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“China Miracle” and “China Puzzle” 

 The Chinese economy has grown at double digits 
on average for the past 30 years. – a “China 
Miracle” 

 However, this economic growth is achieved 
without good institution. 

 How to understand this “China Puzzle”? 
 Is it a puzzle? 
 How did Chinese firms grow in such an 

institutional environment? 
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Understanding the “China Puzzle” 

 How puzzling is this? 
 Not much a puzzle 
 Together with the rapid economic growth, the 

institution of China has also improved 
 Evidence that good institutional development 

promotes economic growth in China 
 e.g., Du, Lu, and Tao (JCE forthcoming) find that 

good institutions promote regional economic 
development in China by attracting more FDIs; 

 Zhang, Wang, and Qu (2012, CER) 

 
 

3 



Zhang, Wang, and Qu (2012)’s Research 
on Banking in China 
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Zhang, Wang, and Qu (2012)’s Research on Banking 
in China 

 Legal environment may affect the operation and  
performance of banks (Cole and Turk-Ariss, 2008; 
Houston et al. 2010; Berger and Udell, 2006; Qian 
and Strahan, 2007; Demirguc-Kunt et al., 2003)  

  Variation in institutional and legal environments 
within a particular country may be important in 
affecting economic outcomes (Berkowitz and Clay, 
2006; Laeven and Woodruff, 2007; Acemoglu and 
Dell, 2009) 
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Regional Variation in Law Enforcement 
within China 

 China is a big country with great regional 
variation 

 Although China is a centralized country so that the 
laws on book are highly uniform across regions, 
the quality of law enforcement varies significantly 
across provinces 

 Such difference in law enforcement could affect 
economic outcome in the region both directly and 
indirectly 



Measure of Legal Environment 

 Data from Market Development Report of Fan, Wang and 
Zhu (2000, 2004, 2006, 2010): 
 An index that measures the development of 

market intermediaries and legal environment   
 the efficiency of law enforcement 
 the protection of intellectual property rights 
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Within-country Studies 

 Questions related to the importance of legal 
institutions “will be almost impossible to answer 
with cross-country data alone, and micro data 
investigations, for example, exploiting differences 
in regulations across markets and regions appear 
to be a most promising avenue” (Acemoglu, 2005, 
p. 1045) 
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Main Findings of Zhang, Wang, and Qu 
(2012) 

 The performance of Chinese banks, as measured by 
bank efficiency, is heavily influenced by the legal 
environment in the region.  
 More developed market intermediaries, higher efficiency in 

the legal system, and better protection of intellectual 
property right are associated with a higher level of 
efficiency among these banks. 
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Firm Growth in Chinese Institutional 
Environment 

 Despite the improvement in recent years, the 
Chinese institution is still relatively poorly 
developed when compared to advanced economies 
and some developing countries. 

 How did Chinese firms grow in such an 
environment? 
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Firm Growth in Chinese Institutional 
Environment 

1. International trade 
 Taking advantage of the trade liberalization and  

promotion policies of China (e.g., tax benefits, more 
efficient processing of financing request and custom 
clearance) 

 Trade with foreign countries with good institutions such 
as US and Europe 

 Some firms specialize on foreign markets rather than 
the vast domestic market (poor protection of intellectual 
property rights, poor contract protection, regional bias 
of local courts, etc.) 
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Firm Growth in Chinese Institutional 
Environment 

2. Informal institution and culture 
 Social trust: E.g., the Wenzhou model 
 Traditional Chinese culture 
 Other informal institutions 
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Firm Growth in Chinese Institutional 
Environment 

3. Setting up special relations with the government 
 Participating in the social project of the region 
 Lobbying,  etc. 
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Firm Growth in Chinese Institutional 
Environment 

4. The role of SOEs 
 Internalizing transactions by vertical integrations and 

other M&As (rapid expansion of the largest SOEs in 
recent years, e.g., CMG) with the support of state-
owned banks and government 

 The ability to affect local institutions 
 The ranking system of SOEs has important 

implications on its relation with the government and 
determines how much government support it can 
obtain, especially when there is a legal dispute 
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   Thank you! 
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