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Why Chinese Cadres Improve Physical
Infrastructure: Modeling the

Incentive Mechanism
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Abstract This paper models the hierarchical political incentive mechanism between local
and central governments in China in order to explain the performances of local governments in
improving the physical infrastructures. First, we develop a neo-classical dynamic growth
model by introducing the mechanism of absolute performance appraisal, and the results indi-
cate that the incentive mechanism is a driving force to expanding investment on local infra-
structures. After that, we make some extensions to the hypothesis of absolute performance
appraisal. These extensions include review of relative performance appraisal; ex post promo-
tion and punishment, and ex ante expectation; risk preferences and the probability of promo-
tion under the promotion incentive mechanism; division of homogeneous risk and heterogene-
ous risk, etc. Depending on these extensions, we refresh our conclusions about the relation-
ship between government actions and infrastructures investments.
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