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Abstract

Due to corruption and limited oversight, philanthropy in China has come under increasing
scrutiny by both the Chinese government and public. In particular, corruption has
impacted charities, resulting in operational funding declines that have also impacted
legitimate charities serving the vulnerable. Hence, an increase in the number of Chinese
charities without adequate transparency and needed good governance threatens the health
of these organizations and their service groups. In response, the Chinese government
enacted the 2016 Charity Law, implemented on September 1, 2016. Yet the impact of this
law, if any, is unknown. We therefore conducted a literature review of the academic and
gray literature to assess characteristics of the law, its strengths and limitations, and to
explore anti-corruption case studies. In addition, we reviewed publicly available second-
ary data on the transparency status—complete financial information and responsible
staff—of Chinese charity organizations and a group of health-related specific charities
before and after the Law’s enactment. This included the transparency scores of the top
100 charities and top 30 health-related charities in China. The academic literature we
reviewed focused on general governmental corruption and little on charity-related cor-
ruption. However, the gray literature reflected a poor view of charities in China due to
publicized claims of fund and abuse. Based on our secondary data analysis, we found
charity organizations’ transparency shows some variation but as a total continues to score
low overall across the top net asset holding charities. Importantly, based on a regression
analysis, the transparency scores of Chinese charities did not experience a significant
change despite the Charity Law’s enactment. In response, strengthening the Charity Law
by enhancing enforcement of financial regulations and implementing systemic good
governance measures is needed. Further, efficiency initiatives such as philanthropy de-
administration, e-government, and outsourcing monitoring of Chinese charities to exter-
nal agencies would promote trustworthiness and credibility of Chinese charity organiza-
tions now and in the future.

Keywords Corruption - Anti-corruption - Transparency - Governance - China - PR China - PRC -
Charity - Health charity - Health law - Health policy
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Introduction

Corruption in China is serious and widespread (DeLisle and Goldstein 2015; Ko and Weng
2012; Root 1996) and severely impacts both public and private institutions at the local,
regional, and national levels. Particularly negatively impacted are charitable organizations,
which serve some of the most vulnerable members of the public, including those with physical,
mental, and social challenges. The effect of the presence of corruption is its damage on a
charity’s credibility by causing donors to lose faith in the authenticity of the organization’s
impact on addressing issues core to its philanthropic mission. Though not all charities engage
in corrupt practices, arguably all charities suffer damages due to loss of credibly that impacts
the entire sector. Such damage, in turn, impinges on the ability to raise funds and provide
much-needed support for target populations (Lee 2009; Cai et al. 2012; Zhang 2007; Peng
2011; Luo and Zhou 2010).

Because donation-misuse cases have drawn greater public scrutiny, the Chinese govern-
ment started to pay greater attention to the administration of charity organizations. From 2008
to 2015, charitable organizations’ information-disclosure legislation was revised and im-
proved. On March 16, 2016, the 12th National People’s Congress examined and approved
the Charity Law at its Fourth Session. Chapter 8, Articles 69 to 76 of the law require legal
disclosure of charity information and Chapter 10, Articles 92 to 97, provide for oversight and
management (Charity Law 2016; Zhang 2007; Zhao 2012). The text of this law emphasized
the fundamental and comprehensive nature of China’s charities, the need to promote a culture
of charity, and the need to regulate charitable activities for the public good (Charity Law 2016;
Li2016). A key element of the Charity Law was its focus on disclosure, requiring a legitimate
charity in China to provide the public with clear explanation of its finances, programs, and
staff with organizational authority (Lewis 2006).

Existing literature related to the topic of corruption in charity organizations has mostly
focused on three countries: China, the USA, and Indonesia. In addition to attention to
corruption at the country level, certain charitable or international organizations that have
experienced corruption have been highlighted as case studies including the United Nations,
the Red Cross/Red Crescent, and the Lion Clubs (Funderburk 2016; Francis and Armstrong
2011; Zhang and Santos 2019). The relationship between civil society and corruption has also
been discussed in different articles and from different disciplinary perspectives (Themudo
2013, 2014; Untoro 2017). A particular issue of debate among scholars is whether civil society
and the nonprofit sector can contribute positively on anti-corruption measures. Other than
different types of corruption-related challenges in various charity organizations, studies have
also pointed out that philanthropy has also been used as a form of corruption in some countries
(Archambeault et al. 2015; Chen et al. 2018a, b; Dowling and Yap 2007; LeClair 2019).
Additionally, to address systemic corruption problems faced by nonprofit and charity organi-
zations, some research studies have started looking for solutions specific to creating new or
evaluate existing anti-corruption actions taken across different charity organizations that have
attempted to address the issue (Tavanti and Wilp 2019; Liu et al. 2020).

More specifically related to China’s own charity corruption issues, despite the relatively
recent passage of the Charity Law, its impact on charity operations and credibility are
unknown. Specifically, empirical studies analyzing the data disclosed per the Charity law’s
requirements have not been conducted. This is particularly important given past charity
scandals and the impact this has on the vulnerable members of the public who rely upon
these charity services. Hence, we reviewed the literature and conducted analysis of Chinese
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publicly available charity data to assess how the law may have resulted in positive or negative
changes to Chinese charities’ transparency, especially as it relates to information disclosure
and good governance.

