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Abstract

Purpose — The purpose of this paper is to analyze the impact of local government decision-making
competition new urbanization, further to seek measures to weaken the negative effect of local
government decision-making competition.

Design/methodology/approach — This paper first puts forward the three paths which make local
government decision-making competition: construction of new-style urbanization, economic development
and construction of people’s livelihood and take China’s new-style urbanization as an example, the
authors analyzed the internal mechanism of decision making of local government competition which
caused by above three paths. Second, using the prospect theory, risk aversion theory and Cournot
duopoly model, the authors analyzed how to avoid the local government decision-making competition
and how to reduce the harm caused by local government decision-making competition.

Findings — The central government can curb the appearance of local government competition
strategy through regulating and controlling the effectiveness of local government protective-
investment policy, improving the degree of market competition and punishment coefficient of
government decision-making failure and further, the authors can reduce the detriment of decision-
making competition between local governments through adjusting the revenue function of local
government in the process of new-style urbanization.

Originality/value — New-style urbanization is the main driving force of China’s future economic
development, however, in the process of new-style urbanization, because of the “principle-agent”
relationship between central government and local government, officials achievements appraisal
mechanism and promotion game, they all cause competition between local government decision
making, and this will weaken the positive effect of urbanization. Although, there are many researches
on horizontal and intergovernmental competition, most researches devoted to how to avoid it from the
angle of institutional economics, and the suggestions put forward by these researches are hardly applied.
Anyone interested in how to avoid local government decision-making competition and reduce the
negative influences of it from the angle of unitary government state’s reality will find this paper valuable.
Keywords Behaviour, Game theory

Paper type Conceptual paper

Introduction
Kuznets and Chenery believed that a series of changes of social and economic structure
would happen with economic growth. Two of the most remarkable changes are
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industrialization and urbanization (Kuznets, 1967; Chenery, 1960). Joseph E. Stiglitz,
winner of the Nobel Prize in economics, believes that “China’s urbanization” and
“America’s high-tech” are two key factors that affect the course of human development
in the twenty-first century (Stiglitz, 2001). China’s urbanization has a very important
influence on world economy and the development of the entire human race.

China’s central government had a meeting about new urbanization and put forward
China’s new urbanization development planning in 2013. The principles of this
planning were promoting the coordinated development of cities and towns, adapting
industry development to the advantages of town, developing small towns and urban
agglomeration is sectors of new urbanization construction. Six major tasks about new
urbanization were put forward in this planning: transforming rural population into
urban population; improving utilization efficiency of urban construction land;
sustaining the quantity of farm land, forest area and vegetable land, guarantying
supply of grain; adjusting economic structure and optimizing regional industrial
form, thinning areal division of labor in economic production, shifting the mode of
economic growth; reducing interference and harm exerted on ecological environment in
rural areas, intensive use of land, water and fossil energy; constructing a beautiful city
which transfers historical culture, has national and regional characteristic. Under the
guidance of this planning, local government devote to promote the new urbanization.

However, in the process of new urbanization construction, local government
decision-making competition would be caused by the “principle-agent” relationship
between central government and local government, the promotion tournament
among local government officials, “self-interstation” and “short-term action” among
local government officials, the differences of regional resource endowment. Local
government decision-making competition would have negative effect on new
urbanization construction (Li, 2013). It would result in disorder of attracting
investment competition, financing difficulty (Xiong, 2008); regional economic cannot
achieve Pareto optimal, regional industrial structure would be convergent, economic
structure would fluctuate (Guo and Zhao, 2012); market is highly fragmented, industrial
structure is hardly optimized, the areal division of labor in economic production is
hardly thinned, coordinated development between cities and towns are hardly
achieved (Li, 2010); repeated construction of infrastructures (Wang, 2013); low
efficiency of public goods supply (Holcombe and Williams, 2011; Lin, 2014); “arable
land wasting” is serious (Wang, 2010). Thus, how to avoid local government decision-
making competition and reduce the negative effect brought by local government
decision-making competition have strong practical and theory guidance significance.

In a country with unitary political systems, because of the principal-agent
relationship between central government and local governments, there is promotion
game between local governments, resulting in local government competition; these
competitive behaviors were implement mainly by the local government’s decision. In
this paper, it is known as the local government decision-making competition.

