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Abstract

On the journey of realizing the great Chinese nation rejuvenation,
local governments have made great contributions. However, the other
side of the coin is that local governments have also brought us a lot of
negative issues. We can not simply predict future only based on history,
but some trends are likely to continue indeed. For example, local gov-
ermnment behavior will be the driving force of China’ s economic growth
still, and also the source of economic fluctuations. This book researches
on the local government behavior, and its impact on China’ s economic
fluctuations. Specifically, we discuss issues such us the feature of Chi-
na’s economic fluctuations, the reason of China’ s economy slowdown,
the root of short — term behavior from local government, the problem
with China’ s intergovernmental relations. Our main conclusions are as
follows :

Firstly, local governments have substantial power over many affairs,
but under soft constraints. There are “ principal — agent” relationships
between local governments and the central government, also between lo-
cal governments and local people’ s congresses. However, local officials
are used to achieve maximum economic performance in the shortest
time, due to the weak institution of appointment regulations, examina-
tion regulations, supervision regulations. The short — term tendency of
local government behavior may profoundly affect enterprise investment
and industry development. As a result, China’ s economic growth is
fluctuating. Our empirical results find that 30% of China’ s economic

volatility sources can be explained by local government behav-
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ior. Because of information asymmetry and public goods heterogeneity,
local officials have many opportunities to create false information, or
conceal true information, in order to expand their own interests on reve-
nue, expenditure, promotion, rent — seeking and so on.

Secondly, games between the central and local governments, and
competitions between local and local governments, are the reasons of
debt expansion and ecological degradation. In order to resolve the prob-
lem of local debt expansion, the central government required local gov-
ernments to stop relying on bank or platforms while financing. However,
local governments has taken a number of alternative ways to get fun-
ding. For example, local governments replace bank loan with shadow
banking, and replace local financing platform with local state — owned
enterprises. In addition to the game with the central government, local
governments also compete with each other on environmental issues. In
order to attract FDI, local governments often deregulate environmental
regulations to attract or retain economic activity in their jurisdictions,
resulting in fewer environmental protections, which trigger a chain reac-
tion. As a result, the environmental competition of “race to the bottom”
among local governments becomes increasingly apparent.

Thirdly, it is necessary to suppress high growth and to prevent low
growth during the shift of economic growth. However, we could not
achieve this goal if we only rely on the reconstruction of national financial
system and the reform of officials performance evaluation. We also need
to intensify anti — corruption efforts, thus to regulate local government
behavior fundamentally. What’ s more, giving enterprises and investors
stable expectations that based on law, and eliminating the phenomenon
of “shut the dogs up to beat them” are very important. Qur empirical
analysis also showed that China’ s economic slowdown is mainly due to
the slowdown of total factor productivity growth. Therefore, it is impera-
tive to promote competition in the productivity among local govern-
ments, and reverse the competition of FDI policy to the competition of

investment environment and clean government. The central government

s 2 s
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should clarify the relationship between government and market, and let
the market play a decisive role in the allocating of resources by judicial

reform.

Key Words: China’ s Economic Fluctuations; Local Government Behav-
ior; Short — term; Longitudinal Intergovernmental Relations; Lateral Intergovern-

mental Relations
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