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Government Opportunism and Growth of Private Firms

Zhao Shiyong

(Institute of Economics, Chinese Academy of Social Sciences)

Abstract: Government-firm relationship is a very important topic in transition economies. Based
on the examination of large sums of cases occurred during China’s transition, the paper pointed
out that government’s opportunistic behavior has become a major obstacle to China’s private firm
growth. By using the analytical tools of game theory, we studied the relationship between
government’s opportunism and growth of private firms in China’s transition. We found that
government’s opportunism made it impossible to realize a lot of investment opportunities, and it
also resulted in firm’s corruption. On through establishing effective rule of law can the survival
and development environment of private firms be fundamentally improved; while effective rule of
law can not only safeguard the justice of the society, but also ensures the efficiency of economic
activities. Moreover, we also discovered that effective rule of law plays a deterrent role to a certain
degree due to its long-run incentive effect. While rule of law is a fundamental factor of a country’s
market economic system, it would be too naive to expect it to realize overnight; this implies that
government’s opportunistic behavior and corruption will exist in the transition period for a long
time and the improvement of growth environment of private firms will also be a long-run issue.

Key words: Government Opportunistic Behavior; Private Firms; Rule of Law
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