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Taking into account the fact that the PRC’s economic system has undergone significant 
changes since its reform and opening up, especially the establishment of a market-oriented 
economic system after the 1990s, we choose samples between 1991 and 2005, with the 
time interval of three years, i.e., 1991–1993, 1994–1996, 1997–1999, 2000–2002, and 
2003–2005. We choose the explanatory variable’s value in the beginning year of the periods 
rather than average value in three years to overcome the problem of endogeneity. Due to 
data deficiency of Chongqing, we merge the data of Chongqing and Sichuan and thus get 
the panel data of 30 provinces.  

Now we will conduct the regression analysis. First, we have to perform the Hausman test to 
choose between a fixed effects model and a random effects model. Also, we have to deal 
with autocorrelation in residual errors due to the fact that autocorrelation usually exists in 
time series economic data. Table 5 reports the results assuming autocorrelation and no 
autocorrelation in residual errors. Based on the model results, we choose a fixed effects 
model with disturbance term AR(1) (i.e., assume itε in equation 2 satisfies 1it t tvε ρε −= + , 

where ( ) 0tE v = , 2 2( )t vE v σ= ),8 that is Model I in Table 5. 

Table 5. Regression Results of the PRC’s Regional Economic Growth (1991–2005) 

 Model I Model II 
Constant 0.572 (5.66) * * * 0.351(4.51)* * *    

0ln( )y  -0.087 (-4.3) * * * -0.048 (-3.50) * * * 
Inv 0.072 (2.94) * * * 0.074 (2.76) * * * 
Edu 0.140 (2.07) * * 0.090 (1.27)    
Soe -0.049 (-2.34) * *  -0.030 (-1.44)    
Train 2.988 (2.87) * * * 2.985 (2.74) * * *  
Gov 0.117 (1.94) * *   0.159 (2.53) * *    
Urban 0.128 (2.05) * *  -0.040 (-0.59)    
Samples 120    150    

Model Fixed effects model with AR(1)  Fixed effects model without 
AR(1) 

Hausman value 44.91[ 2 (7)χ ]   80.98 [ 2 (7)χ ]   
R-Square 0.376   0.293   

Note: T-statistics are included in parentheses; *, **, and *** indicate significance at 10%, 5%, and 1% levels, 
respectively. 

Source: Authors’ calculation. 

The results presented in Table 5.5 can shed light on the effects of the above factors on 
regional economic growth and thus have important policy implications for reducing regional 
disparities. Based on the regression results, the following key observations should be 
considered in efforts to form such policies. 

1. Fixed investment rate is an important factor driving regional economic growth in 
the PRC. An increase of one percentage point of fixed investment rate in the beginning year 
of the time intervals will lead to a rise of 0.072 percentage points in average economic 
growth rate during the whole time interval. This figure is similar to the estimation of 0.073 
percentage points by Cai et al. (2002) but lower than the estimation of 0.2–0.35 percentage 
points by Demurger (2001). The PRC’s relatively high fixed investment rate can exercise an 
important influence on regional economic growth. The regional fixed investment rate in the 
PRC is not completely endogenously determined. Local governments can affect the 
investment decisions of enterprises to some extent and national policies can influence 
regional distribution of investment (including FDI).  

                                                 
8 As for testing autocorrelation, Stata software provides two indexes: modified Bhargava et al. D-W and Baltagi-

Wu LBI (locally best invariant). 


