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ZHTY 0.8 NFER] 2013 4ELLF Y 0.4 oAy, AR SN G it i) BOR 0Rh 32 B 22 R it 5 45 2 19
S, 37 G AN B9 RN GDP X8 S5, LR AN AE 2013 4F DA JS AR £ 5 i
(1% K, IEFRHAON AT AS S R 5, IXFEF K , 2013 4F I F5-3 B 40088 14 11 i) 1 1 3840l 28 17 e
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China’s Economic Growth during the Improvement

of the Socialist Market Economy: An Inquiry of Political Economy
FU Minjie™” and ZHANG Ping™"
(a; Institute of Economics, Chinese Academy of Social Sciences;
b: School of Economics, University of Chinese Academy of Social Sciences)

Summary: The order of China’s gradual marketization reform from the product market to the factor market caused
inconsistency problem between the market price mechanism and the government (and official ) incentives mechanism,
which makes China’s economic growth model now facing a systematic transformation from getting incentives right to getting
the price right. The great success achieved in economic growth and incentive mechanism in the economic reform stage since
1978 was largely at the expense of incomplete price reform ( market plays a fundamental role in resource allocation) , factor
distortion and resource misallocation. However, the ongoing deepening reform of factor price (market plays a decisive role
in resource allocation) at the stage of comprehensively deepening reform may lead to a failure of the function of government
incentives of promoting growth based on factor distortion.

This paper summarizes and refines the stylized two-stage facts of the market price reform and government incentive
mechanism during China’s market-oriented reform process and economic growth since 1978. It distinguishes the vertical
mechanisms and horizontal mechanism in China’s economic growth market distortion and government incentive, builds an
neoclassical growth model focuses on market distortions and government incentives, theoretically analyzes the distortion-
incentives mechanism (DIM) and three possible results of government intervention as positive incentives (to reduce output
losses) , strong incentives (to increase total output) and pure distortion (to exaggerate output loss) .

The empirical part of this paper analyzes the sign and scope of DIM by using multi-source data such as marketization
index, factor distortion index, and capital distortion, and takes fiscal expenditure bias and per capita foreign capital
utilization as the variable of government incentives. The results show that there has been a significant and stable and
positive DIM effect in China’s economic growth since 1978, which means that the government incentives based on factor
distortion will increase output. This induces an overestimation of the adverse effects of distortions and the beneficial effects
of eliminating distortion on output, because eliminating distortion must face the output loss caused by the government
incentives mechanism. The positive DIM effect has not fundamentally reversed in both the economic reform stage before
2013 and the stage of comprehensively deepening reform since 2013. The verification of DIM shows that the adverse impacts
of distortion on output and the promotion impacts of distortion on total factor productivity (TFP) growth will be corrected by
the positive incentives effect based on distortion, and the interaction of distortion effect and incentives effect can produce
additional output promotion effect, but also can makes the TFP increase brought by distortion discounted.

The theoretical meanings of this paper are that it is inadequate to estimate the cost of distortions and factor
misallocations, or the benefits of government incentives on output and welfare separately, and a general equilibrium
framework on the political economy of economic growth to incorporate government incentives, market distortions, and the
interaction of distortion effect and incentives effect would also be needed.

Keywords: Getting Incentives Right; Getting the Price Right; Distortion-incentives Mechanism ( DIM ) ; The Political
Economy of China’s Economic Growth
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