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The Choice of the Vertical Management and the Jurisdictional Management:

A Perspective on the Relationship between Governments and Firms
Yin Zhendong, Nie Huihua and Gui Lin

Abstract: Different administrative management systems chosen by the central government will
have different social and economic efficiency. From the perspective on the relationship between
governments and firms, this paper sets up a model of contract theory to compare the vertical
management institution and the jurisdictional management institution on approval of firms’
application. We find that, the vertical management institution is superior in achieving vetoing
the unqualified firms to the jurisdictional management institution, while the jurisdictional
management institution is superior in approving qualified firms to the vertical management
institution. Thus, when the regulatory authorities extort less from the firms, the vertical
management institution is superior to the jurisdictional management institution. At last, we
consider some extensions and give some policy advice on the reform of administrative
management systems.
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