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ABSTRACT

This book, set in the background of social and economic transition of China, covers
a sample of several regions that is characteristic of local benefit conflicts, local protection-
ism and local market segmentation. On the basis of data, experiences and cases from sam-
ple regions, this research, having constructed theoretical analysis and econometrical
models, mainly focuses on three aspects: inner incentive mechanisms and external con-
straint conditions of local benefit conflicts, market failure and economic efficiency loss re-
sulted from local protectionism and regional market segmentation as well as government
overall coordination of regional development, with the utilization of the historical statis-
tics, questionnaires and mini-conference interview methods. The objective is to study the
institution and mechanism design to control local benefit conflicts as well as the strategy,
policy-making and implementation of overall coordination of regional development of gov-
emment, especially central government. Furthermore, it makes several proposals on the
prevention and control of local benefit conflicts and overall coordination of regional eco-
nomic development in the light of the transition characteristics and economy development
period of China.

Firstly, this book undertakes literature review on the basis of a theoretical explana-
tion of basic concepts including economic transition, local benefit equilibrium, local ben-
efit conflicts and government overall coordination of regional development. It argues that lo-
cal benefits, which involves regional industrial development, entry and competition of re-
gional market, public resources, investment allocation and etc. , is symbiotic group ben-
efit with a main body of local government officials, local enterprises and local residents,
that local benefit conflicts and regional protectionism are the result of competition among
local benefit parties in industries, market, public resources and investment benefits, that
performance demonstration and political promotion, as the basic goal of local government
officials, is influenced by other local government officials’ behaviors, that central govern-
ment have to afford the responsibility of coordinating local benefit conflicts and regional
development. This research, at the same time, discovers the complexity and uniqueness

of progressive economic transition in China, so that western mainstream economic theories
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could not make scientific explanations to various economic phenomena and problems,
1. e. , its explanation power is restricted. Traditional plan economic theory could not ex-
plain either. The diversity and dynamism of Chinese reform market goals and non-market
goals, the uniqueness and uncertainty of economic institution transition, limitedness of
western mainstream economic theory and innate defect of traditional plan economic theory,
combines 10 make current economic theory unfit for a more scientific and proper explana-
tion of economic phenomena, economic problems and economic institution transition during
reform process in China; thus it has to be upgraded and improved. Transitional Economics
research has to innovatively expand and reconstruct on the basis of absorbing current
achievements of economic theory and surpassing the constraint of current western main-
stream and traditional plan economic theories. Any simplified, complicated, mystified or
dogmatic perspectives, attitudes and methods based on the existing economic theories are
detrimental to economics research promoting transitional economic society. The economic
institution transition during China reform process is lead by the government; China’s fruit-
ful economic development pattern has its reference for other developing countries and tran-
sition countries, but its defaults and existing problems has to be noted seriously, too.
Secondly, in light of formation and transition characteristics of local benefits differen-
tiation and local benefit conflicts during transition in China, this research analyzes prob-
lems of local benefit conflicts, local protectionism and government policy choice, and dis-
cusses institutional background of inter-region social and economic benefit differentiation
and local benefit formation during transition in China. This study claims that the reform
goal choosing plus the failure of proper reform rights allocation are the root causes of distri-
bution discrepancy and benefit conflicts, that reform goal choosing, a natural process as
well as a group action and public choice, concerns a trade-off between market and non-
market goals, that the economic institution transition during transition in China has some-
thing in common with others but meanwhile has its own features and Chinese characteris-
tics. It also analyzes the inner incentive mechanisms of local benefit formation, the mani-
festation of local benefit conflicts and its governance mechanism construction. The institu-
tional transition in China, mainly involving adjustment of resources allocation rights and
restructuring, promotes the polarization and readjustments of inter-regional social and eco-
nomic benefits, and may result in local protectionism, regional market segmentation and
monopoly as well as the formation of different kinds of local social, economic and political
benefit groups influenced by international political and economic benefit groups. The
change in fiscal revenue and expenditure of local governments and central government re-

flects the wealth resources allocation rights readjustment and restructuring in fiscal revenue
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and expenditure related fields between central government and local governments and
among different local governments, which is in fact an important institutional motive of in-
ter-regional social and economic benefit differentiation. The discrepancy in growth rate and
magnitude of local GDP and GDP per capita is the result and manifestation of inter-region-
al overall economic benefit differentiation. It is essential to take full advantage of existing
political and economic institution, reduce the negative impact of local social and economic
benefit formation and polarization to the country’s long-term development, and fully utilize
its function to the construction and completion of socialist market economic institution in
China.

