private kindergartens need to be supported and children from poor families are 
entitled to get subsidy. Otherwise, ECE will be less successful.

In addition, in terms of the present financial investment in ECE, some 
kindergartens, such as national and administrative departmental kindergartens 
enjoy the privilege of receiving the direct allocation of funds from the government. 
But at the same time, the government pays little attention to the child education 
and care quality, social effect, and economic returns to them, which contributes 
to wasting money and human resources. There is no doubt that fund insufficiency 
in ECE arises.

From Fig.  1, it can be seen that the present financial system of ECE consists of 
two parts: the main part and the supplementary one. The former refers to various 
levels of departments making the appropriation from financial departments to 
educational departments and related policies. The latter refers to the appropriation 
of non-educational department to early childhood education and related policies. 
It is obvious that the Chinese government encourages various non-governmental 
institutions such as enterprises, universities and communities directly to subsidize 
affiliated kindergarten as employees’ or local households’ welfare services. At 
present, in the process of socialization and marketization, the supplementary part 
of the financial investment of ECE is at stake.

Nevertheless, one should accept that there exist very obvious defects in the 
highly decentralized financial investment system of ECE, in which both parts 
co-exist.

First, the fund of ECE cannot flow freely. ECE fund controlled by the 
government is very difficult to flow freely. There is no interrelation among 
various levels of financial departments. Nor is there any relationship of ECE 
fund transfer among departments at the same level and different financial 
agencies. Although some fund transfer may be made within the same department, 
no one can deny that ECE fund fails to flow freely in China.

Secondly, decentralization ECE fund cannot lead to “pareto optimum”. In 
China, limited ECE fund is allocated to various departments such as local 
education department, women’s union, local health department, and so on. So 
the ECE’s segmentation of Tiao and Kuai comes into being, that is to say, ECE 
resources are possessed and controlled by these departments, which does no 
good to an optimal allocation of resources for ECE. As a matter of fact, dispersed 
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ECE resources and close ECE resources make unbalanced distribution of 
kindergartens in China. In some areas, there are redundant kindergartens. In other 
places, children cannot have access to ECE owing to the lack of kindergartens.

Finally, it will affect the equality and balanced development of the ECE. Under 
the highly decentralized investment system and with the disproportionate and 
unbalanced allocation of resources for ECE, the teaching condition and teaching 
quality vary widely. In addition, each kind of affiliated kindergartens relies 
heavily on the subsidizing funds of the administration to which they belong. 
These kindergartens are far from being independent. Thus it will do much harm 
to the development of ECE. Financial rights, material rights, personnel rights, 
and administration rights of each kindergarten belong to the institution that it 
relies on while educational and health departments are in charge of professional 
work. As a result, one would scramble for rights and benefit rather than undertake 
the responsibility. What is worse, the government does not show due attention to 
non-national kindergartens and vulnerable children of the poor regions.

Fig.  1 Current financial system of the ECE in China
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3 Suggestions on regulating the fi nancial system of ECE

Based on the defects in the present financial system of ECE, some suggestions 
are offered. 

Firstly, adjust the ownership of the kindergartens. It is feasible to break through 
the convention of classifying public kindergartens into different categories. On a 
voluntary basis, different kinds of public kindergartens can be distributed to the 
local educational department. The Private kindergartens must be initiatively 
registered in the local educational department and be brought into the 
governmental system of ECE. The local government takes charge of running 
kindergartens supports and instructions from higher authorities. Meanwhile 
affiliated kindergartens of every institution are also taken over by the local 
educational department as much as possible instead of being put into the free 
market casually. 

Secondly, set up an inter-connected financial investment system of ECE. Both 
educational departments and financial ones at different levels should cooperate 
with each other. 

From Fig.  2, it can be seen that there will be no distinction of ranks among 
kindergartens if the local educational department manages all kindergartens and 
the local financing department raises funds for them instead of only supporting 
public kindergartens. And the financial funds of every kindergarten may come 
from various levels of financing departments, such as those of village and town, 
county, district, province and nation. It is expected that financial funds of ECE 
can be ensured and optimized to realize equality in ECE.

Thirdly, set up special ECE funds at different levels. First of all, the Ministry 
of Education and Ministry of Finance should set up special ECE funds, which 
can be directly appropriated to lower education departments and financing some 
kindergartens. The nation-level financing transfers are of great importance to 
balance resources for ECE nationwide. Meanwhile, local governments should 
prepare the corresponding proportional funds for kindergartens and children with 
special needs to make balanced allocation of the regional resources for ECE. 

Finally, local governments can also set up financing transfers of ECE. At 
present, the management system of ECE based on the local government makes it 
easier for ECE funds to be transferred within the same region. The province-level 
ECE fund can be transferred to lower financial and educational departments, such 
as those of districts, counties and villages and towns, or to some kindergartens. In 
effect, financial and educational departments can set up financial transfer system 
to support some kindergartens and children with special needs. It can be argued 
that ECE in China will be developed steadily in this way. 
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4 The subsidiary fi nancial policy of ECE needed 

As mentioned above, it is not hard to find that it is necessary to attach much 
importance to macro-management of ECE fund. However, it cannot be ignored 
that such a system without any necessary subsidiary financial policies could lead 
to the following problems.