The concept of local government competition originated from the concept of
“competitive government” (Breton, 1996). From the point of evolutionary path of local
government competition theory, research on China’s local government competition
mainly experienced four stages. First, “Brother competition,” according to Chinese
situation, horizontal competition in the field of investment among local governments
and vertical competition in same field between local government and central
government are generalized as “brother competition” (Fan and Zhang, 1990). Second,
economic federalism and government decentralization competition: as for economic
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federalism, the main reason of local government competition is economic growth;
and local government competition can promote economic growth conversely
(Zhang and Xu, 2004). As for government decentralization competition, through
researching the relationship between fiscal decentralization and development of local
economy (Zhang, 2005; Fu, 2007), government competition and its consequences are
discussed standardly. Third, local government competition (promotion tournament):
establishing industrial organization model to research the property and consequences
of local government competition (Feng, 2010). Fourth, decision-making competition
among local governments: describing theoretically the main ways and means of
decision-making competition among local governments mainly using motivation
theory, agency theory and game theory, etc. Research on local government competition
has attracted much attention in recent years. Regional “inner-born resource” and the
relationship of adjacent local governments affect the collaboration between local
government and enterprises (Hawkins, 2010); increasing the number of government’s
candidate would promote the supply of public goods in federal states (Arvate et al.,
2010); adjustment of tax policy would affect the extent of local government competition
(Lyytikainen, 2012); local government competition is caused by local interest group and
local government policies (Vladimir, 2012); the nature of local government competition
has been changing, “brother competition” and local protectionism are weakening,
variation competition are strengthening (Zhou and Wang, 2008); the influences
brought by local government competition depend on the role local government played
in the shift of economic growth mode in new economic development stage (Chi and
Kuang, 2010); local government competition would happen in new urbanization
(Jin and Gong, 2013).

In summary, from research perspective, about the decision-making competition
among local governments, most scholars focus on its single cause, characteristic and
consequences and put forward some system suggestions which are difficult to apply in
practice. However, the following three aspects are rarely involved. First, generation
path of decision-making competition among local government (it is caused by a number
of joint reasons); second, how to avoid decision-making competition; third, means used
to reduce the effect resulted by decision-making competition among local government.
Therefore, it is necessary to carry out overall thorough research about how to reduce
decision-making competition among local governments in unitary government states,
especially during new urbanization process. This research has a very important
practical significance.

About how to avoid decision-making competition among governments, this paper
abandons the planning theory used to research behavior normally. We select prospect
theory and Arrow-Pratt coefficient of absolute risk aversion, based on bounded rational
hypothesis, integrate seeking maximization benefit with value sensitivity into a normal
unit and the decision-making behavior of decision maker under risk and uncertainty
can be analyzed more accurately. As for how to reduce the effect resulted by
decision-making competition among local government, this study uses Cournot
duopoly model. This model can not only describe the effect degree of decision-making
competition among local government, but also can find means to reduce the effect.
Thus, it is necessary to research how to avoid local government decision-making
competition and reduce the negative influences of it from the angle of s reality.

In this paper, first we put forward three paths that cause local government
decision-making competition in the process of China’s new urbanization: new
urbanization construction, regional economic development, livelihoods construction.

China’s new
urbanization
process

673




Downloaded by TASHKENT UNIVERSITY OF INFORMATION TECHNOLOGIES At 22:41 14 November 2016 (PT)

445

674

Second, we analyze how to avoid local government decision-making competition and
how to reduce the effect brought by local government decision-making competition.
Third, the conclusion and implication are given.

Literature review and hypothesis

The theory of local government competition originated from “voting foot” theory which
is put forward in A Pure Theory of Local Expenditures (Tiebout and Charles, 1956).
However, because of the difference of unitary government and federalism, researches
on local government competition are also different.

From the aspect of target

Local governments in federal states are in a state of competition, because of pressure
from candidate’s aim to garnet votes, voter and main body of election market. Local
governments attract more economic development resources to maximize economy
utility, through tax and fiscal expenditure (Rizzo, 2010); intergovernmental competition
would happen when one or more tax base are shared among governments at different
levels (Baybeck et al., 2011; Hindriks, 2012); local government officials are elected
directly by voters in democratic states. Information asymmetry leads to yardstick
competition. Some government officials would carry out rent-seeking activities, using
information asymmetry. Citizens vote only taking the officials of neighbor city as
reference object, so yardstick competition happened (Dubois and Paty, 2010). However,
in unitary government state as China, horizontal competition, the aim of which is
Promotion Tournament among local government officials rather than citizen’s votes, is
the major mode of local government competition (Ma, 2013). The entire government
system is considered as a decision maker when researching local government
competition:

HI. The entire government system is considered as a decision maker. It has
individual rational and individual value character.

