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Regional Economic Development and Local Government Cooperation: Evidence from Gravity Model

Wang Fang Yu Sha Chen Shuo

[ Abstract | The literature rarely discusses China’s local governments’ cooperation on both economy and public service after
tax reform in 1994. This paper proposes that the regional difference of economic development is a significant
determinant of such cooperation, and uses provincial data from year 2000-2017 to test it with gravity model.
We find that reducing the economic development differences can significantly improve the cooperation on both
economy and public service, the former of which is mainly achieved by the increased initiative of the relatively
under developed provinces while the latter is through the increased initiative of the developed provinces. For
policy implication, our empirical analysis finds that transfer payments can enhance cooperation by reducing the

regional imbalance.
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