First, when emphasis is placed on the local government to take charge of ECE, 
the higher level governments, such as the provincial government and central 
governments possibly take advantage of the opportunity to unload their financial 
burden and even shift their financial responsibility.

Second, all levels of ministries, commissions and other departments may no 
longer invest in ECE, which may cause the close of many kindergartens.

Fig.  2 Ideal financial system of the ECE in China
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Third, the non-governmental organizations and individuals become less 
interested in the financial investment in ECE.

Fourth, the great disparity in the allocation of subsidiary funds among areas, 
kindergartens and children may lead to financial funds’ wasting and lacking.

For these reasons, international experience should be drawn on to formulate an 
appropriate policy system of ECE in accordance with the above designed financial 
allocation system. The measures are as follows.

First, set the proportion of the ECE funds that all levels of governments should 
bear. Throughout the world it is very popular to stipulate legally various levels 
of governments to set the proportion of ECE fund. For instance, in 1996, the 
proportion of educational expenditure on public kindergarten in Norway was 
36.2% from the state government, 27.9% from local government, and family and 
other incomes share 35.9%. The private kindergartens’ educational cost is shared 
by the state government (39.3%), local government (8.2%), and family and other 
incomes (52.5%) (OECD, 2001b). In USA in 1995, the federal government, state 
government and family shared ECE in the proportion of 27%, 14% and 59% 
respectively (OECD, 2001a). Moreover, this proportion has remained for many 
years. Based on these countries’ experiences, China can specify the proportion of 
ECE financial funds that all levels of governments should share.

Second, clarify the responsibility of the parents’ corporations and their living 
community. Almost every country in OECD makes related regulations to require 
parents’ corporations or institutions and their living community to provide the 
basic protection, educational services and economic supports to the children. 
In San Francisco, USA, there is a rule that the employer should provide the 
attendance for the employees’ children; otherwise they must pay money 
(1  USD/square foot) to a special foundation, which supports all of the child-care 
centers in the city. In Italy and Belgium, it is required that the employer provide 
financial supports for child-care centers for 0–3 year-old kids, according to a 
certain proportion (Italy 0.1%, Belgium 0.05%) of the staff’s salary. The specific 
methods include: running independently or jointly, investing or giving the funds 
to the local child-care management organization (OECD, 2003).

Based on the international experience, in China rewards should be given to the 
corporations, communities and individuals who have performed well. Moreover, 
the national financial funds can be allocated by means of the cooperation of 
government, nongovernmental institutions. Kindergartens are also encouraged to 
raise fund through various channels to improve the quality of ECE.

Third, force the parents to invest in ECE by tax subsidies, which means the 
government gives aid indirectly. The tax subsidy scheme for children is the way 
for the government to aid children in the form of tax refund, tax reduction, etc. 
Most of the OECD counties adopt tax deduction and dependent care tax credit.
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For instance, in the US, the EITC adopts the progressive tax refund for lower 
income family and the regressive tax refund for the higher income family. They 
calculate the subsidy accounts by formulae, and then add or reduce the tax refund 
depending on everyone’s income. Moreover, the tax law manages all of these. 
Generally speaking, a family with two children with income under 9720 dollars 
can get the 40% tax refund, which means one USD can refund 40 cents. If the 
income is between 9720 and 12690  USD, they can get about 38% tax refund, i.e. 
one USD refunds 38 cents. If the income is between 12690 and 31152  USD, they 
can get about 21% tax refund (Gilbert and Terrell, 2002).

There is a slight difference between the tax deduction and dependent care tax 
credit when children enter child-care centers. Tax deduction returns the funds to 
the parents, who are the consumers of the ECE. However, Dependent care tax 
credit uses the funds to substitute for the tuition, or returns to the suppliers of 
the ECE directly. The suppliers will reduce or even remit the tuition or return 
the funds to the relevant parents. Both tax deduction and dependent care tax 
credit have pre-tax and post-tax. Tax deduction and dependent care tax credit in 
pre-tax means that before counting the tax one should deduce a relevant part from 
the parents’ incomes, or let the parents pay the tuition in advance, or set up an 
appropriate tax-free deposit for the ECE.

Tax deduction and dependent care tax credit in post-tax means counting the tax 
firstly and then deducing the children’s tuition from the tax to return or compensate 
for the tuition.

In fact, the tax subsidy scheme for children refers to implicit subsidy to children 
from national finance, but it is also related to the parents’ incomes so that it can 
encourage parents to work hard and stimulate them to pay for ECE. Nowadays 
the tax reform is being carried out in China and the tax subsidy scheme for 
children is feasible.

Finally, manage financial funds on ECE at a macro-level. As to private funds 
enjoyed by every kindergarten and child, the government should not intervene. 
However, for the financial funds from all levels of governments and various 
departments owned by the whole society, the government should arrange overall 
and adjust reasonably, and especially, a maximum limit should be set. Many 
countries in OECD require that parents should hold a share of the ECE cost 
according to their incomes, or set the maximum limit of subsidies that each family 
and each child can get. This is simple and can be used for reference.

To sum up, reform of the financial system of ECE must be comprehensively 
carried out, adjusted reasonably and developed steadily. At the same time, the 
whole society should support it to help create a stable politic and economic 
environment.
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