H2 The research object of this paper is local government decision-making
competition rather than intergovernmental competition or competition within
local government.

From the aspect of competitive means

Along with the utilizing of game theory, information economics, the theory of
endogenous growth, the main means of local government competition are fiscal
expenditure (Baybeck et al, 2011), tax (Overesch and Rincke, 2011; Kiss, 2012),
yardstick competition (Dubois and Paty, 2010). However, in unitary government state
as China, researches on local government competition means mainly focus on “Xiongdi
competition” (Wang et al, 2010), fiscal decentralization (Fu, 2007; Feng, 2011),
viewpoints of industry organization (Feng, 2010), promotion tournament among
local government officials (Ma, 2013). On the basis of researches above, third
hypothesis are put forward:

H3. Means of local government decision-making competition are local governmental
administrative policies, fiscal expenditure and tax policy. In this paper, we
assume that fiscal expenditure is the main mean of competition, because that
fiscal expenditure is the main way of governmental administrative policies
and local government cannot decide tax rate which is decided by central
government.
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From the aspect of effect of local government competition

First, it promotes economic growth (Grassmueck and Shields, 2010; Fu and Qiao, 2011;
Fu and Zhu, 2013; Cheng, 2013); second, it causes macroeconomic fluctuation
(Guo and Zhao, 2012); third, it causes repeated construction of infrastructure, “feudal
economy” and local protectionism (De Paola and Scoppa, 2010; Wang, 2013; Yang et al,
2014); fourth, it leads to low efficiency of public goods supply (Holcombe and Williams,
2011; Liu, 2010). The fourth and fifth hypotheses:

H4. An entire local government system has two develop target: regional economic
development and increasing governmental performance. Central government
judges the performance of local government, depending on regional economic
development (Ma, 2013), because of the main reasons are the “principle-agent”
relationship between central government and local government and information
asymmetry. Thus, in this paper, we assume that the purpose of local
government 1Is to maximize regional economic utility.

Hb5. Utility function of local government is the Cobb-Douglas function (Li, 2010):

R= (- +mI)(N-nNY’, 0<o,p<1, 0<nm

N

1 1)

Causes and effects of local government decision-making competition
Causes of local government decision-making competition

In this paper, we put forward the basic analysis frame of government competition
about unitary government states, on the basis of competitive governments: an
Economic Theory of Politics and Public Finance and Government Competition; the
analysis Paradigm for the System Transformation of Powerful Countries (Herrmann-
Pillath, 1999). The internal mechanism of this analysis frame is seen in Figure 1. On the
basis of this analysis frame, three paths that cause local government decision-making
competition are put forward. The internal mechanism of these three paths is analyzed,
taking China’s new urbanization as an example.

(1) Path 1: new urbanization construction. New town construction is one of the
important aspects of new urbanization, and one of the most important factors of
new town construction is resource of construction fund. China’s new urbanization
programming 2014-2020 point out that government fiscal, government bonds and
government financing are the main sources of new town construction fund. The

Intergovernmental Central Local
competition government \L government

Government N L Principle-agent
- | Competition within local government
competition
/ Promotion tournament

Horizontal
competition —>| Local Local
= government government

| l

Economic development; livelihoods construction; public opinion; political ‘
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Figure 2.

The internal
mechanism that new
urbanization
construction drives
local government
decision-making
competition

Figure 3.

The internal
mechanism that
regional economic
development drives
local government
decision-making
competition

internal mechanism that new urbanization construction drives local government
decision-making competition is shown in Figure 2.

