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ABSTRACT

AN ANALYSIS ON THE ECONOMIC BEHA-
VIOR OF CHINA®S LOCAL GOVERNMENTS

This book 1s devoted to the study of the economic behavior
of the local governments iIn the process of China®s market econo-
my.The author holds that the standardized model of the market
economy has started from Adam Smiths atomic competition mar-
ket, gone through the j°market failurej+ and has got to the con-
temporary market economy with government®s iInterference. In
terms of China, 1t has been constructing the socialism market e-
conomy on the base different from that model, thus i1ts market e-
conomy couldn®"t be the copy of the model. The fundamental
character of China®"s market economy lies In the transition from
the planned economy to the market economy.

The 1mmatured social economy i1s usually followed by the
immatured theories. Since Adam Smith time, economists have
conventionally concluded the causes of the economic growth from
the standardization, devision of labour, adoption of the advanced
production technology and the market scale, brought about by
the former ones. The neo-classical school explains the economic

growth by the production function, which means that the pro-

duction function 1s the function of capital, labour, land,



techgnology and raw materials. However, the explanations by
means of labour devision and production function,to the eco-
nomic growth, can not be sufficient In that there are always
some j°residual elementsjt In the economic performances left with-
out explanation. The abundant practices of China®"s economic re-
form have shown more about the costs and benefits of the iInsti-
tutional transition. The institutional transition, In all, 1s the
transition of the iInterests structure. It 1s 1mportant for the theo-
ries, which serve China"s economic practising, to be dedicated to
the study of the motivation, process, mechanism and conflicts of
the Institutional transition. Only In this way can we face a real
world rather than the supposed theoretical one.

The study of the economic behaviors of the local govern-
ments 1s motivated by the special i1mportance of the subject iIn
China"s social economy. Despite of the Importance of the sub-
ject, thoroughly studies of 1t are lacking. As 1t 1s known, past of
China®"s economic success results, to a large extent, from the
special forms of the governmental organization structure, that
IS, the 1dentites and the iInterests guide of the local governments
In the course of reform. Simply speaking, the new regulations
the local govements have obtained 1In the reform make It possi-
ble, on one hand, for the local governments to give play to their
creativities and make characteristic experiments of the policies
within the general frame set by the central government. On the
other hand, due to j®eating from seperate kitchensjx, namely the
system of dividing revenue and expenditure between the central
and local governments and holding each responsible for balancing

therr budgets, the local governments have keen motivated to pur-



sue the economic efficiency. The local governments cut as the j°a-
gentsjt of the central governments and the j°ownershipjt of the lo-
cal regions, thus they are endowed with j°double 1dentitiesjt
which have produced the spot equilibrium between the constraint
line and the iIndifference curve incurred In the regional economic
development of the local governments.

The study of the regional economy, which 1s set from the
angle of the behaviors of the local governments, has to be con-
nected to the resources allocation. |In one aspect, It presents
broad, research fields, including the relationships between the
local governments and the labour allocation, Investment, price,
Inter-regional trade, finance, public finance and the iIndustrial
structure, etc.. In another aspect, as the regional economy 1S
one part of the united market, this book 1s also concerned with
the j®externalityjx brought about by the behaviors of the local
governments.

The study of the relationship between the economic behav-
1ors of the local governments and the regional economic develop-
ment may have touched on the conjunction between the govern-
ment and the market, China®s economic development, objective-
ly, need to seek the effective marginal equilibrium between the
government and the market. In response, the local governments
function as the availlable level In economy. To a quite extent, the
i ‘governmental failurejx can be resolved by means of classification
of the governments: since the market and government are the 1In
terchangeable i1nstitutional arrangements for resources alloca-
tion, so the functional resourses and relative scales of the gov-

ernments at each level can be defined 1n line with the transitional



costs of the market.

China®"s economic development has presented large quantities
of positive materials for the theoretical studies. The local-gov-
ernment-centered and multi-regional economical development
model has proved that the regional development guide has differ-
entiated China"s economy from that of the other countries. Such
institutional transition 1s a sort of process which 1s achieved
through the complicated regulations, standards and marginal ad-
justment. The institutional transition Is represented by the local
governments and 1s originated from the changes of the relative
prices, including ratio of material prices, Information costs and
techique, etc., and the preferences.

Through the description of the Interactions between the lo-
cal governments and the regional economy and the other ele-
ments, this book 1s set to build up a new frame, within which
the author wishes to make clear the traces of China®"s economic
growth, and this might lead to a bit characteristic China®s devel-
opment economics.

The mainbody of this book contains six chapters

Introduction

1. The local government and the public goods
2. The local government and the externality
3. The local government: taxation and expenditure
4. The local government : allocation of resources

5. The local government and economic development
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