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Research on the Coordination of the Government and Market
Institutional Innovation Against the Background of Digital Economy

REN Bao-ping', SUN Yi-xin’

(1. School of Digital Economy and Management, Nanjing University, Suzhou 215163, China;
2. Western China Economic Development Research Institute, Northwest University, Xi’an 710127, China)

Summary: The development of digital economy reshapes the relationship between the government and the market,
requiring innovation in both institution. However, the traditional economic theory has not reached an agreement on the role
of government and market in balancing fairness and efficiency. The market and the government’s adoption lags behind the
development of China’s digital economy, causing an imbalance. The two need to establish a new equilibrium.

This paper theoretically analyzes the relationship between the government and the market under the digital economy’s
background. The rapid development of digital economy has affected the traditional economic development model, and the
relative shortage of institutional supply has caused gradual imbalance from the original institutional equilibrium. Regarding
the government institutional innovation, the development of the digital economy has led to the transformation of the
government’s role from management to service, which is crucial for modern governance systems and governance capacity.
It is necessary to promote the gradual transformation of government functions through the transformation of government roles
and the change of government functions. Regarding the market institutional innovation, the motivation of market players to
pursue profits has not changed in the context of digital economy. Due to the change of the relationship between market
players” income and innovation, replacing the income, the incentive of innovation has become the result of market
institutional innovation. Because of the market components’ changes, sufficient incentives have prompted people to pursue
new economic benefits, bringing about more innovative activities, thus promoting the economic and social development.

Compared with previous studies, this paper expands research in government institutional innovation and market institutional
innovation. The government institutional innovation is mainly reflected in the transformation of the government role and the change
of the government function. Digital technology enhances the governance capacity and efficiency of the government, the accuracy
of government decision - making, operational efficiency, investment efficiency and optimize human resource allocation. The
market institutional innovation focuses on innovation rather than income. Digital economy reshapes the market competition
mechanism, resource allocation mechanism, data element confirmation mechanism and producer reputation mechanism,
prompting the market to generate new potential revenue, giving impetus to institutional innovation. The cost of institutional
arrangements in the old market has changed, providing incentives for institutional innovation. By reshaping the competition
mechanism of the market from the micro level, innovation has replaced price as the main rule of competition.

This paper provides a theoretical basis for building digital China and prompting the partnership between government
and market during the development of digital economy. It can guide targeted policy support and better inform for the
combination of the government and the market, including the construction of digital China under the development of the
digital economy.

Key words: digital economy; the government; the market; institutional innovation; digital technology
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