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Local governments in China have been actively seeking to create a complementary government-nonprofit 
relation to deal with its service and legitimacy problems. Government-nonprofit relation has shifted from 
informal contracting to formal contracting, and to competitive contracting in recent year, demonstrating a 
trend to forge formal, effective and accountable collaborative relations. Yet such a transition faces many 
barriers and are often limitedly successful. By applying institutional, transaction cost, and resource 
dependence theories to China’s context, we find that governments are often driven by institutional pressures 
to adopt competitive contracting, and governments often face the challenges of economizing transaction costs 
and handling mutual resource dependence in its implementation. These forces led to the prevalence of 
“decoupling” to meet these competing pressures at the sacrifice of competition: that is many contracts only 
appear competitive. We conducted interviews, participant observations and a questionnaire survey to study a 
large-scale social service contracting program in Shanghai. The results provide evidence of weak competition. 
Local governments in Shanghai were not able to effectively coordinate competitive bidding and thus 
strategically kept a decentralized implementation and management system based on existing relations.
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