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The Project System in National Governance: Structural Interlocking, Efficiency Erosion,
and Mechanism Optimization

Li Tao Wu Dong

Abstract: The project system is an important component of the central government's special fund transfer
payment method and the national governance system. It is composed of a burecaucratic system and a market
competition mechanism. That is, the higher-level government “contracts out” projects, the lower-level governments
and market players "grab" projects, and the property-rights-based incentives for project-fund-matching generate
project governance efficiency. However, in practice, the project system does not function as it was theoretically
conceived. It does not load the market mechanism into the bureaucratic system to form a parallel structure with clear
boundaries. Instead, it produces a structure in which the bureaucratic system and the market are interlocked. In
this interlocked structure, the top-down principal-agent system endows the county-level end with the formal power
and residual control rights of project allocation, acceptance, and supervision. This leads to power collusion and
weakens the market competition and property-rights-based incentives and constraints. As a result, the efficiency
of the project system declines and its governance capacity is limited. In the interlocked structure of the project
system's bureaucratic and market mechanisms, only through incremental improvements such as promoting the
lowest-bid-price evaluation method, improving the project-fund-matching, project management, and supervision
mechanisms, can the efficiency decline of the project system be reduced and its governance capacity be enhanced.
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