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Industrial Upgrading and Regional Coordinated

Development under Decentralization Governance

in China: Analysis of Incentive Incompatibility
and Select Preference of Local Governments

ZHANG Shao-jun', LIU Zhi-biao®

(1. School of Public Policy and Management s Tsinghua University s Beijing 100084, China ;
2. Center for the Yangtze Delta’s Socioeconomic Development ,

Nanjing University s Nanjing 210093, China)

Abstract: Regional coordinated development, as a way of industrial up-
grading in China,is of great importance in open economy. From the angle of
decentralization governance structure of public organizations in China, this
paper makes a systematic study on industrial upgrading and regional coordi-
nated development through a dynamic game model of complete information.
The result shows that the structure of decentralization governance which is
featured by fiscal decentralization and political promotion is incentive-incom-
patible, leading to local governments’ preference for split strategy. Then it
analyzes the effect of the change of market environment on the effort levels
of local governments by constructing a dualtask client-agency model. At
last, it puts forth some policy proposal in order to build a contract relation
with incentive compatibility among governments.

Key words: decentralization governance; industrial upgrading; region-

al coordinated development; incentive compatibility; local government
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