
Why is infrastructure important?

Please vote!
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https://www.mentimeter.com/s/2c2547dc0fc37e355c29c387ee35f7d3/9d589e600db4


Transport infrastructure and 
regional economic growth: evidence 
from China 
(Hong et. al. 2001)

◦ Increase demand of goods and services
◦ Reduce travel time and save costs
◦ Increase the accessibility to distant 
markets and raw material

◦ Lower inventories and cut storage and 
maintenance costs

◦ Attract foreign direct investment and 
stimulate economic agglomeration
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Quantity and quality measurement of 
transport infrastructure between 1999-2008
(Hong et. al. 2011)
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Regional difference in 2007



Measurement of the impact
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Land and water transport 
contributes significantly to regional 
economic growth, while airway 
transport has insignificant impact

The square of the transport 
infrastructure variables
examine the nature of returns to scale of 
transport infrastructure.

The *** & -ve coefficient of the square 
of land transport=its effect is inversely 
related to its prior level.

The ** & +ve coefficient of the square 
of water transport and -ve coefficient of 
water transport=the relationship of 
water transport infrastructure & 
economic growth is U-shaped.

i.e. Land transport infrastructure 
contributed more to economic growth in 
provinces with poor land transport 
conditions, water infrastructure 
contributed +ve only after the scale 
exceeded a threshold level.
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Investment incentives 
(Bai and Qian 2010)
◦ Infrastructure may yield significant social returns 

but this does not guarantee that investors of 
infrastructure projects can get sufficient private 
return

◦ How can one provide incentives for private 
investment, as well as for public investment?

◦ What can you tell from the table below:
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Investment Incentives
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Investment Incentives (continued)
◦ Extra-budgetary funds was encouraged
◦ Separation of government and business function
◦ Introduce competition by breaking up the National 

Electric Power Corporation and among localities
◦ Market oriented commodity under the control of 

State-owned Asset Supervision and Administration 
Commission

◦ Considerable autonomy at provincial branches of the 
grid companies with collectively owned sister 
company engaging the side-line and related 
businesses 

◦ Lead to income inequality and over-investment
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Electricity (continued)
◦ Before 1978, highly centralized and under rigid state plan.  

No separation of government and business functions
◦ Despite of the high growth rates, electricity shortage was 

a severe problem due to misallocation
◦ Between 1978 and 2002, state plan was loosened.  

Government and business functions began to separate.  
Competition was limited

◦ 1985, investment in electricity generation from outside of 
the state budget was allowed.  Dual track system 
emerged. 

◦ 1987, provincial electric power corporation was set up 
parallel to the government bureau of electricity industry. 
Market was segmented
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Electricity (continued)
◦ 1997 the National Electric Power Corporation was 

established and lead to surplus of electricity
◦ 1998 Ministry of Electricity Industry was abolished 

and government functions was taken up by the 
State Economic and Trade Commission and made 
the wrong decision to suspend electricity 
generation for 3 years.

◦ 2002 separate electricity generation from its 
transmission and distribution as well as other 
businesses

◦ The number of players has increased: 2 
monopolistic transmission and distribution cos., 5 
generation cos,., 4 engineering and construction 
cos,. but the state still maintains a dominant 
position
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China’s infrastructure investment 
as a development strategy 
(Fukuyama 2018)

◦ “No country has ever gotten rich by just investing in public 
health…Infrastructure is desperately needed—people want 
roads, electricity and this is not being met by Western agencies”

◦ Chinese drivers:
◦ authoritarian advantage
◦ geopolitical positioning
◦ Over-productivity

◦ How these decisions and tradeoffs are being made
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Source: Constructing a New Global Order
Western and Chinese Infrastructure Development Abroad
https://www.csis.org/events/western-and-chinese-infrastructure-development-abroad
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Source: Constructing a New Global Order
Western and Chinese Infrastructure Development Abroad
https://www.csis.org/events/western-and-chinese-infrastructure-development-abroad



China’s infrastructure investment as a 
development strategy (Fukuyama 2018)
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https://gps.ucsd.edu/news-events/news/chinas-infrastructure-
investment-as-a-development-strategy.html (22:25-52:44)

https://gps.ucsd.edu/news-events/news/chinas-infrastructure-investment-as-a-development-strategy.html
https://gps.ucsd.edu/news-events/news/chinas-infrastructure-investment-as-a-development-strategy.html
https://gps.ucsd.edu/news-events/news/chinas-infrastructure-investment-as-a-development-strategy.html

