CHINA MOVES TO ALLOW FOR-PROFIT EDUCATION

A salient issue globally is whether private higher education should include legal for-profit higher education. Although the preponderance of global private higher education is legally nonprofit, much of this sector is functionally for-profit. It generates financial gains which, while not formally distributed to shareholders, somehow pass to owners, managers, and family, as opposed to being fully reinvested in the institution. “Nonprofits in disguise” present problems of transparency and deception, obscure the (or a) prime purpose of the institution, and escape taxation appropriate to businesses. On the other hand, these institutions often play a major role in expanding higher education access and authorities are often reluctant to risk restrictions, which, in any event, are difficult to define and enforce. 

China has struggled with this issue since the re-emergence of private (“minban”) education thirty years ago. The law requires that all private educational institutions be nonprofit, while allowing that training institutions can be for-profit businesses. Moreover, even educational institutions are allowed to make “reasonable returns.” As this phrase underscores, overall policy is vague and that leaves great uncertainty. Especially in a political system like China’s such vagueness allows for arbitrary action, inconsistencies, and doubts, as opposed to a well-regulated market under the clear rule of law.

The new National Plan, which is excerpted below, apparently indicates a major policy change for China. It includes mention of for-profits and uses the term in juxtaposition to nonprofits. Yet the mention of for-profits is restricted to one sentence (which we put in bold). Never does the document explicitly state that the for-profit form, previously not allowed, is now allowed. Will many nonprofits in disguise reveal themselves as for-profits and subject themselves to taxation as businesses and perceptions of illegitimacy? Perhaps the countervailing risk would be to be exposed as for-profit while still claiming to be nonprofit. (In Brazil the government in the 1990s allowed the for-profit form, knowing that many legal nonprofits were truly for-profit; today Brazil has one of the world’s highest percentages of for-profit/total higher education enrollment, 19 percent, with a higher percentage of institutions.) 
Perhaps the present situation in China echoes that of 30 years ago when the government started allowing minban without strong, definitive endorsement, observed experimentation under varying provincial governments, criticized “excesses,” but ultimately approved and promoted the emerging minban form. Today speeches by important figures in the field of private education, such as the president of private education association, Tao Xiping, suggest that something serious is underway. Liu Xin, vice-minister of China’s Department of Education, said on Nov.26 2010, “The issue of for-profit and not-for-profit private education is of importance both theoretically and practically. This issue is closely connected with Chinese tax policy, financing policy and banking policy. There are a lot of questions for us to deal with in defining for-profit and not-for-profit private education, exploring the ways to manage private education in distinctive ways in line with the “Outline” of the new National Plan. We are very glad that under the guidance of the National Education Structural Reform Leading Group, Shanghai, Zhejiang, Jiangsu, Yunnan and Shenzhen provinces are trying to reform in this regard.” Indeed, some colleges are already in pilot mode.
The document is very much about what should be practice for private educational institutions. But in its generalities it remains quite vague. This may be intentional as the government watches during a period of experimentation before possibly endorsing certain practices and denouncing others. Such was its approach during the early stages of private educational growth.
In any case, as it draws no specific distinctions between for-profit and nonprofit as to limitations, the document may be positive for the for-profits, as they are not restricted more than other private institutions. Moreover, the document is clearly encouraging for further private expansion overall, referring to rights and even preferential policies.

The document makes no distinction between higher and other educational levels. The private sector has grown to about 20 percent of higher education enrollment overall but we have no estimate on what would be the for-profit share within that sector.  

Excerpt from Outline of National Plan for Medium and Long-term Education Reform and Development in China jointly issued by the Central Committee of the Communist Party of China and State Council July 29 2010. http://www.gov.cn/jrzg/2010-07/29/content_1667143.htm
Translated by Baoli Zhou, Professor at Hebei Normal University of China and Visiting Professor at PROPHE, University at Albany, SUNY. 
Section III: Educational Structural Reform
Chapter 14: Reform of the School Administration System 
(43) Strong Support for Private Education

Private education is a prominent growth point for education and an important force behind education reform. Governments at all levels should take developing private education as their major responsibility, encourage investment and donations to establish private schools, and urge private interests to establish and run such schools independently and jointly. Management and operation mechanisms of independent colleges shall be improved. The mechanism for innovation and talent-cultivation shall be encouraged to promote the teaching quality and bring forth a batch of high-level private schools with distinct features.

Private schools, their students and teachers shall be granted with the same legal status as their public counterparts. The private schools’ right to run their business independently shall be guaranteed. All kinds of discriminatory policies against private schools shall be sorted out and rectified. Preferential policies to drive the development of private education shall be formulated and improved. According to prescribed procedures, qualified private colleges or universities shall be granted with the rights to offer Bachelor’s, Master’s or Doctoral degrees. The social insurance system for teachers in private schools shall be established and improved.

Policies concerning fiscal support for private schools shall be improved. Governments may entrust some education and training business to private schools, with corresponding funds being allocated to them. Governments at and above the county level may, in accordance with the actual conditions within their administrative regions, set up special funds to finance private schools. The country shall cite and award organizations, schools and individuals for their extraordinary contributions to private education.   

 (44) Managing private education according to the law

Departments of education at different levels should in practical ways provide coordination, planning and administration for private education.  Distinctive administration of non-for-profit private schools and for-profit private schools shall be actively explored (emphasis PROPHE’s). The legal person registration of private schools shall be standardized. The administration structure of private schools as legal corporate bodies shall be straightened out. Private schools shall establish councils or boards of directors according to the law, ensure that principals exercise their duties and powers in accordance to the law, and advance supervisory systems step by step. A positive influence from the party organizations in private schools shall be exerted. The system of supervisory commissioners for private higher education institutions shall be improved. Faculty and staff members shall be granted the right to participate in democratic administration and supervision in private schools. The mechanisms for modification and withdrawals of private schools shall be defined clearly according to the law. The property rights of private schools shall be guaranteed.  System for finance, accounting and asset management shall be set up according to the law. All the organizations or individuals are prohibited from encroaching upon private schools’ assets, withdrawing their capital surreptitiously, or embezzling their budgets. Precaution mechanisms against risks in school-running and information disclosure system shall be established. Public participation in administration and supervision of private schools shall be expanded. The evaluation of private education shall be strengthened.  
