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Coincidence or Inevitability? Restudy of the Economic Growth Difference between Regions
Based on the Development of Second Board Market
WANG De+a' CHEN Yong® XU Li-min'
(1. Fudan University Shanghai 200433 China;
2. Institute of Finance and Banking CASS Beijing 100732 China)

Abstract: This paper researches on the effect of China Second Board Market on the economic growth difference
between regions and properly drawn conclusion that the development of Second Board Market reduces the differ—
ence. In this paper we observe that the economic growth difference between regions has been enlarged before 2004
while diminished since 2006 during which time period the Second Board Market has been just started. This phe—
nomenon just happens coincidently or there is some inevitable connection between these two things? This is what
this paper concerns.

First of all we review the related papers on the economic growth between regions and know that most papers
have researched the difference change of 1980s and 1990s only one paper talk about the difference change from
2004 to 2006. Meanwhile all these papers have not research this topic from the aspect of stock market. Thus this
paper has its own meaning in some degree. But how do we answer this question?

Theoretically we prove that the Second Board Market has the potential ability reducing the economic growth
difference between regions with the basic thought from AHM model ( 2005) and MLL model (2010) . As a part of
financial market the development of Second Board Market can promote development of financial market which al-
ways can affect production activities positively by every means especially in the way improving the information dis—
symmetry problem. Due to this improvement the firms depreciated incorrectly now can finance more capital and
grow faster than before. A lot of these firms are located in mid-west areas. Therefore the development of Second
Board Market maybe promote the middle and west areas more by which it reduces the growth difference between
regions.

The latter part of this paper answers this question by empirical model. Firstly we set the measurements of Sec—
ond Board Market and the difference between regions then we discuss the correlation between these two variables
and find that these two variables have negative correlation. By testing the non-Granger Casualty test the one way
casualty from Second Board Market to diminishing of the growth difference is proved. After that step we achieve
the long—-term relationship between these two variables with Bounds Testing Approach and ARDL model. All these
empirical tests support the theoretical results.

But what is mechanism of this result? We take a try to explain this in a way of the capital relocation with pro—
vincial panel data. Apparently since 2005 the fixed asset investment rate in the mid-west area is higher than east
china so is the growth rate. Therefore the growth difference between regions diminishes.

All these steps basically support the conclusion that the development of Second Board Market reduces the eco—
nomic growth difference. But in later research we need focus more on details in provincial economic structures
which is totally worthy of explain this question completely.

Key Words: second board market; economy growth; regional difference
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