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Abstract

After the reform and opening up, China has experienced rapid economic
growth. Such a significant growth speed caught worldwide attention. From the
absolute poverly to continued prosperity, from a planned economy system to a
market economy system, from public ownership to private ownership, from se-
clusion to actively participate in globalization, these are all the economic trans-
formation occurred in China in the reform process, in which governments
played a very important role in such a rapid economic growth. But comparing to
economic transformation, the government transformation was slow, and in some
aspects gradually became an obstacle to economic development. Although large
and small institutional reforms were conducted a dozen times, the size of gov-
ernment organizations had not being effectively controlled. Currently, China is
in a critical period of transition. But the lagging of government transformation
led to its poor performance, such as the excessive government intervention in
the market, the absence of governmental supervision and regulation, as well as
the dislocation of government functions. The fundamental reason is that it was
not sure what the government should control and what the government can con-
trol. So the study of the relationship between the government size and econom-
ic growth is critical to find an appropriate size of government to optimize the
impact of government on economic growth, to maximize the sustainable eco-
nomic and social development.

Although the mechanism of the impact of government size on economic
growth is complicated , the most directly path is by policy making and financial
controlling. Therefore, using financial indicator, this paper studied the direct
impact of government size through influencing the consumption, investment,

employment, and the structure of industries, as well as the indirect impact of
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government size through influencing capital, labor, and technological improve-
ment, to explain the mechanism of the impact of government size on the eco-
nomic growth. The panel data of 286 level cities were used to test the impact of
government size on the economic growth. In the study, the number of govern-
ment officers was used to represent government size. The result indicated that
over — expansion of government size had negative impact on economic growth,
which was also supported by the STR analysis on Shaanxi province. Therefore,
it is critical to transform the government function to compress the government
size and control it at a reasonable level. In order to achieve this target, it is
necessary to define and transform government functions based on the balance
between government capability and market capability. The 18th Central Com-
mittee of the Communist Party of China cleared the general target of realizing
the modernization of state governance, then the transformation of government
function should be put in the the modern state governance system, which is the
effective institutional guarantee. And in order to play the leading role of gov-
ernment governance, the synergistic interaction of government, market, and
society should be achieved, therefor a responsible, scale limited, efficient
service — oriented government will maximize the government function to im-
prove economic growth.

Key Words: Government Size; Evaluation of the Effect of Economic
Growth; Government Function Transformation; Modern State Governance Sys-

tem
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