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Economic Globalization and Subnational Government Expenditure on
Education in China: An Empirical Analysis of Province—Based Panel Data

Gu Xin & Zhao Qi

Abstract: Faced with the shock from economic globalization, what coping strategies governments around the world
will adopt, in particular what changes in the area of social policy will occur, has become a topic of common concern in
academic circles. Based on the province—based penal data between 1998 and 2016, this study makes an analysis by using
spatial econometric models, and finds the following: Openness to investment shows a nonlinear, U-shaped relationship
with the province—based fiscal expenditure on education per student and its increment, a type of economic growth after
recession; and openness to trade has no significant effect on the expenditure on education per student, but shows a similar
U-shaped relationship with its increment. These findings indicate that as far as the expenditure on education is
concerned, the proposition that globalization triggers a bigger government in the exiting research literature has been
conditionally verified at the subnational level in China, that is, only deepened globalization triggers a bigger government.
More importantly, this study fails to verify the "theory of compensation" in the exiting research literature, that is, a bigger
government under the shock of globalization is inclined to compensate aggrieved people by augmenting social protection,
but it offers a new explanation, namely the human capital approach. In response to the shock from economic globalization,
a bigger government is likely to choose a policy that can increase human capital so as to enhance the economic
competitiveness within its jurisdiction, and the fiscal policy for increasing the expenditure on education is one of the
measures to increase human capital.

Key words: globalization; government expenditure on education; human capital approach; big government; social
protection
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