Methods

To comprehensively explore the potential impact of the Charity Law on China’s charity
organization sector, we conducted a multidisciplinary review of Chinese corruption and
transparency-related databases, reports, charity websites, and academic literature in both
English and Chinese. This review included two distinct phases: (1) academic and gray
literature review' and (2) analysis of secondary publicly available data on charity organizations
and their transparency.

Phase 1: Literature Review

We reviewed scholarly literature using PubMed (Medline) and JSTOR databases and also
reviewed articles from the China National Knowledge Infrastructure (CNKI) databases. To
fully cover the literature regarding charity corruption in China, we focused our literature
review on two topics: (1) corruption articles specific to China and (2) corruption specific to
China’s charity organizations. For the first topic, we queried a combination of both English
and Chinese keywords associated with corruption and the country of China: corruption, public
credibility, information openness, transparency, and anti-corruption. For the second topic, we
focused on articles relating to corruption in charity and those reporting on corruption-related
issues in the Chinese nonprofit sector. During the review of the second topic, we used the
database publish time filter function to separate selected literature into two different groups,
“before 2016 and “after 2016” (i.e., pre- and post-periods of the Charity Law). Articles that
discussed corruption in government and for-profit sectors (e.g., energy, transportation, con-
struction, and banking) were excluded.

The gray literature was also evaluated. We used popular search engines in the USA and
China, Google and Baidu, to search for the same keywords as used in the academic literature
review. Chinese-translated keywords searched included the following: #ti5, 2354148, AxfE
2 ERATE, HEEWE, 2%, and JE. We categorized the gray literature into three
different types of information: (a) Chinese charity-related, which corresponds to articles
covering charity-related scandals; (b) Chinese corruption-related, which corresponds to articles
covering corruption in China; and (¢) Charity Law impact, which corresponds to articles
specifically covering China’s Charity Law. Phase 1 of this study was conducted from
June 2017 to October 2018.

Phase 2: Secondary Data Analysis
Phase 2 of this study was conducted between November 2019 and January 2020. Publicly

available data were obtained for Chinese charities. We conducted an in-depth assessment of
charity organizational information, financial documents, and other corruption- or transparency-

! Gray literature: The term refers to research that is either unpublished or has been published in noncommercial
form (University of New England).
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related data. Databases included the China Foundation Transparency Index (FTI), a
government-recognized source on Chinese nonprofit foundations created by the China Foun-
dation Center (CFC). The FTI uses 41 transparency indicators and was available for 4700
Chinese foundations. A full FTI score is 100, which is intended to indicate that the organiza-
tion is completely transparent and credible. We also reviewed the China Charity Information
Platform (CCIP), a platform which aims to support charitable organizations by providing the
government and public with another information source about charities. Data from CCIP
includes information about the charity’s (a) corporate structure, (b) finances, (¢) project/
mission information, and (d) donor information.

Using these two data sources, we characterized Chinese nonprofit organizational transpar-
ency according to five criteria: (1) FTI and FTI ranking; (2) net assets; (3) donation income; (4)
mission statement; and (5) transparency and credibility, including availability of Charity Law
financial and staff information. We first selected the top 100 organizations by net assets from
the CFC ranking list. To determine whether the financial variables were significantly related to
transparency scores, regression analyses were conducted to compare scores with total assets,
donation income, and charitable expenditures. This statistical technique allowed us to deter-
mine whether there was a statistically significant change in transparency score resulting from
variation in financial condition. As transparency values were available from 2013 to 2019,
scores were compared to financial variables across all years to determine whether relationships
remained constant over time.

We then took health sector as an example area and specifically examined this charity sector
by filtering the CFC database for categories including “hygiene” (‘HA:f#fi#) and “medical
assistance” (P<J7Ril) to identify health-related charities. The top 30 organizations by net
assets were then identified. For these charities, we performed Google and Baidu searches to
collate data from official charity websites, financial documents, and published budgets so as to
provide an in-depth assessment of transparency for this subset of health-related organizations.

Results
Review of Available Literature

Searches for China and corruption, in both Chinese and English-language academic literature,
resulted in 2327 total results. Among these documents, 327 articles were related to corruption
and anti-corruption research in China, and 74 were directly related to China and charity
corruption (Google Scholar, 4; PubMed, 33; JSTOR, 8; CNKI, 29). Among these selected
articles, 6 were related specifically to the Chinese Charity Law (Google Scholar, 5; JSTOR, 1;
see Table 1). Our assessment of these studies found that they focused on five primary
corruption areas: central government, local government, enterprise principles, land transaction,
and an enterprise’s “small treasury” (funds with values that are often not included in book-
keeping or accounting activities) (DeLisle and Goldstein 2015). None of these articles

highlighted specific examples of corruption in the Chinese nonprofit sector.
Corruption in China

The number of identified articles related to corruption in China is higher than the number of
papers on corruption in charity, and the number is highly related to domestic and international
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Table 1 China Charity Law-related literature