Government revenue and land finance are main sources of local government fiscal.
Because that local government cannot decide tax rate which is decided by central
government and local governments’ fiscal revenue through land sale had been paid
close attention to by central government. Zhou Xiaochuan (2013) considered that the
main source of infrastructure and municipal facilities construction fund could be
financial instruments, such as asset securitization, government financing. Li (2013)
considered that the main source of public goods construction fund could be local
government financing, local government bonds and private capital. We can see that
local government financing is the main source of new urbanization construction fund.
However, the main subject of new urbanization is China’s central and west regions
which lack of resource used to economic development, the economic development
extent of which is relatively backward. Thus, if wanted to attract more enterprise
investment, local government must give these enterprises some policy preferences
(Huang, 2005). In conclusion, local government decision-making competition would be
caused by new urbanization construction.

(2) Path 2: regional economic development. Local government decision-making
competition would be caused by the thing that local government develops regional
economic to increase governmental performance. The internal mechanism that regional
economic development drives local government decision-making competition is shown
in Figure 3.

At present, the main evaluation standard of official promotion is officials’
contribution to local economic growth (Liu, 2008). Thus, on the premise of promotion
tournament among local government officials, if local government officials wanted to
get promotion, local government officials must devote to develop local economy. Two
paths to develop local economy are enlarging original enterprises and establishing new
enterprises. And introducing FDI into the development of new enterprises mainly relies
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on local government’s policy support (Huang, 2005). Thus, local government decision-
making competition would be caused by regional economic development.

(3) Path 3: hLvelihoods construction. To establish the thought of people first,
livelihoods construction is the most aspect of new urbanization construction (New
urbanization programming 2014-2020, 2014). Because that promotion tournament
exists among local government officials (Chen and Liu, 2011), and livelihoods
construction is paid close attention to when central government evaluates official
performance (Chen and Zhu, 2014), local government decision-making competition
would be caused by livelihoods construction. The internal mechanism that
livelihoods construction drives local government decision-making competition is
shown in Figure 4.

In the process of urbanization in China, there are two different mechanisms driving
farmers entering city: “initiatively” and “passively.” “Initiatively” means that the
motivation of farmers entering city is initiative. Farmers choose to work and settle
down in city initiatively because of the superior material living conditions and
numerous employment opportunities in city. “Passively” is a “by-urbanization”
process. Some rural regions, the economic and social condition of which are immature,
are “pulled into” urbanization because of local government policy (Si and Meng, 2011).
Labor resources and competitive cost advantage would be increased when numerous
surplus rural labor appear because of “by-urbanization” and “image project.”
“By-urbanization” is a way local government used to increase governmental
performance, seeking quick benefits. In conclusion, local government decision-
making competition would be caused by livelihoods construction.

The effects

(1) Effects on economic development. In new urbanization process, local government
decision-making competition would be caused by promotion tournament among local
government officials and fiscal decentralization (Liu, 2008; Cheng, 2013). Because of
local government decision-making competition, the efficiency of market allocation of
resources is low, Pareto optimality cannot be achieved (Li, 2010). Because that local
government officials’ tenure is fixed, local government would carry out extension type
of development (the internal mechanism of this mode is to promote economic growth
through investment to obtain short-term excess earnings), which leads to local
government’s investment impulsion. Local government carries out discretion of macro-
control policies to restrain investment impulsion, resulting in economic fluctuation
(Guo and Zhao, 2012).

excellent development economic
o condition development
People initiatively
o to . .
g_ excellent living condition
city livelihoods
from construction
rural passively F‘ By-urbanization, image project .
\4

local government
decision-making
Competition

government performance, demographic dividend,
driving economic development
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The main subjects of new urbanization are small towns in the central and
west part of China. The economic industries in the regions are at the downstream
of industrial chain, are labor-intensive and resource-intensive industries. Because
of local government decision-making competition, regional economic structure
would become toward identity seriously (Wu and Wang, 2013; Luo and Zhang,
2013).

(2) Effects on government financing. Local government decision-making
competition leads to chaos of attracting outside investment competition and the
market financing order. In order to attract investment, many heavy energy-
consumption enterprise and high-pollution enterprise are invited (Xiong, 2008).
Because the negative influences of local government decision-making competition are
far greater than its positive influences, the efficiency of public goods supply is
subjected to serious threaten (Holcombe and Williams, 2011).

(3) Effects on land using. Because of local government decision-making
competition, especially “yardstick competition” (Dubois and Paty, 2010), local
government officials increase governmental performance competitively, city size is
enlarged, “By-urbanization” is serious (Si and Meng, 2011), arable land wasting is
serious and the efficiency of land intensive utilizing is low (Wang, 2010).

