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Abstract

There has been 37 years since China implement “Reform and Opening” in
1978.During this time, China's economy has achieved steady growth of more than 30
years. But there have been many problem we have to rethink: income inequality,
serious environmental pollution, corruption, disorder of market rules, dislocation of
government functions.The reform, as pure as before, by demographic dividend,
resource consumption, the introduction of foreign capital and so on is obviously
difficult to realize the sustainable and healthy development of economy.“What will be
the Chinese system?”. “How to improve the system reform?”, such these problem
tigger a heated discussion. There are great difference between these opinions.Some
scholars support Chinese system, considering the rapid growth due to the advantage of
system in China. But some others think in another way. They consider the drawbacks
of system in China are too much. Especially, since the financial crisis occurred in the
U.S. and European Union, China’s export has a recession, which cause more
pessimistic attitude to the system and economic growth prospects. Even though, China
is still make the fastest growth in the whole world during the global economic
recession. Therefore, making clear the logic of economic growth in China under the
“New normal” mode, improving the construction of system, is the key to realize the
development in the long run.

The research of institution economics tells us the formation and structure of
system interelatesto its economic development stage. It makes no sense to talk about
system without its economic development stage. What is important is that the system
develops along with the change of economic development stage., which also reflects
production relations adapt to the development of productivity. On this way, the
adapation and flexibility of system is worth to study.

Since there has been more than 30 years of reform, how to evaluate the structure
of power and social preference adapt to the present stage of economic development
stage, namely social adaptability of system. Whether the system reform promote
economic growth on the point of system level, namely the flexibility of the
system.Whether the gradual reform called “Touch Stone Across The River”,

incremental reform and decentralization reform could support the sustainable growth
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in China. All the questions are worth to think about.

Reform has become difficulty and complicated in 2015. The presence of
financial crisis is not only due to decelerating of global economy,but also slowdown
of economy in China. Even though, China still get the fastest growth in the whole
world these days.The government treats the deepening of reform as the most
important national development strategy. The theory of reform outside system and
cost minimization reform in the past has not been able to adapt to the new stage of
economical development in China. So ,how to depict the inherent logic of
transformation growth? How to summarize the interaction between reform and
economic growth in China? Therefore, in the basis of theoretical logic of
institutional change, this article build the concept of “System Flexibility” which is
considered as the inner supporting conditions of the transitional economic growth.\We
use panel data from 29 province during 1998 to 2011to analyze the national and
regional trend of system flexibility. Furthermore, we use the indicator of system
flexibility to make a deep interpretation of economic growth, income gap and the
deepening of capital market from the institutional aspect.Our study findsthat the
effects of system flexibility on economic growth makes an inverted U trends, which
makes clear that there is strong relationship between system flexibility and rapid
growth in these 30 years. The decline of current economic growth actually reflects the
weakening of system flexibility and system dividend, which is connected with
stubbornness of interests body and deepening of social contradiction. On the other
hand, lags benhind of government reform and the dislocation of government
functionis the causes of imperfect reform. Government intervention in capital market
is also malpractice in the financial system, which drags economic efficiency. For the
purpose of comparability of index and assurance scientific and precise of argument,
we make a comparision betweenSystem Flexibilityand Marketization Index.

On the basis of analysis of system flexibility and economic growth, we make
further research on the influence of government intervention on capital market. We
found that the system structure of enterprises, government combine with capital
market is the system root causing capital market distortion.

Reform not only motivates the high-speed economic growth, but also changes
the interest distribution mechanism. The study found the system flexibility is not
“culprit” of income gap enlargement, but effectively alleviate the urban and rural

residents "Matthew effect”, which is "poorer and poorer, the rich get richer". Our
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study further found that market-oriented reform didn’t cause the income gap
enlargement. The evolution of economic vitality system and improvement of the
system of rights has a positive effect to improve income problem. The lagging
development of government reform is the realobstacles. In the capital market, the

system structure of “trinity” block the development in China.

Keywords: System flexibility; Income gap between urban and rural areas; Economic
growth; Deepening the capital market
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