Type of Source Author Journal/book/
document regulation
China’s Social Book chapter JSTOR Karla W. Simon Gilded Age (2018)
Organizations after the Holly Snape
Charity Law
Modemizing charity law  Article Google Scholar Rebecca E. Lee Pacific Rim Law and Policy
in China Journal (2009)
Some reflections on Atrticle Google Scholar Lang, Elizabeth Z.  Bond Law Review (2003)
“charity law” in the
People’s Republic of
China
The first charity law Article Google Scholar Jinchao, Guo China Population Today (1)
formulated in China
opens an age of
governing “the good”
according to law
Private nonenterprise Article Google Scholar Pan, Xiao HKU Theses Online
institutions in China in (HKUTO) (2015)
an era of charity law
reform
Government beyond law: Article Google Scholar Kloeden, Anna Jane University of Oxford (2011)

exploring charity
regulation and spaces
of order in China

events that have brought attention to anti-corruption issues (Tang et al. 2018). One of the main
topics of these papers is establishing the definition and ways to measure corruption. According
to these articles, public corruption includes economic corruption (e.g., bribery, kickbacks,
embezzlement, fraud, extortion, patronage, nepotism, cronyism and conflicts of interest), poor
political discipline, moral decadence, and work-style corruption (Yu 1991; Ge 1994; Wang
1995, 2016; Ni 2011; Gong and Wu 2012; Guo 2017; Zhao and Yu 1990; Tang et al. 2018).
Importantly, views on “public corruption” from the Chinese government perspective are
arguably considerably broader than similar definitions from western countries. The four
primary reasons why corruption exists in China includes institutional omissions (Hu and
Guo 2001; He 2001; Cheng 2004; Zhang 2011a; Wang 1995; Liu and Zhu 2010), social
and cultural traditions (Yu 1991; Zhao and Yu 1990; Chang and Tang 2007), the weakness of
civil society (Pu 2009; Ni and Sun 2015), and personal greed (Guo 2011; Liu et al. 2014; Xin
1997; Huang 2001).

The existing literature also listed the primary areas of society that experience corruption in
the country. These areas include the following: public security (Ding 1994); areas involving
public investment and financial expenditures, for examples, infrastructure (Guo 2017), engi-
neering construction (Xin 1997), business supervision, tax collection (Ni 2011), land leasing,
and land demolition (Hou and Han 2006); important state organs, again such as infrastructure
(Guo 2017) finance (Cheng 2004; Guo 2009; Ni 2011); and monopoly industries, such as
utilities (He 2001), healthcare (Liu and Zhu 2010), and transportation and education (Wang
and Jiang 2009). Based on these results, it is clear that certain Chinese public and private
industrial sectors are more susceptible to corruption, including healthcare specifically.

Further, there was also discussion about ideas on anti-corruption strategies specific to
China. Anti-corruption strategies localized for Chinese-specific issues included strengthening
the government’s capacity on anti-corruption and improving the government’s information
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disclosure, which includes (1) increasing the transparency of decision making in government
(Ma 2014), (2) improving and strengthening existing legislation to enhance prevention and
enforcement (Liu et al. 2014; Xie 1990; Hou and Han 2006; Jiang 2008; Xue 2010), and (3)
strengthening the role of nongovernmental organizations (NGOs) and combining administra-
tive and social supervisions into one system (Li 2008; Chen 1993; Wang 1993, 2016; Ni 1997,
He 2003; Xie and Kang 2010).

Charity Organizations in China

Before 2016, literature related to charity in China focused on specific categories and problems
experienced by charity organizations, particularly corporate philanthropy and elite philanthro-
py that has received more attention than other types of philanthropies (Gao et al. 2012, Li et al.
2015, Deng 2015; Zhou 2015; Zhou and Caccamo 2013). The “third distribution” theory has
acted as a theoretical foundation to explain the development of the charity industry (Deng
2001; Li 2005), where NGOs become primary actors (Chen 1996; He 2000; Wang 2002;
Wang and Xu 2004; Wang and Tao 2004; Xu 2005). In China, these NGOs have emerged as
major providers of social services, disaster relief, environmental improvement, and education
(Tang 2000; Li 2005). In the past two decades, the proliferation of nonprofit organizations and
private foundations has been identified as a signification phenomenon in the Chinese social
sector (Han 2016; Estes 1998).

In China, social organizations or registered NGOs include three categories: (1) social associa-
tions (these organizations are membership-based interest groups, for example, industrial associa-
tions, professional associations, academic associations, and united associations); (2) nonprofit
organizations (NPOs) (NPOs are social service providers and grassroots organizations; they grew
to fill a gap that is left blank by the government and the private sector and include private schools,
private hospitals, social service agencies, environmental organizations, nonprofit research insti-
tutes) (Han 2016); and (3) foundations (including public foundations and private foundations; these
organizations specialize in fund-raising and grant-making) (Han 2016).

Additionally, prior to the enactment of the Charity Law in 2016, some studies pointed out the
problems and defects of charity organizations in China, including problems that existed in
organization administration and related policies, lack of transparency of data, and no systematic
format for disclosure of finance and tax reports. A primary reason for this deficiency was vague
regulations on requirements for charity organizations, which could lead to the public losing trust
in these institutions (Wang 2009). From a legal and policy perspective, prior to the Charity
Law’s enactment, the existing body of Chinese Charity Law and regulation lacked substantive
rationality, legitimacy, coordination, completeness, and operability (Yang 2013).

