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capg 0.6745044(0.000) 0.6426274(0.000) 0.6610114(0.000)
humg 0.3013270(0.000) 0.3177603(0.000) 0.3052909(0.000)
govinvg 0.2172200(0.000) 0.1389518(0.000) 0.2270109(0.000)
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divs 0.8530344(0.000) 0.8077652(0.000) 0.7976036(0.000)
divs* -2.5995740(0.000) -2.4451400(0.001) -2.4286230(0.000)
dumggovinvg -0.2158126(0.000) — -0.1725861(0.056)
dumegovinvg — -0.1379155(0.000) -0.0534176(0.084)
C -0.0375149(0.000) 0.0384225(0.000) 0.0375145(0.022)
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capg 0.5506852(0.000) 0.5384541(0.000) 0.5428913(0.000)
humg 0.2950958(0.000) 0.3026272(0.000) 0.3004134(0.000)
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C 0.073952(0.000) 0.0710141(0.034) 0.0704691(0.000)
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Hausman 1.96 (0.9618) 2.20(0.9480) 2.21(0.9740)
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capg 0.6238113(0.000) 0.598584(0.000) 0.6093239(0.000)
humg 0.2947111(0.000) 0.3015441(0.000) 0.2986102(0.000)
govinvg 0.1426958(0.000) 0.1001567(0.000) 0.1487307(0.000)
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divs 0.6970907(0.000) 0.5741896(0.001) 0.6163503(0.001)
divs? -2.2370840(0.001) -1.8911460(0.006) -1.9979680(0.004)
fdin 0.1017370(0.001) 0.1403019(0.000) 0.1122852(0.000)
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The Local Government Investment Effects on Long—term Economic Growth
——Evidence from China’s Economic Transformation
ZHANG Wei-guo', REN Yan-yan’, HOU Yong—jian’
(1. Institute of Economics, Shandong Academy of Social Sciences, Jinan 250002, China;

2. Economics School of Shandong University, Jinan 250100, China;
3. Retail Banking Department of China Merchants Bank, Shenzhen 518040, China)

Abstract: In this paper, we use Chinese provincial panel data from 1987 to 2007 to investigate the
relationship between local government investment and long —term economic growth. On the one hand, local
government investment significantly improves the economic growth. One important reason is the increasing of
incentives after the fiscal division. As a relatively independent economic entity, local governments take part in
economic lives more actively who make efforts to attract and increase investment. To prompt local economic growth,
local governments also compete with each other which improve the investment environments as well as the building
and development of economic mechanisms and ultimately boot local economic growth effectively. On the other hand,
after the ratio of local government investment and GDP increasing significantly after 1994, local administrative
monopoly means such as local protectionism and market segmentation are also very obvious. China’s inner market
segmentation is serious. Our empirical result shows that China’s current market segmentation has the anti-U-shaped
effects on economic growth while administrative monopoly increases growth for most provinces. This explains why
China’s local governments still have incentives to take administrative monopolies nowadays. However, in long—term,
administrative monopoly will certainly restrain the countrywide marketed scale effect as a whole. The pure political
rents will be ultimately in cost of economic efficiency.

Key Words: local government investment; long—term economic growth; fiscal division; local administrative

monopoly
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