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The Target Driven Mechanism and Empirical Testing of Local Economic Growth

Cui Lin Zhou Fangwei

Li Junlin

Abstract: Setting economic growth target is a typical way for local economy development. Analyzing the intrinsic mechanism of
target—driven growth is important to promote the economy to achieve effective quality improvement and reasonable quantitative
growth. By constructing and solving the target incentive contract of “higher level government (principal) — lower level government
(agent)”, it is found that the incentive effect of the target depends on the relative benefit of the agent to accomplish the target. If
the relative benefit is high, the agent’s effort increases with the rise of the target; if the relative benefit decreases, keeping the
high target will instead crowd out the agent’s effort, and the rational principal should adjust the target downward appropriately.
The empirical analysis of city level economic growth target data (2003—2020) provides evidence for the theoretical model. It is
found that targets can lead economic growth. Taking the issuance of the document by the Organization Department of the CPC
Central Committee in 2013 to weaken GDP assessment as the time point, it is also found that the local government will adjust the
target downward appropriately when the incentive intensity of the growth target declines.

Key Words: Target; Economic Growth; Incentive
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