After 2016, discussions in the literature moved from the emergence of the Chinese charity
sector to examining elements that impact the success of charity organizations and their
organizational behavior, though few studies have focused on the specific impact of the Charity
Law. For example, studies found that corporate philanthropy behavior often diffuses in social
networks, and the higher the degree of social network centrality, the higher the enterprise’s
donation level (Wu et al. 2018). Another study found that the gender of the chair person or CEO
could impact the corporate philanthropy’s ability to secure funding (Wu et al. 2019). Others
found that enhancing reputation and improving relationships with different key stakeholders
could act as incentives for companies to engage with philanthropy (Zhu 2011). Primary
challenges faced by Chinese charities discussed in the literature include lack of transparency
that has led to a “credibility” crisis and lack of experts in NPO administration (Yang et al. 2019).
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In contrast to academic studies, review of the gray literature found articles discussing
specific corruption events in Chinese charities. This includes the Red Cross Guo Meimei event
in 2011, when a 20-year-old woman named Guo Meimei, who claimed on Sina Weibo (a
Chinese social media platform) to be the general manager of “Red Cross Commerce” boasted
about her luxurious lifestyle (including Lamborghinis and Maseratis, designer handbags, and a
palatial villa) leading to widespread public outrage. This event shocked Chinese society and
confused the public as to the validity of her relationship with the Red Cross charity. After this
event, newspapers and the gray literature began to focus on Chinese health-related charity
organizations’ lack of credibility (Long 2011; Wu and Fun 2011; Li 2011; Zhang 2007). This
led to increased scrutiny reflected in reports on data collected by the Ministry of Civil Affairs
where it was discovered that 75% of charitable organizations exhibited very little transparency,
and more than 90% of the public was dissatisfied with the state of charity information
disclosure (Wang 2011).

Document analysis for this study also examined the legal language of the Charity Law (see
Table 2). According to the Charity Law legal elements, Chapter 10 stipulates that any unit or
individual who wishes to call attention to a charitable organization or a charity engaging in
illegal behavior should submit a complaint and report to the civil affairs department and other
relevant departments (Ko and Weng 2012). The law directs the civil affairs department to
establish an assessment mechanism and encourage support for third-party agencies to conduct
assessments and publish their results to the community. This serves as one of the only
evaluation components of measuring the effectiveness of the Charity Law, but no studies or
articles had assessed whether this mechanism had been utilized or had an impact.

Additionally, when assessing the Charity Law’s effectiveness, three main problems were
identified including the following: (1) financial reporting standards were missing, (2) the law
was excessively oriented toward administrative processes, and (3) open and supervisory
mechanisms inside the charity organizations themselves were incomplete. Specifically, the
law’s language and content provisions were found to be flawed, which could potentially
enable wrongdoing (Peng 2011). As an illustration, the Charity Law requires charitable
organizations’ information disclosure content to be clear; however, this study’s review ob-
served a lack of specific implementation details about information disclosure requirements.
The law’s “public charity donation information disclosure guidelines” divide such information
disclosure content into basic information, charitable activities, finance, donations, and daily
work. However, the law omits specific details about what information actually must be
disclosed in each of these categories and does not cite which indicators to use, resulting in
poor information capture, especially for open financial information.

As the Chinese Charity Law states, the Chinese government has a strong impact on how
charity organizations operate. Many scholars point out that the nature of how Chinese
charitable organizations are administered has increased information disclosure difficulty
(Zhang 2007; Zhang 2011b; Liu 2009). In China, many charitable organizations have a
significantly close relationship with the government. Some charities were constructed with a
strong, built-in government feature, e.g., the Ministry of Civil Affairs of the People’s Republic
of China set up the China Charity Federation (CCF), and the China Youth Development
Foundation (CYDF) is a part of the Communist Youth League of China. Such charitable
organizations, such as CCF and the CYDF, directly rely on the government, which means, in
many ways, that these charities constitute a quasi-governmental body but carry a charitable
organization’s name. This interdependency has diminished the ability of these charities to
make independent decisions, because all their power is held by the related government
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department. Unfortunately, this also means they fail to receive governmental supervision
which helps ensure effectiveness of anti-corruption measures that too often arises from the
charities’ administration (Wang 2011; Cai et al. 2012). Such a close relationship not only
creates confusion between government misconduct and charitable organizations” misconduct
(Sun 2013) but also demonstrably dilutes the pressure on and motivation for charitable
organizations to disclose information.

The blurred lines between the Chinese government and charities also enable both the
groups to misuse charitable donations. For example, donations to charities could be converted
(and thus misappropriated) to finance other government programs, which occurred during the
aftermath of the Wenchuan earthquake: officials funneled about 80% of the donated money
into the government’s financial accounts and categorized it as “extra tax” (“Ji)1| Hu =4 pl gk
80% /AT AN BUNIE 2013). This malfeasance exemplified how some government officers
could take advantage of their power and connections to charities to embezzle public charitable
donations or misuse the funds. Several other case studies also prove this point: in 2010, the
chairman of Gellely Auto Li Shufu donated money to help a “poor student”; later, however,
reports revealed that the “poor student” was a local government officer’s son. Yu Pengnian, a
philanthropist, donated 10 ambulances to a health-related charity, but subsequently, it became
known that those ambulances were privately used by a government officer for a long period of
time (Guo et al. 2010).

