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ABSTRACT

Takingintoaccountthethree-sectorgeneralequilibriumperspectiveofthegovernment,business,
andhouseholdsectorsandtakinggovernmentpublicgoodsinvestmentasintermediary;thisarticle
buildsmathematicalmodelsof localgovernmental competitionand three-sector consumption. It
alsotheoreticallyanalyzestheimpactingpathoflocalgovernmentalcompetition,causingincreased
investmentinpublicgoods,therebyreducingconsumption.Atthesametime,basedonthemodelof
China’sprovincialpaneldatafrom1993to2015,theempiricalanalysisshowsthata1%increasein
thelevelofcompetitionamonglocalgovernmentswillresultinacorrespondingdecreaseof0.757%
intotalconsumption,0.348%ingovernmentalcompetition,0.340%inbusinessconsumptionand
0.366% in household consumption. Local governmental competition leads to the government’s
tendencytoinvestinpublicgoodsandreducestheregionalconsumption,whichespeciallydamages
theconsumptioncapacityofthehouseholdsector.
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INTRodUCTIoN

TherealaverageGDPgrowthrateof9.7%inChinaduringthepast40yearshasattractedmuch
attention. It is known as “miraculous growth” and “the China mystery” in the eyes of scholars
andgovernmentofficials.Astheeconomycontinuestogrowrapidly,consumptionasoneofthe
“Troika” has remained at a low level during this period. The average consumption rate is only
58.3%.Especiallysince2000,theconsumptionrateinChinahasbeendecliningyearbyyear,with
therebeinganaveragerateofonly53.3%.Ingeneral,whenacountryenterstheeraofurbanization,
theslightlylowerconsumptionratehassomereasonableness.However,comparedwiththeaverage
consumptionlevelof60%-78%intheworld,China’sconsumptionrateisobviouslylow.Manyscholars
haveemphasizedtheimportanceoflocalgovernmentalcompetitiontoChina’seconomicgrowthby
studyingeconomicgrowththeory(Zhang,2005,2007;Zhou,2003,2005;Zhang2008,2009;Zhou,
2005,2007,2008;etc.).Assuch,isconsumption–beingthemainengineofeconomicgrowth–also
affectedbylocalgovernmentalcompetition?Islocalcompetitionthe“behind-the-scenespromoter”
ofChina’slowconsumption?

Foralongtime,thecentralgovernmenthasregardedeconomicgrowthasbeingthecorestandard
fortheperformanceoflocalofficials.Overtime,ithasestablisheditspreferenceforinvestmentover
consumptionanditspreferenceforthesupplyofinvestment-orientedpublicgoodsoverthesupplyof
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consumer-orientedpublicgoods.Inordertogainpromotionduringtheirtermandtowincompetition
amongregions,theregionalgovernmentswerecomparativelymoreinclinedtochooseinvestment-
orientedpublicgoods,therebyresultinginacertaindegreeofimbalancebetweeninvestmentand
consumption.Withdiminishingmarginalreturnsandovercapacitytoinvestment,consumptionhas
graduallybecomethemaindrivingforceforsustainedeconomicgrowth–buttheexcessivelylow
consumptionratehasbecomethe“shortfall”inChina’seconomy.Therefore,basedonthepolitical
andeconomiccharacteristicsoflocalgovernmentalcompetition,thispaperconstructsamathematical
economymodeloflocalgovernmentalcompetitionandconsumption.Itdoessofromtheperspective
ofthree-sectorgeneralequilibrium;takingpublicsectorinvestmentasanintermediarytoexplain
themechanismofhowlocalgovernmentalcompetitionisaffectingconsumption.Atthesametime,
usingpaneldataof30provinces inChinaduring1993-2015, a simultaneous equationmodel is
constructedtoquantitativelystudytheimpactoflocalgovernmentalcompetitiononconsumption.
ThroughanalyzingthecausesoflowconsumptioninChinaintheeconomicrestructuringperiod,
theauthorshopeconsumptionratecouldbeenhanced.

LITeRATURe ReVIew

AsforthereasonwhytheconsumptionrateinChinaissolow,scholarshaveconductedvarious
researchstudiesandhaveobtainedvaluablefindings.

Summarizingtheexistingliterature,theauthorsfindthatscholarshavemostlystudiedthecauses
oflowconsumptionfromthefollowingthreeaspectsoftheissue:Firstly,themacroeconomicvariables
thataffectconsumption–variablesincludingthepriceindex(Chen,2009;Zhang,2009;Liu,2014;
Liao,2014,etc.),incomedisparity(Meyer&Sullivan,2013;Lise,2014;Zhang,2016),interestrate,
andfinancialdevelopment(Wang&Jiang,2006;Wu,2015;etc.);Secondly,themicro-economic
variablesrelatedtoincome(Chakrabartyetal.,2006;Zhu,2012;Chen,2012;Zhengetal.,2015;Mao
etal.,2016)andfamilysituation(Tanetal.,2014;Li&Chen,2014;Song,2016);Thirdly,various
consumer-relatedpolicies,mainlysocialsecuritypolicies,fiscalandtaxationpolicies,creditpolicy,
andsoon(Jia,2012;Guoetal.,2013;John,2014;Longetal.,2016).

Ofcourse,therearemanyotherscholarswhohavetakenotherroutestofindalternativeways
ofthinking.Forexample:ScholarssuchasAziz(2007),Ye(2008),andAttari(2010)arguedthat
consumptionwasnotactivelyata low levelbutwas“squeezedout”byhigh investmentorhigh
savings.Ludvigson(1999),WangandWang(2013)arguedthatChina’srealconsumptionwasnot
aslowasithasbeenreputedbutmerelyunderestimated.

AlthoughtherearevariousbodiesofliteratureonthecausesofChina’slowconsumption,it
isonly therarestudythatexplains lowconsumptionfromtheperspectiveof localgovernmental
competition. The literature concerning local governmental competition and consumption mainly
studiesthemfromthestandpointofanalyzingthefollowingtwoaspectsoftheissue:

One aspect is how local governmental competition affects the national savings rate or the
investmentrate.Forexample,Yao(2011)studiedhowlocalgovernmentalcompetitioncanexpand
investmentbasedonhouseholddataofvariousprovincesinChina,whichinturnhadanimpacton
householdconsumption.TangandZhen(2011)analyzedwhyChineseinvestmentwashigherthan
thatofothercountriesbasingtheirworkonthepowerstructureandlocalgovernmentalcompetition.
It was pointed out that misconceptions regarding ‘GDP maximization’ lead to the government
preferringcapitalinvestmentsoverlaborandpeople’slivelihoodssoastoformahighsavingsrate
(whichwouldhaveanimpactontheglobaleconomy,China’seconomicstructure,andconsumption).
Zhang(2011)pointedoutthatthelocalgovernmentisapublic-service-orientedgovernmentwhose
dutyistopromotepublicserviceconstruction.However,the“only-GDP”performanceevaluation
hasmadethegovernmentbiasedtowardsinvestingininvestment-typepublicgoods–tothedetriment
ofhouseholdissuessuchaseducation,employment,healthcare,andhousing.Thishas indirectly
impactedon‘household’spendingpower;Liu(2013),usingthegenerationoverlappingmodelas
thebasisfortheanalysis,discussedtheimpactoflocalgovernmentalcompetitiononsavings.Liu
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