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Based on an Integrative Evaluation Framework

V

The issue of public investment is such a complex but important
subject that often receives special interests and arguments. As a result,
quite a few economic literatures from home and abroad discuss this is-
sue both theoretically and empirically. However, many researches con-
fuse the conception of government investment with public investment,
and evaluate the efficiency of local — government public investment
from just one single aspect instead of comprehensive analyses. In fact,
some domestic researches have regarded government investment as a
whole but neglected the particularity of local government investment.
This research aims at emphasizing local government as an independent
investing entity based on the agreement that there exist a series of
commonalities between local government and central government, and
the reasons why we stress the local government as an independent in-
vesting entity lie in: (1) Theoretically, Local governments assumes
the main responsibility of resources allocation (especially in providing
public infrastructures), and central government is mainly responsible
for income distribution and macroeconomic adjustment. (2) The back-
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ground, data and conclusions applied in this research are all based on
the local government in China. The importance of this research is de-
cided essentially by the needs of both theoretical and practical develop-
ment, but not by debate. In fact, due to the dual — reasons of historic
development and actual demand, regional public capitals in China are
in shortage widely, and various types of local government investment
have been carried out heatedly in recent years. Faced with this situa-
tion, it is becoming more and more urgent to find a scientific and logic
“efficiency evaluation model” of local public investment in a fair and
subjective way. Based on these concepts, this dissertation builds up a
“three — dimensional” integrative efficiency evaluation framework, dis-
cusses the three kinds of public investment efficiency of local govern-
ment in China by using some pioneering and theoretic methods and
quantitative models, and puts forward some relevant proposals and
suggestions for regional public investment. We expect that this kind of
exploration can provide us with effective theoretic foundations and poli-
cy bases as regard to improving the efficiency of public investment by
local governments. As a whole, the methodologies applied to this paper
may be generalized as “three — combinations” : the combination of the-
ory and practice, the combination of qualitative analysis and quantita-
tive analysis, and the combination of abstract method and case study.

There are eight chapters that are relatively independent as fol-
lows:

Chapter 1 serves as the start — point of this dissertation, which
explains briefly the background, significance, main definitions, and
existing literatures of this research. Besides, analytical framework and
meaningful innovations of this dissertation are also included in this
chapter. Obviously, public investment is an important but not the only
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part in public expenditures. Public investment and public capital are
two aspects of one problem, but there are many distinct differences as
well as commonalities between them. The object of this study is public
investment of local government, which can be defined as the invest-
ment activities by local government in the public domain. It is well
known that this kind of investment activities has the characteristics of
commonality, duality, diversity, and systematic practice, which is a
supplement of private investment instead of a substitution of it.

Chapter 2 tries to capture the main economic characteristics of in-
vestment behavior of local government from the aspect of game theory,
which includes the theoretic hypothesizes of local government invest-
ment behavior, the strategic game model of investment between local
government and central government, and the strategic game model of
investment between different local governments. The interest prefer-
ences of local government and central government are not exactly the
same. Compared to central government and other non — governmental
entities, there are certain particularities in the investing behavior of lo-
cal government concerning its behavior motivations, environment,
process and patterns. In practice, the scale efficiency, structure effi-
ciency and output efficiency of public investment of local government
could be the result of the mutual interactions between different interest
groups of the game under certain institutional conditions. Therefore, a
substantial understanding of the characteristics of investment behavior
of local government is a very important prerequisite in order to evaluate
the public investment efficiency of local government.

Chapter 3 discusses the problem of scale — efficiency and scale —
inefficiency of public investment of local government. Hence, the
chapter introduces the concept of scale - efficiency of public investment
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of local government. In contrast with scale — efficiency, scale - ineffi-
ciency of public investment must also exist in reality. Obviously, the
issue of scale — inefficiency of public investment means different kinds
of losses resulting from a deviation of public investment scale from the
appropriate level by local government. We can classify the scale — inef-
ficiency of public investment of local government into two types ac-
cording to its nature: over — public — investment of inefficiency and un-
der - public — investment of inefficiency. Moreover, we discuss the
“local liability risk” caused by regional public investment demand in
China. Utilizing the matching relationship between supply index and
demand index of regional public investment, the paper discusses the
scale — inefficiency of local public investment in China and finds out
that: except that Shanghai has got the label of over — public - invest-
ment of scale inefficiency and Beijing and Tianjin have been selected as
the regions of relative scale efficiency of public investment, the remain-
ing 28 regions are under scale inefficiency of public investment, among
which 64.29% of them have been categorized as extreme under ~ pub-
lic ~ investment of inefficiency.

In the chapter 4, the paper mainly focuses on the theoretic argu-
ment of the structure efficiency and structure inefficiency of local public
investment. Structure efficiency is another important aspect to study
public investment of local government. The exploration of this aspect
is meaningful even if the research is superficial. After theoretically
defining “structure efficiency of public investment” and its model, the
chapter analyzes the complexity and dynamics of structure efficiency of
local public investment, studies the theoretic principles of optimizing
public investment of local government, discusses the characteristics and
causes of structure inefficiency of public investment and finally disclos-
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es the two equitable distribution models on the condition of efficiency :
equal development model (Ede model) and equal opportunity model
(EDp Model) . In general, the low efficiency of actual local - govern-
ment public investment in essence reflects the problems of “under — re-
acting” and “over - reacting” by regional public finance functions,
which could result from difficulties caused by some objective reasons
and also from some subjective deviations by upper and basic levels of
government. The analyses of the chapter also shows that the successive
enlargement of economic disparities between the regions is a world
wide realistic problem, which always puts the regional development
policy in the efficiency and equality “trade - off puzzle” . But in an
“equality — oriented” regional public investment policy, we find EDp
Model is a better one in solving the Problem of Structural Distribution
in public investment funds. According to the data available in the peri-
od of active fiscal policy in China, we find that the distribution of na-
tional debt enhances the disparities of economic disparities instead of
closing the gap in China.

By using the limited data available in China, chapter 5 mainly
concerns with the empirical research of structure efficiency of local -
government public investment, which puts a special emphasis on the
structure efficiency of local public investments between rural and urban
area. Some meaningful conclusions are: (1) The imbalance in distribu-
tion of local public investment funds is the significant cause of disparity
between rural and urban area in China, which results in the rigidity of
rural economic structure, separation of rural economy from urban one
and conflicts between the farmers and city residents. (2) Comparing
the three important economic regions in China, we find that although
the uneven distribution of regional investments is bad for the mutual
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