For this study, we also investigated if an organization’s internal “incomplete open mech-
anisms” and “supervision mechanisms” can contribute to corruption. An organization’s
internal report may state that financial reports will show detailed income and expenditure to
its donors and the public, but our review found such rules and standards are often missing. No
complete system exists to disclose a charitable organization’s financial condition at a certain
stage nor have detailed rules and standards been formulated to do so. This deficiency means
charities’ financial disclosures are imprecise and lack detailed records, donation expenditures,
and relevant analytic data and fail to help management personnel understand how to perform
each mission. Additionally, due to these data limitations, the Ministry of Finance of the
People’s Republic of China, National Economic Administration Department (*4£ A ICIEAIE
W), and donors lack the ability to supervise the financial condition of these charities.

Analysis of Available Chinese Transparency Data

Based on information from Transparency International’s Corruption Perceptions Index, which
ranks countries by their perceived lack of transparency, China scored 41 points out of 100 in
2018, ranking 80 among 180 countries. This lack of transparency is also reflected based on
data disclosed by charitable organizations in 2015, where “other” indicators required for
disclosure under the Charity Law were low, although overall disclosures satisfied basic
information disclosure rules. In particular, financial information disclosure transparency was
the lowest of the four indicators in 2015.

Regarding donations of materials and cash to Chinese charities, there has been a significant
decline after several of the aforementioned charity organization scandals came to light (2010),
and subsequent increase in donations after the Charity Law was enacted. Based upon data
contained in official government documents reviewed in our gray literature search, while cash
donated to Chinese charities had a sharp decline in 2011, they experienced significant
increases in 2016 reflecting this trend (see Fig. 1). Specifically, CCF records show that a
financial deficit was incurred in 2015 by the charity sector as a whole: total expenditures were
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higher than the total income. The report “Giving China (2014-2015)” found that 200 charities
in the CCF group of members received a total of 12,821 billion yuan worth of cash and
materials in 2015, a reduction of 4.65 billion yuan (or a 26.6% reduction), compared to 17,466
billion yuan in 2014 (Chhina Charity Information Center 2017). It should also be noted that
donated cash in 2010 was especially high due to relief efforts related to the Yushu earthquake.
However, total annual expenditures nevertheless increased during the 2010-2015 time period
as a total.

Our review of the literature also suggested that overseas funding of Chinese charities is
declining. The Annual Report on China’s Philanthropy Development (1) found that China
received nearly 2 billion yuan in 2014 from overseas donations from NGOs and individuals,
but excluding foreign enterprises and governments. Overseas philanthropic donations
accounted for about 5.62% of China’s total donations of 35.6 billion yuan (Center of Public
Research, Chinese Academy of Social Sciences 2016). Specifically, over 90% of international
donations reported were from Hong Kong and the USA. Furthermore, overseas foreign
donations ebbed between 2007 and 2014, suggesting a credibility crisis for Chinese philan-
thropies that influenced sources of funding and individual donors outside of China.

To further assess corruption as a national issue, we observed the distribution of FTI scores
for each year from 2013 to 2019 from the CFC index (see Table 3). According to the different
types of donation receiving institutions and charity organizations, we categorized organiza-
tions into groups including Foundations, the Red Cross, and Ministry of Civil Affairs
registered organizations. Within these groups, from 2007, donation income for organizations
in the system of Ministry of Civil Affairs has dropped from 47.93 billion (2008) to 2.5 billion
(2017). In contrast, donations for organizations categorized as foundations and other nongov-
ernment charity organizations are consistently increasing. Specifically, the percentage of
foundation-based donation income among total donation income in all charity organizations
has increased from 34.7% (2008) to 73.9% (2017).

To further assess the characteristics of funding and transparency for Chinese charity
organizations, we examined 7828 organizations from the CFC dataset. We also specifically
examined health-related charity organizations as a sub-category and identified 716 health-

Revenue from Donations of China Charity Federation (Billion Yuan)

160.00 149.99

139.29 143.92
140.00
120.00 110.86
104.23
103.20 98.94
100.00
84.50 81.73
80.00
60.00
40.00
20.00
0.00
2010 2011 2012 2013 2014 2015 2016 2017 2018

Fig. 1 China charity federation revenue from donations and total expenditures (data from China Foundation
Center)
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related domestic charity organizations from the CFC, representing 9.15% of the total number
of Chinese domestic charity organizations. We then chose the top 100 of all Chinese charities
and the top 30 health-related charities by net assets to test if there was an association between
net assets, donation income, and FTI scores (e.g., a measure of transparency) for these
organizations.

Among the top 100 Chinese charities by net assets, linear regression models revealed a
significantly greater amount of charitable spending from organizations with higher FTI scores
in 2013 (p=0.005). Specifically, in 2013, an organization with 100,000¥ more charitable
expenditures than another organization would, on average, have an FTI score of 26.1 points
higher. The statistically significant linear association between FTI score and charitable expen-
diture remained significant in 2014 (p =0.040), became marginally significant in 2015 (p =
0.053), and became nonsignificant thereafter. Though the decreasing statistical significance
over time may result from decreased variability (as a larger proportion of the sample reached
maximum FTI scores in later years), no statistically significant association was evident for any
other collected type of financial record. Indeed, neither net assets nor donation income was
significantly associated with any year of FTI score, potentially indicating a uniquely impactful
role of charitable spending in the determination of FTI scoring (see Table 4). This may provide
early indication that those organizations who spend more have pressure to engage in more
transparent operations and procedures as their funds may be subject to more public scrutiny.