(4) Effects on public goods construction. In the new urbanization process, effects that
local government decision-making competition has on public goods supply and
infrastructure construction are especially obvious. Local governments would devote to
infrastructure construction and relative public goods supply, in order to develop local
economy and attract FDI (Zhang and Xu, 2004). Under fiscal decentralization, local
government decision-making competition changes local government budget, leading to
deviation of public expenditure (Pi and Wang, 2013). Because of local governments’
eager efforts to attract FDI and the lack of long-term and comprehensive planning,
infrastructure construction and relative public goods supply present a state
of chaos. Local government public expenditure presents a distorted structure
(Fu, 2007). On the one hand, local government decision-making competition leads to low
efficiency of infrastructure construction and public goods supply (Holcombe and
Williams, 2011). On the other hand, local government decision-making competition
leads to reconstruction of infrastructure and resource waste (Wang, 2013).

How to reduce the effects

According to discussion above, in the new urbanization process, local government
decision-making competition would affect the development of new urbanization,
especially the financing of new town construction, the regional economic utility,
the economic structure and the supply of public goods and so on. Thus, how to
avoid government decision-making competition and how to reduce the effects that
local government decision-making competition brings are crucial.

Model 1: how to avoid the local govermment decision-making competition

(1) Methodology. Prospect theory (Kahneman and Tversky, 1979) applies researches
that experimental psychology and cognitive psychology made on individual
decision-making psychology to the behavior economics, to research the process of
individual decision making. Compared with traditional rational choice theory, Prospect
theory, taking individual decision making in reality as the research object, unifying
the individual value feeling and rational decision making, can explain the actual
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decision-making mechanism and decision-making behavior of individual under the
condition of risk and uncertainty more accurately. Prospect theory is applied
In many areas, e.g. government management (Wang, 2011), investment decisions
making (Erner et al, 2013), driver’s behavior choice (Liu et al, 2012), multi-objective
decision making (Elhumnusrat and Koichi, 2012) and so on. Model 1, using prospect
theory and risk theory, studies how to avoid local government decision-making
competition.

(2) Variable definitions. x: the income of a government’s policy that is made for local
government decision-making competition; w: the income that without any
government’s policies which was made for local government decision-making
competition; p: the probability that government’s policy which is made for local
government decision-making competition did not exert an effect, otherwise, the
probability is 1—p; x+bx: the loss that government’s policy which is made for local
government decision-making competition dose not exert an effect; b: penalty coefficient
(including: government reputation, economic construction, attracting investment and
so on); v: value function in prospect theory; and w—xb: income of decision makers when
government’s policy which is made for local government decision-making competition
is invalid.

(3) Discussion. The programming of local government decision-making
competition:

Max F(x) = n(1 — p) v (x+w)+7(p) v (w — bx)
st F(x)>0,x=0 @

Define: y1 = w—xb, yo = w+x:

Max F(x) = n(1=p) v () +n(p) v (¥1)
st F(x)>0,x=0

The derivative of the implicit function of the programming:

dFE) _ CdFR) _

vy (P (1) Ay n(1—pW'( y2) @]

According to the existence theorem of implicit function:

@: (W' (y1)
dy;  n(1-pW'(y2)

where y; = w—xb, yo = w+x, that is, yo—y; = (1+b)x, define k= (1+b)x:

dy_ oo AE) e v’(m)(v”(yz) v”(h))
dy " A p B dn A D)\ () ()
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According to the absolute coefficient of risk aversion A(Y) = —V"(Y)/V'(Y), the
higher the numeric of A(Y) is, the more the decision-making subject averse risk:

(%) wp) von),

dy,  w(1-p) v,(yz)\—AO’z) +A01)) (7)

On the Dbasis of the concave-convex character of value function,
n(p) >0, wn(1-p)>0, v(y)>0, v (y)>0, the result is that A(y1), A(yo)
determine the numeric of (d(dy,/dy;))/dy

In the process of regional economic development, local government decision-making
competition will be avoided, when A(y-) is greater than A(y1):

OF(x)

5 = n(1=p)' (x +w)—br(p)v' (w—xb) ®)
agix) = n(1-pW' (x+w)—brn(p)' (w—xb) = 0 )]
r(1—p)' (x +w)—br(p)' (w—xb) = 0 (10)

The result is:
1_ ) oGy a

b mn(1-p)v' ()

According to H1 and regional economic growth, 1/ > (n(p)/n(1—p)), (' (1) /V'(¥2)) > 1,
Local government decision-making competition will be avoided when the formulation is
1/b = (n(p))/(n(1=p)).