Thirdly, this book makes a comprehensive and systematic analysis of inner incentive
mechanisms and outer constraint conditions of inter-regional development competition and
benefit conflicts. It finds that, although preceding works paid attention to inner incentive
and outer constraint of inter-regional development competition and benefit conflicts, sys-
tematic analysis research from both theoretical and empirical perspectives is still insuffi-
cient. Reasons for promoting the participation into the inter-region development competition
of local region, especially local government, mainly involve five aspects; (1) to seek
maximization of local fiscal revenue and expenditure as well as fiscal transfer payment;
(2) the need of local government officials’ political promotion; (3) local politicians see-
king optimal political support from local population; (4) to seek maximized market share
and profits for local enterprise benefit groups; (5) to increase local economic growth,
creating more employment opportunities for the public and improving local residents’ social
welfare. Inter-regional development competition happens under certain social and economic
conditions and influenced and restricted by various elements, so that competition partici-
pated by local governments, especially fiscally and in growth, industry development,
market entry and preferential policy aspects, is limited to certain regional space, certain
economic development period, certain indusiries and markets. The extent and ways of in-
tervention into inter-regional development contest by local governments are influenced by
and a combination of incentive mechanisms and constraint conditions. The government see-
king optimal utility participates in inter-regional development competition, and meanwhile
is influenced by inner incentive mechanisms and outer constraint conditions; the two as-
pecis lead to equilibrium when they are relatively stable. This book also discovers that,
local benefit conflict is the extreme manifestation of inter-regional development competi-
tion, having particular inner incentive mechanisms, and is the result of inter-regional de-
velopment competition incentive mechanisms under the impact of inner and outer shocks

and special readjustment conditions. Local benefit conflicts can change into motives of en-
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couraging inter-regional labor division and cooperation and development competition,
leading to the construction and evolution of new incentive mechanisms of inter-regional de-
velopment competition, but also may result in new local benefit conflicts, possessing the
characteristics of dissemination and spreading on the basis of intér-period, inter-regional
space, inter-field economic activities ( inter-industry and inter-market), inter-district,
international, and inter-benefit subjects. The local benefit conflicts during economic tran-
sition are the outcome of local benefit differentiation and inter-regional development com-
petition intensification; in some periods of economic transition and development, some
benefit conflicts and some inter-regional contradiction can be further fueled, but still in-
fluenced and limited by benefit appeal locally, of related areas, central government and
foreign relevant benefit subjects, so that it is impossible that local benefit conflicts unre-
strictedly disseminate and spread. As a special manifestation of local development competi-
tion, local benefit conflict has its own inner incentive mechanisms and outier constraint
conditions so that it could not be eliminated completely in such a transitional country as
China, neither could it disseminate and spread unlimitedly. Its inner incentive mecha-
nisms and outer constraint conditions determine the regional spatial sphere, industry and
market fields, time, extent, scale, type and quantity of intervention benefit subjects
and etc. And the incentives and constraints can be expressed differently under various so-
cial and economic context.

Fourthly, based on the definition and explanation of related concepts, in the back-
ground of social and economic transition in China, this research has constructed agent-cli-
ent model to analyze power leasing and money-power trading in transitional society. Money-
power trading not only encourages lessor to expand and guard power but also prompts those
in power to form bureaucrat allies and competitive bureaucrat groups, with a consequence
of public evasion and defiance of power control; separation of powers, sufficient inform-
tion and competitive bureaucrat market construction are core to control money-power
trading and government official corruption. Free power use would lead to power expansion
and monoply, power rent as well as commercial leasing behaviors; power cost and rent
change would result in readjustment of social power structure and resources allocation
structure; when marginal power rent equals non-power products marginal profit, money-
power trade between power lessor and people pursuing leasing reaches equilibrium; pro-
gress in production technologies and money-power trade investigation and punishment tech-
nologies, combined with completion of commercial leasing punishment rules would make
changes in the equilibrium conditions. This book, analyzing formation conditions of public

rights resources and power rent, constructs theoretical models of public rights allocation
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and power rent scale, and further makes a research on government official power leasing
resources and its mechanism design, both theoretically and empirically. Government offi-
cial power rent in transition society is due to power scarcity and exclusive use of power,
while free use of public rights and its high cost would result in corruption and directly un-
productive profit-seeking activities ( DUP); government official power rent is from pro-
ducer surplus of using power, which is closely related to fast increase of public rights
cost; To increase average return rate of social non-power products and to raise substitutive
rate of government officials would weaken the incentives of power rent seeking.

Fifthly, this book, set in the background of economic transition of China, with an
literature review, taking an example of market integration of Yangzi Delta and Zhujiang
Delta, analyzes constraint elements and policy choice during inter-regional market integra-
tion as well as market failure and economic efficiency loss as a result of local benefit con-
flicts. It discovers that, previous research have paid more attention to the measurement
and calculation, development and evolution pattern of regional specialization, that litera-
ture about regional specialization and cooperation as well as regional integration focuses
mainly on local protectionism and influence of regional trade restriction upon inter-regional
flow of products and production factors, mostly with an study object of local specialization
and regional development issues in developed economies, especially European Union
countries and United States. Meanwhile it is much insufficient for research on regional spe-
cialization, regional labour division and cooperation and regional integration issues in de-
veloping countries.