Among the top 30 health-related foundations with the highest net assets (see Table 5),
surprisingly six organizations did not have available websites. Based on available CFC data,
the donation income for these top 30 foundations ranged between 0 and 3027,790,000¥ in
2015, and the average value of these top 30 foundations’ donation income was 244,889,000¥.
FTI scores across these organizations ranged from 13.60 to 100.00, with an average of 77.83
and a standard deviation of 24.71. Fourteen charities (46.7%) had a perfect FTI score. FTI
scores for twelve (40%) of these organizations decreased from 2015 to 2016 prior to the
passage of the Charity Law. After the Charity Law was passed, 9 (30%) organizations
continued to experience a decrease in FTI scores from 2016 to 2019, with the smallest decrease
ranging from —3.20 (BEVUAA T4 SIS i ROKHI By 7 242 Shanxi Fugu County Citizen
disease foundation) to a large decrease of —36.00 (Jo# A 2 K W R HE4: 2 Wuxi Police’
Severe Illness and Poverty Alleviation Foundation). Organizations in the upper half of net
assets in 2015 had a 17.16 greater FTI score in 2015 (¢=2.178; p = 0.038) when compared to
organizations in the lower half of net assets.

Mission statements of these charities varied considerably in scope, with six being global
(20%), thirteen nationally oriented (43.3%), four provincially targeted (13.3%), and seven for
city districts (23.4%). Of the 14 (46.7%) organizations with FTI scores of 100, 10 (33.3%)
were national and the remaining four (13.3%) were global. Additionally, most of the organi-
zations with an FTT lower than 60 had a mission statement that indicated they served issues
nationally, provincially, or citywide, except for the China Song Qing Ling Foundation.

Charities’ self-described healthcare foci varied considerably, with fifteen (50%) supporting
healthcare quality, five (16.7%) on disaster relief, five (16.7%) on children’s health, four
(13.3%) addressing senior and aging concerns, four (13.3%) aimed at supporting health-related
research, and two (6.7%) helping the disabled (the total exceeds 100% due to overlapping
charity mission areas). However, within each subgroup, FTI scores varied. Of the 15 organi-
zations supporting healthcare quality, several exhibited low scores. A poorly scoring organi-
zation (e.g., Fujian Huangzhongxian) exhibited questionable characteristics: the “charity”” does
not have an official website; its financial reports, control system, and expenses are nonexistent/
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unavailable and general/administrative service data—including owners, managers, projects,
beneficiaries, and past successes—were unavailable. Importantly, this organization does not
provide information about donation income.

In contrast, charities focusing on emergency and disaster relief had the highest FTI scores,
and information disclosed comports with Charity Law mandates. In this area, a typical
example of a charity organization is the Tencent Foundation. Founded in 2007, it has its
own up-to-date official website (http://gongyi.qq.com/jjhgy/); its financial reports (and internal
control system description) are posted online; and its administration expenses, project
expenditures, and information on full-time staff are disclosed on its website.

Discussion

For this study’s multidisciplinary review, only two databases contained information about
China’s philanthropic activities. Studies and documented data directly related to the impact of
the Charity Law were limited. This may reflect the fact that philanthropy is relatively new in
China, and efforts to implement management models and applicable regulations are still in
their relative infancy. Because only 4 years have passed since the passage of the Charity Law,
the current data are sparse and, so far, have not guided significant improvements in Chinese
philanthropy’s transparency or management. Specifically, given the limited resources put into
policy implementation, gaps in the Charity Law (e.g., unstructured financial reports, minimal
transparency) continue to exist. These gaps represent barriers that will need to be overcome to
improve China’s charity organizations’ performance. In order to more appropriately address
Chinese charity corruption and encourage greater transparency in these organizations, there is
a need for a more comprehensive approach with solutions aimed to: (1) strengthen the
requirements of the Charity Law, (2) enable elaborated billing management, (3) de-
administrate organizational leadership, and (4) support e-government initiatives.

Strengthening the Charity Law

The Charity Law has led to greater public awareness of how these organizations operate, but
many ambiguities and subtleties exist in these regulations; to be as effective as its planners
intended, the Charity Law needs to be further amended and improved. To that end, required
information should be divided into information that must be disclosed—a minimum disclosure
requirement that is mandatory for all charities supplemented with open choice information.
Open choice information could differ, depending on charitable organization categories. For
example, health-related charity organizations comprise a large category that spans many
degrees and types of missions.

For example, some of these charity organizations, such as the Cancer Foundation of China
and China Birth Defects Intervention Assistance Foundation, are working to protect the public
against specific diseases; others, such as the China Foundation for Disabled Peoples and
Shanghai Seiner Citizen Foundation, are working to help certain vulnerable groups of people.
When a charity focuses on a specific disease, spending for each project is crucial financial
information that needs to be disclosed. In contrast, when an organization seeks to help a certain
group of people, it should disclose spending on each case or initiative aimed at addressing the
needs of the target population. Such disclosures help the general public and donors track their
donations and can help donors understand how funds are spent and if they meet program
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objectives (including whether they are actually spent on recipients who are the supposed
beneficiaries of the charity programs).

