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Abstract

For years, disparity of regional economic development has been concerned as an
important macro-economic problem by economists as well as policy makers both domesti-
cally and overseas. Though many researches consider the problem an existing issue, o-
pinions vary in what caused disparity of regional economic development. Except for the
Historical Basis Theory, the Development Location Theory, and the Resource Endow-
ment Theory, the Policy-System Gradient Theory is among the popular, which attaches
disparity of regional economic development to significant differences in policy and sys-
tem. Experiences of both developed and developing countries show that government
plays a leading, participating, and controlling role during the process of regional eco-
nomic development, which is also the process of policy making and capital system
evolvement. Both central government who frames the regional development strategy and
local governments who implement the strategy can only exert their investment function
through specific ways under certain background of policy and system. The specific ways
central and local governments take under certain background of policy and system to ex-
ert their investment function falls into the differences between their investment behav-
iors.

The so-called local government investment behaviors include local government di-
rect and indirect investment, as well as regulation of investment put up by oth >r econom-
ic actors within the region. For economic sense, setting local governments is for lower
costs of government functioning. The rational local government investment behaviors are
helpful to regional economy’ s comprehensive, coordinated, and sustainable develop-
ment, fulfilling the regional development strategy of the country, strengthening state
power, and promoting citizens’ standard of living. However, irrational local government
investment behaviors can result in waste and ineffective allocation of the limited invest-

ment resources, causing irrational competition out-of-order, ultimately can hinder eco-



12 o ] X SRR B SR o B 3t R AT R A

nomic development within and outside the region. These show that government invest-
ment behavior is an institutional variable. Undoubtedly, as for the acceleration ‘of social-
ist market economic construction in today’ s China, researching local government invest-
ment behaviors during regional economic development is pretty important both theoreti-
cally and in practice.

Based on the above reasons, this dissertation reviews western economic theories of
government economic behavior, regional investment, institutional influence , and institu-
tional flux. There are four preconditions including the deterioration of regional economic
development disparities, different investment behaviors of local governments as the pro-
found reason of regional economic development disparities, the inconsistence between
extended function and taxation right of local government inevitably which dissimilates
their investment behaviors, and the establishment of limited and effective governments as
the radical path to avoiding dissimilation of local government investment behaviors. The
interest-maximizing orientation and the game of resource control as its result are focused
on. Marxist methodology which attaches theory to practice, theoretical & empirical ,
static & dynamic, induction & deduction, individual rational & collective rational ,
game equilibrium & general equilibrium analyses are introduced. Local government in-
vestments’ motives, constraints, game strategies, and the related institutional flux fac-
tors in the highly centralized system from 1951 to 1981 and the decentralized system
since 1981 are analyzed. The rectification of local government investment behaviors dur-
ing the comprehensive, coordinated, and sustainable development under a globalization
and regional integration perspective is also discussed. The seven chapters of this disser-
tation are as follows.

Chapter 1 (Introduction) illustrates the significance of the topic, reviews present
researches, defines the field of local government investment behaviors, sets some pre-
sumptions of local government investment behaviors, summarizes the intrinsic relation
between local government investment behaviors and institutional evolvement, and brings
the logic consideration and framework of researching local government investment behav-
iors during China’ s regional economic development. This chapter argues that the deteri-
oration of regional economic development disparities is a global problem confronting both
developed and developing countries, different capital systems and policies necessarily

result in different local government investment behaviors, which is the profound reason
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of regional economic development disparity. This chapter also argues that the radical
path to avoiding dissimilation of local government investment behaviors and to fulfilling a
comprehensive, coordinated, and sustainable development is to establish limited and ef-
fective governments, change local governments’ investment function in due course, and
rectifying local government investment behaviors.

Chapter 2 ( Theoretical Review of Local Government Investment Behavior) reviews
Mercantilism, Physiocracy, Economic Liberalism, Protectionism, Keynesian School ,
Sweden School, Neoclassical Synthesis, Neo-Cambridge School, Monetarism, Rational
Expectation School, Neo-Keynesian School, etc. Different schools have different theory
and opinions, as well as different attitudes towards the role of government during the
process of economic development. They also vary in opinions on government intervention
and economic liberalization, quarrelling for three or four hundred years. This chapter in-
troduces, compares, and comments these theories, in order to grasp the substance of
their analytical frameworks, so that a theoretical basis can be formed to discuss local
governments’ behavior and its evolvement.

Chapter 3 ( Regional Investment Theories and Their Influence on Local Govern-
ment Investment Behaviors) focuses on the intrinsic relation and interaction between re-
gional investment theories and local government investment behaviors. Ever since the
Absolute Cost Theory of international division of work was introduced by Adam Smith
inl1776, Industry Distribution Theory, Traditional Location Theory, Marxist Regional In-
vestment Theory, and Modern Regional Investment Theory are framed. Different theories
have different influences on local governments’ economic development strategy, tactic,
and investment policy. Imbalanced & balanced regional development strategy, gradient
& antigradient processing strategy , polarization and diffusion strategy, etc are all appli-
cations of regional investment theory. Different regional economic development policies
and different capital systems necessarily result in different investment behaviors of self-
regarded local governments. ;

Chapter 4 ( Institutional Foundations of Local Government Choice of Investment
Behaviors) reviews institutional evolvement theories, including Institutional School re-
presented by Veblen with his Cumulative Casualty Theory, Neo-Institutional School re-
presented by Coase and North, Chicago School represented by Stigler, Public Choice

School represented by Kenneth Arrow and Buchanan with their government failure per-
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spective, and economists from the World Bank. These theories undoubtedly serve as the
institutional basis for this dissertation’ s analysis of local governments’ choice of invest-
ment behaviors. While local government can regulate and rectify market failure, irra-
tional use of regulation to fulfill the motives and interests can cause dissimilation of local
government investment behavior as well as government failure.

Chapter 5 ( Analysis of Local Government Investment Behavior under a Centralized
System) begins with the establishment of omnipotent government and centralized system,
then analyzes China’s highly centralized planned system from 1951 to 1981, the princi-
pal agent system and its conflicts, local government investment motives, constraints,
and game strategies through government behavioral theory as well as institutional eco-
nomics. Rent-hunting, hitchhike, opportunism, insider’s control, agent game behavior
with central government, artificial information distortion, asymmetric information prob-
lem, and incomplete contract are discussed. These problems must cause investment
shortage, soft budget constraint, and paternalism

Chapter 6 ( Analysis of Local Government Investment Behavior under a Decentral-
ized System) focuses on the dissimilation of local government investment behaviors and
games of institutional benefits during the process of economic reform and decentraliza-
tion. This chapter analyzes the establishment and development of decentralized system
and their influence on local government investment behaviors, constraints and game
strategies of local government investment behaviors under the decentralized system, and
institutional cause of regional economic development disparities.

Chapter 7 (Rectification and Regulation of Local Government Investment Behav-
ior) serves as the conclusion of this dissertation, giving suggestions of rectifying and reg-
ulating local government investment behaviors. During the acceleration of China’s mar-
ketization, we should strengthen legal constraints on local government investment behav-
iors, establish effective system as well as limited government, so that local government
investment behaviors can be rectified and regulated. Moreover, in order to activate local
governments and promote their effectiveness, an open, fair, orderly, and efficient na-
tional market of factor and commodity should be established, local government functions
should be defined, and local government investment behaviors should be regulated sci-
entifically.

This dissertation features in the application of government behavioral theory, re-