Local benefit conflicts hamper the inter-regional flow of products and production fac-
tors, which confine growth of inter-regional market trade and expansion of market scale,
increase inter-regional market transaction cost and even sabotage trust between local gov-
ernments and among enterprises and the mass, likely exerting an influence on upgrading
of regional specialization. The effect on regional labour division and cooperation of local
benefit conflicts is mainly expressed by behaviors participating regional labor division and
cooperation. Local benefit conflicts are not only harm for trust relationships of politicians
and civil servants in related areas as well as that relationship between local enterprises and
the mass, but also detrimental to the government officials’ vital benefits and welfare of lo-
cal enterprises and population, which actually restrains enthusiasm of micro-benefit sub-
jects represented by local government, enterprises and the mass participating inter-region-
al economic activities, fosters micro-counter incentive mechanisms of inter-regional lahor
division and cooperation and hinders inter-regional labor division and cooperation. On the

other hand, its effect upon regional integration is mainly reflected by the establishment
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and development of integrated product market system, production factor market system,
industry structure system and enterprises’ horizontal and vertical expansion. As a conse-
quence of the conflicts, local social, political and economic benefit groups that obstruct
regional integration may emerge. Geographic location conditions, marketization base,
open-up depth, human resources allocation, enterpriser spirit cultivation, economic de-
velopment level, central government’s policy back-up and non-public sectors of the econo-
my commonly provide conditions for market unification; conflicts exist among developed
regions in choice of industry and regional development patterns, economic hinterland divi-
sion and so on; Proper institution and pelicy environment should be created to prompt la-
bor division and cooperation as well as market integration among developed regions.
Sixthly, in light of local benefit differentiation and local benefit conflicts formation
and evolution characteristics, this book constructs local benefit equilibrium model from
micro-view, and also analyzes local benefit equilibrium and coordination issues during es-
tablishing harmonious society process in China. Local benefit, as a comprehensive mani-
festation of all kinds of benefit of micro-subjects and groups in certain periods and areas,
needs certain equilibrium conditions for realization. Regional economic development is the
fundamental way to realize local benefit; local benefit equilibrium is a pre-condition of re-
gional economic coordinated development. Local benefit equilibrium involves two aspects;
one is benefit equilibrium of inner region micro-benefit subjects, and the other is general
benefit equilibrium in local social economic development. Likely, local benefit coordina-
tion also concerns two aspects: one is coordination of different kinds of micro-subjects and
local benefit groups in the region, and the other is general benefit coordination of various
areas. The construction of local benefit equilibrium and coordination institution with Chi-
nese characteristics is essential to the building of harmonious society in China. This book,
in the context of Chinese economic transition, taking an example of Yangzi Delta and
Zhujiang Delta, -discusses development competition characteristics in developed regions,
conditions for market integration and choice of development patterns. It argues that compe-
tition among developed regions lies mostly in cultivation of industry competitiveness, mar-
ket entry, production factors gathering and allocation and fostering of creativity, four as-
pects in all; coordination and cooperation of regional development policies, inter-regional
labour division and cooperation of industry and its clusters, optimized inter-regional allo-
cation of public investment are key to fostering market integration of developed areas; the
ultimate goal of market integration is the formation of integrated market system, industry
system, open-up system, institution arrangement and policy system; industry integration

is fundamental to market integration of developed areas, and whether local protection and
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regional market separation can be eliminated is the main standard.

Seventhly, set in the background of regional economic development and harmonious
society construction during social and economic transition in China, this book analyzes strat-
egies and policies by which government coordinates regional development. Marketization
depth has a direct influence on the scale, way and effect of government function change;
government function transition makes breakthrough in state-owned enterprise reform, and
its core lies in institution reform while it features in public policies’ making and implemen-
tation; government function change directly influences formation and readjustment of re-
gional development layout; it is imperative that government function change, especially
locally, be an essential segment to promote regional development. Government policy is
the sum of all kinds of strategies and methods to coordinate regional development, and the
goal of government coordination policy is the staged, intermediary and intermediate goal in
coordination strategy. The main goal of government coordinating regional development poli-
cies is to realize the consistency between regional economic sustained development and in-
ter-regional economic development. The main objective of central government’s economic
development coordination of developed regions, sub-developed regions and under-devel-
oped regions is to control the unreasonable expansion of regional development differentia-
tion, to enhance economic development of the underdeveloped, to provide institutional
conditions and incentive mechanisms for developed districts supporting the under-devel-
oped in economic development, to maintain labour division and cooperation among areas
of different development extent, and to prevent all kinds of benefit conflicts, local protec-
tionism, regional market blockade and monopoly between developed and under-developed
regions. To coordinate regions of different development extent in economy, the core is how
to arrange economic development of eastern area, central area, western area and north-
eastern area as well as the inter-regional benefit relationships. Central government’s overall
coordination of regions, or economic areas, of similar development depth is mainly to ar-
range economic development of municipalities of similar development extent, in eastern
coastal area, central inland area, western remote and ethnic areas and northeastern old
industrial base, and to prompt economic integration of these areas. For eastern coastal dis-
tricts, central government has to coordinate economic development of Zhujiang Delia,
Yangzi Delta and Bohai Ocean ring area, and at the same time to arrange development re-
lationships of strait west coast economic zone, Hainan economic zone, Shanghai Pudong
new district and Tianjin Binhai new district. While for central inland area, economic de-
velopment relationships of various cities and core growth districts must be manipulated

carefully, especially the relationship of Wuhan and neighbouring economic zones, Chang-