In the middle of December 2019, the “Spring Buds Program,” a charity program created by
the China Children and Teenagers’ Fund was subject to heavy public scrutiny and questions
about its credibility. The mission of this program was to collect donations and support young
girls who come from poorer families or rural areas that could not afford education. In these
families, girls may have no chance to go to school or be forced to drop out from school to save
money and support other male family members. Criticism began when it was uncovered that
the program used a portion of donations to fund male students without disclosing this to the
public. Later, the China Children and Teenagers’ Fund acknowledged that among the 1267
high school students who received support, 453 of them were male students. In this case, this
program aimed to serve a specific group of people that was not adequately tracked or
disclosed, leading to loss of credibility and ultimately disruption of services to the population
in need.

Hence, we propose that all of the information disclosure content under the Charity Law
should be presented in a tabular format by the civil affairs departments and other governmental
departments with categorizations specific to particular charitable organization areas, organiza-
tional types, and mission statements. This will aid in compliance with the Charity Law’s
directive for organizations to use clear language and comply with detailed requirements for the
information disclosure in order to effectively disseminate real, transparent public information.

Elaborating Billing Management

It is crucial to adopt a process that ensures all expenses associated with charity management
are valid, helps maintain control of expenditures, and verifies the quality of the organization’s
account management system (Zhang 2007; Luo and Zhou 2010; Liu et al. 2014). Chinese
health-related charities could learn from successful international nonprofit organizations on
how to build good billing management structures; for example, the World Wildlife Foundation
for Nature (Beijing) implements a solid framework: (1) classification—cost centers and line
items are clearly specified in each proposal accounting for the nature of each expense and the
nonprofit verifies that the expense are correctly classified and inputted into the proposal’s
various line items; (2) narration—detailed narration supports the classification and shows a
description of the transactions; (3) amount—verification that the amount of the bill is equal to
the amount reflected in the supporting documents, or matches any affected adjustments; and
(4) supporting documents—these are the original bills, which are the proof of transactions and
substantiate payment. Requiring this sort of structure would be an ideal Charity Law improve-
ment by requiring that all Chinese charitable organizations use this model to build their own
billing management processes.

To provide a transparent, detailed and reliable billing record, data immutability and
traceability are also very important. Blockchain technology is a new and powerful tool that
could possibly help charities to achieve this goal. By definition, blockchain is distributed
ledger technology that uses advanced cryptography in order to record transactions between
parties efficiently and in a verifiable and permanent way (lansiti and Lakhani 2017). By
design, a blockchain is resistant to modification of data and “nodes” on the blockchain can
reach consensus about what data should be added and recorded on the blockchain. In charity
sector in China, most of these organizations manage their financial information in closed
systems, which also makes the data less transparent and potentially subject to manipulation or
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alteration. By utilizing blockchain technology for charities, donors, organizations who provide
oversight, and the Chinese government could be given visibility and traceability to charity
funding and program implementation. Though blockchain is promising, its deployment is still
in early stages, though its applicability to enhancing transparency in China and for the charity
sector seems a good fit.

De-administration

De-administration is integral and essential to reforming charities to re-establish public trust and
credibility in these organizations. For Chinese charities, this means that the government returns
its control of any charitable organization to the charity’s nongovernmental officers (Sun 2013).
It follows that government officers must also refrain from taking positions in charitable
organizations, because they put the charity in a difficult position caused by their conflicting
administrative duties. Government officers in charities have made decisions that created
considerable obstacles and impeded the organizations’ abilities to maximize their function
and enjoy continuous operation. De-administration does not mean the government should
completely divest itself from charity organizations. For example, government departments,
especially the Ministry of Civil Affairs and the Department of Finance, are still the main body
of the system that supervises the progress of information disclosure. For positive operational
change, a third party, completely independent of the government, should be introduced into
this supervision system as an oversight mechanism (Long 2011). An authoritative, profession-
al, nongovernmental intermediary could comprehensively assess charitable organizations’
information disclosure and better guarantee the authenticity of the information they publish
(Wu and Fu 2011). In this way, some of the government’s supervisory authority could be
distributed to third-party supervisory bodies independent of the government. The Charity
Law’s effectiveness would be well served to assert that health-related charitable organizations
be supervised by a third party. Not only would this improve the authenticity of the charity’s
data but also provide important oversight and more validated information that will enable the
public to better choose a functional and responsible charity organization.