To summary, there are two ways that can avoid local government decision-making
competition.

First: local government decision-making competition will be avoided, when the
numeric of penalty coefficient (b) is increased when the numeric of p is fixed. Increasing
the numeric of b means that, when a policy which is made for local government
decision-making competition is invalid, the policy increases negative effects on local
government.

Second: local government decision-making competition will be avoided, when fixing
the numeric of b and increasing the numeric of p, when the numeric of p is increased
when the numeric of b is fixed. The numeric of p can be increased through formulating
and promulgating relevant policies which aim at weakening the relationship between
attracting investment and government’s policy which was made for local government
decision-making competition by the central government.
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Model 2 how to reduce the effects caused by local government decision-making
competition

(1) Methodology. Cournot duopoly model (Cournot, 1838) is the most fundamental
model of oligarch theory analysis. There are three hypotheses in the Cournot duopoly
model: there are only two decision makers in one product market, there is no collusion
behavior between each other, and symmetry information. Cournot duopoly model is
used to resolve the problem how decision makers determine the optimal production to
maximize their utility. Cournot duopoly model is applied in many areas, e.g. the real
estate market competition (Kalashnikov ef al., 2012), the economic development model
(Wu et al, 2010), competitive advertising (Ahmed et al,, 1999) and so on. Model 2, using
Cournot duopoly model, explains how to reduce the effects brought by local
government decision-making competition.

(2) Variable definitions. A and B are two adjacent towns; R4 is the economic utility
function of A, Ry is the economic utility function of B, R = (1—-t)I+mI)* N-nN)’; tis the
tax rate of A, T is the tax rate of B; 74 is the capital rationing invested by A, 75 is
the capital rationing invested by B; I is enterprising-competition investment, it has
positive external effects, that is to say that the utility of both towns would increase
when this behavior occurs; N is protective-competition investment, it has negative
external effects, that is to say that the utility of one town would increase when it takes
this behavior, however, the utility of the other town would decrease; m is a parameter
used to measure the extent of positive external effect of a win-win behavior. If m was
greater (less), the positive external effect of a win-win behavior would be greater (less);
and n is a parameter used to measure the extent of negative external effects of
a self-interest behavior. If n was greater (less), the negative external effects of a
self-interest behavior would be greater (less);

(3) Discussion. When A and B make investment decisions, respectively, using
Cournot duopoly model, the programming function.

The programming function of A:

Max Ry = (1—t)(I4 +mlp)*(N4—nNp)’ 12
SEIA+NA<rg, 420Ny 20

The programming function of B:
Max Rg = 1=T)Ig+ml2)*(Ng—nN 4)° 3
st.Ig+Np<rpIlp=0,Ng=0

According to H1 and tax law that local tax rate is determined by central government in
China, the Lagrangian programming functions of A and B could be described as:

0= (1—t)I4+mlg)"(Na—nNg)’ + i(ra—I4—Ny)
0 = A=T)UI+ml )" (Np—nN o)’ + u(rs—I5—Np) (14)
ra=I4+Ny=rp=Ip+Np=r
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s_pe_ 0T gaw _ax_ PrmB
Ta=15= 2t frmp—no Na=Np = at ftmp—no a5
R* =R = R
B o—no ” B+mp b

When central government make decisions, the target of which is to maximize total
utility of A and B, the programming function could be described as:

Max R=R4+Rp 17
st. ra=rp<riy=0,Ip=0,Nys=>0,Np=>0 a9
& _q&_ % & & P
IA_]B_OH_ﬁr, NA_NB_oH_ﬂV (18)
R = A=t my) (- a—ny ' (19)
N o+ f o+ f

From the aspect of enterprising-competition:

@

@

(0I%)/(én) = (@IE) /(@n)(—apA+m)r)/(a+ p+mp—na)’) <0, define Z =
(—ap+m)r)/(o+ B+mp—na)’):

(02)/(0) = 0, a0 = ((1+m)/(1—n)), With the increasing of the numeric of
a, if o < ((1+m)/(1—n))p, then (62)/(0u) < 0; if o > (1+m)/(1—n))p, then
(0Z /0wm) > 0. It can be concluded that the numeric of Z decreases initially, but
then turns to increase, the rate of the numeric variation of ((0I%j)/(én)) =
((8I3)/(én)) increases initially, but then turns to decrease. With the increasing
of the numeric of g, if p<(1-n)/(14+m))x, then (6Z/0p) >0, if
> ((1—n)/(1+m))a, then (6Z/0p) < 0; it can be concluded that the numeric
of Z increases initially, but then turns to decrease; the rate of the numeric
variation of ((8%)/(dn)) = ((8l})/(én)) decreases initially, but then turns to
increase. The numerical simulation of the changing of ((0I%)/(én)) =
((eI3)/(én)) is shown in Figure 5.

(8r%)/(em) = (arE)/(ém) = (—ap(1—n)r)/((a+ p+mp—na)®) < 0, define Z =
(—op(L — n)r)/((oe+ B+mp—na)?).

(0Z/0x) =0, oo = ((14+m)/(1—n))p. With the increasing of the numeric of «, if
a < ((14+m)/(1—n))p, then (0Z/0w) <0; if oo > (1+m)/(1—n))p, then (6Z/0w) > 0.
It can be concluded that the numeric of Z decreases initially, but then turns to increase;
the rate of the numeric variation of (I%)/(ém) = (l})/(ém) increases initially, but
then turns to decrease. With the increasing the numeric of g, if f < ((1—n)/(1+m))a,
then (8Z/0p) > 0; if f > ((1—n)/(14+m))a, then (6Z/0f) < 0; it can be concluded that
the numeric of Z increases initially, but then turns to decrease; the rate of the numeric
variation of (6I%)/(6m) = (8l})/(6m) decreases initially, but then turns to increase.
The numerical simulation of the changing of (6I%)/(n) = (0l})/(én) is shown
in Figure 6.
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Third: when local government decision-making competition has had effects,
enterprising-investment is not related with n and m, but only related with a and g.
And with the increasing of the numeric of a, the decreasing rate of the utility of
enterprising-investment decreases initially, but then turns to increase; with the
increasing of the numeric of g, it initially increases, but then turns to decrease. Central
government will adjust the relationship between a and g in R = (1—t){+mI)*N—nNy’
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Figure 5.

The variation of
(0ry)/(@n) =
(2I3)/(@n)

Figure 6.

The variation of
(@ry)/(@em) =
(0rF,)/(6m)
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K (e.g. increasing the financial subsidy of enterprising-investment and tax rate of
445 protective-investment), which is wanted to be a = f(1+m)/(1-n).

Then the decreasing rate of utility of enterprising-investment would be slow, local
government would pass the initial period of competition and reduce the effect that local
government decision-making competition brings.

From the aspect of protective-competition:

(1) (8N%)/(@n) = (BNp)/(@n)) = ((xB(L+m)r)/(e+ B+mB—na)’)) > 0, define
Z = (a1 — nyr) /(a+ B+ mp—na)’):
(0Z /o) = 0, 0 = ((L+m))/(1—n))p, with the increasing of the numeric of
a, if o< ((14+m)/(1—n))f , then (8Z/0x) <0; if o> (14+m)/(1—n))p, then
(0Z /dw) > 0; it can be concluded that the numeric of Z decreases initially, but
then turns to increase; the rate of the numeric variation of ((6})/(6m)) =
((8I3)/(6m)) increases initially, but then turns to decrease. With the increasing
of the numeric of g, if p<(1-n)/(14+m))x, then (6Z/8p)>0; if
p > ((1—n)/(14+m))a, then (8Z/0p) < 0; it can be concluded that the numeric
of Z increases initially, but then turns to decrease; the rate of the numeric
variation of (6N7%)/(én) = (ON})/én) decreases initially, but then turns to
increase. The numerical simulation of the changing of (6N%)/(én) =
(6N})/(én) is shown in Figure 7.