E-Government

Charities” information disclosure is a prerequisite for public supervision of the organization.
Such disclosure requires an efficient, standardized, open, and transparent platform to enable
the success of both the charity and its donors. This should include effective use of technology
that encourages e-government and open government approaches to enhance access to and
delivery of government services that benefit citizens (Xu 2011). E-government is the use of
technology and can be comprehensive, open, confidential, and convenient. By enabling
transparency to data, and providing visibility to the public and civil society, E-government
can effectively avoid abuse of public power and minimize the potential for corruption and
could be applied to charitable organization administration. When e-government is properly
implemented, it can enable the public to uncover corruption and disclose it to an anti-
corruption agency through the Internet (Chen 2016). Concomitantly, an anti-corruption agency
can use its network to accept public reports, disseminate publicity, and enhance public
awareness about corruption to educate citizens. Hence, it not only has the potential to reduce
the cost of organizational supervision and enforcement but also can improve the efficiency of
anti-corruption initiatives. E-government has also been used for other anti-corruption
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measures, for example, information disclosure and online report (Peng 2011). In fact, studies
are emerging that have investigated whether e-government initiatives can eliminate opportu-
nities for corrupt activities (Andersen 2009; Zhao 2013).

Well-run charitable organizations also must check and update their own official websites,
cooperate with public supervision and provide a platform for public supervision, allowing the
public to communicate directly with them and get their questions answered, which ultimately
enhances the charities’ credibility. Currently in China, one such e-government platform is
“online sue,” which enables users to make anonymous reports and true name reports about
corruption, fraud, and other unethical activities and complaints. Another example is WeiBo’s
anti-corruption initiative (WeiBo is among the most important social media platforms in
China), used by well over 30% of Internet users to publish their own ideas and spread news
(Kingma and Ba 2014). WeiBo anti-corruption empowers microbloggers to post their views
about political governance and create publicly available reports of any inappropriate or corrupt
behaviors that other users can access. It also allows reporters to garner both public attention
and raise awareness of the Ministry of Supervision of the Government of the People’s
Republic of China, though reporter confidentiality and potential consequences for
whistleblowers are important ongoing concerns.

Taking these transparency and organizational measures into account, we recommend that
the Charity Law adopt the stance that all charitable organizations set up their own official
website, and the Ministry of Civil Affairs should provide an online platform through which to
elicit necessary transparency for e-government- and e-charity-related information for the
benefit of public scrutiny.

Conclusion

Charitable organizations are burgeoning in China, particularly those connected to health care
and public health issues. However, charity officers often have insufficient administrative
experience, either because they are Chinese government officials or simply lack knowledge
to manage a charity organization, so regulations and compliance are still at a nascent stage.
Recently, Chinese philanthropy has faced a serious credibility crisis, and collected donations
have decreased, chiefly due to a dearth of proper regulations and effective rules that monitor
corruption and how these organizations dispense information. Based on the current China
charity situation, the public does not have sufficient access to charity financial and related
information, which has led to a significant rise in questions about charities’ credibility. This
historical lack of transparency potentially enables continued corruption in philanthropic
endeavors, and the resultant limited availability of data has become a huge barrier against
further evidence-based policymaking despite the passage of the Charity Law.

Even if all the organizations’ documents were available for scrutiny, they cannot help the
public supervise the charities’ work effectively or adequately evidence their operational
transparency. Substandard financial documents have made the public lose more trust in certain
organizations. As their credibility has declined, their fund-raising ability has deteriorated and
the real-world beneficiaries that should benefit from a charity’s help cannot get the aid they
need. Declining credibility has implicated international health-related charitable organizations
in China as well. This crisis in credibility has seriously affected China’s entire charity industry,
and our analysis of the Charity Law indicates that available information for the public to
reestablish this credibility is still very limited.
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This study found that the biggest challenge charities face is data availability. Reviewed
literature showed that charity-related databases started collecting data only a short time ago,
and inadequate data exists in these databases even after the Charity Law’s passage. Although
the 2016 Charity Law required all charity organizations to disclose financial information and
improve their transparency, existing data provides evidence that the Charity Law has not yet
significantly improved charities’ operations or financial disclosure, including specifically for
health-related charities which was one of the focus areas of this study. We propose that
strengthening the Charity Law, de-administration, supporting e-government initiatives, and
better monitoring Chinese charities by external agencies will strengthen the organizational
administration of all Chinese charities and health-related charities. These methods will im-
prove anti-corruption monitoring and promote good governance for philanthropy in China at a
time when it is desperately needed.

Limitations

The authors’ review of corruption and transparency issues, publicly available data, and
charitable health-related organizations in China revealed several trends and policy
considerations that are worth further study. However, the authors did not measure
the actual Charity Law implementation at the central governmental, provincial, or
local level, and actual compliance with the law may have impacted other examined
measures, such as CFC FTI scores. Further, data collection for this study included
examining publicly available information on the CFC website, which included aggre-
gate and individual organization FTI scores collected at the end of 2017 (health
related) and 2019 (general charity organizations). However, during these periods,
two of the organizations (*'[H4ki#H4:2r China Soong Ching Ling Foundation, %
#w AM3E4:4 Anhui Population Foundation) we selected from 2017 were no longer
available in the current publicly available dataset. Further, because of an update to the
CFC’s website, the new version of the CFC dataset does not provide a function to
filter organizations by their mission statement. Based on these changes, scores and
rankings for CFC FTI from 2013 to 2019 were recalculated. Another discrepancy
between study results and new FTI calculations includes a company no longer being
included in the top 30 organizations examined. The lack of transparency to how this
methodology was changed and implemented across the dataset and lack of availability
of the prior dataset also provides an important lesson in why this data needs to be
secured and changes to it inclusive to participation of broader civil society.
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