@ (aN})/(6m) = (0Np)/(6m) = (2f(1—n)r)/((e+ B+mp—n2)*) >0,  define

Z = ((#p(1 = ) /((2+ B+mp—n2)*)):
(0Z/0x) =0, a = ((L4+m))/(1—n))p. With the increasing of the numeric of a, if
o < ((14+m)/(1—n))p, then (87 /dx) < 0; if o0 > ((1+m)/(1—n))p, then (62 /dx) > 0; it

0.000
0.003138
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Figure 7.
The variation of
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can be concluded that the numeric of Z decreases initially, but then turns to increase;
the rate of the numeric variation of (6N%)/(ém) = (6N7},)/(0m) increases initially, but
then turns to decrease. With the increasing of the numeric of S increases,
if f<(@-n)/Q+m))a, then (©0Z/0p)>0; if B> ((1-n)/1+m))a, then
(6Z/0p) < 0; it can be concluded that the numeric of Z increases initially, but then
turns to decrease; the rate of the numeric variation of (N%)/(6m) = (6N})/(6m)
decreases initially, but then turns to increase. The numerical simulation of the changing
of (6N)/(ém) = (8N})/(0m) is shown in Figure 8.

Fourth: when local government decision-making competition has had effects,
protective-investment is not related with n and m, but only related with « and .
And with the increasing of the numeric of a, the increasing rate of the utility
of enterprising-investment increases initially, but then turns to decrease,;
with the increasing of the numeric of g, it initially decreases, but then
turns to increase. Central government will adjust the relationship between
a and g in R=(1-HI+ml)*(N-nNy’ (e.g. increasing financial subsidy of
enterprising-investment and tax rate of protective-investment), which is wanted
to be a=p(1+m)/(1-n). Then the advantage of protective-investment would be
waken, the effects that local government decision-making competition brings would
be reduced.

Conclusions and implications

To conclude, in this paper, we first put forward three paths that cause local
government decision-making competition in the process of China’s new
urbanization: new urbanization construction, regional economic development,
livelihoods construction. Second, we analyze how to avoid local government
decision-making competition and how to reduce the effect brought by local

0.000

0.001043
0.002085
0.003128
0.004170
0.005213
0.006255
0.007298
0.008340

Note: Z =(0N,)/(ém)=(ONp)/(om)
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Figure 8.

The variation of
(@N7)/(@m) =
(ONT)/(om)
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government decision-making competition. The following two results are
concluded: first, when local government are making investment policies,
according to the function 1/b =[z(p)v’(y1))/[#(1—p)v’(y2)], central government can
restrain local government decision-making competition, through weakening
the effectiveness of local government protective-investment policy, improving the
degree of free market competition, increasing the penalty coefficient (b) to using
macro-policy. Second, after the happening of local government decision-making
competition, central government, using fiscal policy and tax policy, can regulate
the relationship between a an g (in the function R=(1-8{I+ml)*N-nNY).
When a = p(1+m)/(1-n), game equilibrium between two local governments can be
achieved, reducing the negative effects brought by local government decision-
making competition.

The primary reason that caused local government decision-making competition
1s promotion tournament among local government officials. And the promotion
tournament is caused primarily by China’s present performance evaluation
system of local officials, the key of which is economic development. Revising
index system and relative laws about performance evaluation of local government
officials could avoid local government decision-making competition directly to
some extent.

Many local governments fail to understand the conception of “urban
management” well (Huang, 2006), confuse urban management, the orientation of
which is political assignment, with urban management, the basis of which is market
competition mechanism, the orientation of which is breaking the regional
resource constraints reasonably and sustainable development strategy. They
misled the effective of government function utility. Making full sense of
“urban management” could avoid local government decision-making competition
effectively to some extent.

Research limitation and future research directions
Despite advantages above, this study does have some limitations:

(1) Unable to measure the local government decision-making competition degree.
Most researches about local government decision-making competition mainly
focus on effects and suggestions. However, there is not a unified metrics of the
degree of e local government decision-making competition yet, and its degree is
unable to be measured.

(2) In statistical terms, local government often tends not to count this part
of data, or they may not know how to do it. Therefore, the next
focus of this study is data statistics of local government decision-making
competition, and suggesting that related department should perfect this
statistical system.

(3) This study made qualitative theoretical analysis based on prospect theory
and game theory. Due to related data is unable to get, this paper can
only carry out numerical simulation without empirical analysis. Therefore,
the next focus is to made empirical analysis about local government
decision-making competition to perfect the theoretical results and this
research subject.
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