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Foreword
Zhou Ye-an, Zhang Bin, Ke Rongzhu and Ma Xiangjun

How can Economics Serve the Society

Some economists insist that economics is a construct of pure mathematical logic:
they can make deductions of reasonable explanation of a series of social and economic
phenomena on paper, even staying in the house and closing the door. However, more
economists recognize that what these people adhere to is just the * blackboard
economics” that Ronald Coase has criticized in earlier years. If economics could not face
the reality and fully reveal the social concern, what remains is meaningless
mathematical formula. Fortunately, most economists in China are not stuck with the
mud of blackboard economics, but have courage to face the complex social and economic
phenomena and try to reveal the vivid picture of China’s economy development using
their theories and methods.

The publications in major academic journals can reflect the thoughts of China’s
economists in the past few years. Although their research subjects are various, there are
still some similarities such as concerning about the most urgent issues in China
currently. Economists try to solve these problems using their theories, which is the
innate responsibility of China’s economists. That is to say, China’s economists must do
their best for the reform as born in the reforming era. The issues of inequality, govern-
ment and social governance, middle-income trap etc. are undoubtedly the most
prominent ones in the past few years, while China’s economists conducted in-depth and
detailed research on these issues in theory and produced many outstanding papers, from
which we select the representative ones to compile this series of book. What to be men-
tioned specially is, China’s economy was also greatly influenced by the global economic
downturn after 2008, which made the international trade fall to the bottom for a time.
As the global economy recovered from the trough, the issue of international trade
became to be the focus for economists once again. China’s economists made a lot of
research in the field of international trade over the past few years, therefore the topics of

international trade is added to show representative papers.



When we look at the authors of the representative papers. we find a trend for
China's economics. There are two important emerging features of the authors; First. it
is becoming normal for researchers returning from overseas and local researchers to
cooperate extensively, which is an inevitable result for the marriage between the sys-
tematic scientific knowledge/methods and local knowledge. Second. the cooperation
between young researchers and mature scholars is more and more extensive., as mature
scholars have rich scientific research experience and good theoretical intuition, while
young researchers have obvious advantages in techniques and energy, their cooperation
should improve the inheritance and development for China’s economics in the future., Of
course, when compiling this book, we also find some bad phenomena. Some returnees
made slight modification of their published paper in overseas journals and then published
them in domestic journals, this approach seems to facilitate the knowledge spread, how-
ever, in the globalization of today’s knowledge diffusion. it does not respect intellectual
property rights. therefore we cancelled these papers immediately.

When compiling Chinese Economics—2013. we were supported by top academic
journals including Social Sciences in China « Economic Research Journal , Management
World, China Economic Quarterly, The Journal of World Economy, World
Economic Papers and The Review of New Political Economy. Limited by the space,
some excellent papers are not selected. We would like to express our sincere regrets to
the authors and journals. Due to the large number of recommended papers in the field of
international trade, we decided to include the topics of international trade in this book.
At the same time. considering the expertise of our three executive editors, we invited
Dr.Ma Xiangjun who is from the University of International Business and Economics as
the executive editor in the topics of international trade. Special thanks are expressed to
Dr.Ma Xiangjun for his hard work. We also make special thanks to Dr.Song Feng and
Yang Xiaojing who wrote the foreword of English version and thanks to Mr. Yu Dazhang
from Unirule Institute of Economics, who are making great efforts for editing Chinese

Economics.

Introduction of Collected Papers

Based on the recommended papers by journal editors, each executive editor made
primary selections in their field of expertise, and then submitted the results to the other

three executive editors. These selected papers then went through peer review process.
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Finally there are 13 papers selected. In these papers, five are related to public policy,
two are related to macroeconomics, three are related to microeconomics and three are
related to international trade. We need to make two notes. First, as one of executive edi-
tors is the author of one selected paper, he did not participate the selection process. The
paper was selected by Dr.Ke Rongzhu. Second, two selected papers in the topics of
international trade share the same two authors. Considering that there are few high level
papers in this field, and the authors of the two papers are not completely the same, both

papers are also selected following the suggestion of Dr.Ma Xiangjun.
The Topics of Public Policies

The issue of inequality has been a worldwide problem that concerns economists.
This issue is increasingly salient in China that the effective governance of poverty is one
of Chinese economists’ most concerned problems. The personal income tax system is a
conventional method that has been widely adopted in the world so far. Does this system
promote equality after being implemented several years? Evaluation of this system is
rare until now. The paper by Xu Jianwei et al. uses the micro household survey data to
examine the income distribution effects of China’s personal income tax since 1997. The
results show that the distribution effects of personal income tax had been increasing
before 2006 but weakened after 2006. The authors believe that China has a higher level
of personal income tax progressivity and a lower average tax rate, which have led to a
limited role of personal income tax policies in the regulation of income distribution. This
study provides rich scientific evidence for improvement of personal income tax system in
the future. Nevertheless, there is room for improvement. As what Dr.Song Yang and
Dr.Lian Hongquan point out in the comments, the calculation of some index needs to be
discussed. Moreover, the production effect and the usage problem of personal income
tax are not included, which are indispensable elements for the evaluation of personal
income tax system.

Inequality is inevitably accompanied by poverty. While China’s economists have
done many researches on this phenomenon, the measurement of poverty is rarely dis-
cussed. The paper by Zhang Yuan et al. tries to fill this gap. Using a new method, this
paper decomposes poverty into components of chronic poverty and transient poverty.
Based on the panel data of peasant households during 1995—2005 of five provinces, this
paper finds that the decline in total poverty is mainly from the component of transient

poverty. The goal of anti-poverty should be the reduction of chronic poverty which can

3



only be achieved by improving the human capital, political capital and financial capital.
This study has great importance for the design of anti-poverty policy currently. Howev-
er, just as what Dr.Sun Wenkai points out in the comments, the decomposition method
needs to be further discussed. Particularly, the definition and measurement of chronic
poverty can be related to some core problems of policy design which are not clearly
presented.

The governance of inequality is not only a macro phenomenon, but more a micro
phenomenon, Micro economic organizations can affect the governance of income distribu-
tion and inequality, and the labor unions are the representatives of this kind. Wei Xiahai
et al. try to address this important problem and discuss the effect of labor unions on
labor income share and labor productivity from theoretical and empirical analysis. They
find that the labor unions enhance the wage rate and labor productivity of firms signifi-
cantly. However, labor productivity increases more than the wage rate, which leads to
the decline of labor income share. This conclusion is very interesting. But the inherent
mechanism of this conclusion is not addressed enough. Just as what Dr. Sun Jingwei
points out in the comments, the variables, regression method, interpretation of the
results and the treatment of endogeneity need to be further discussed.

Social security is another issue that related with inequality. Undoubtedly, social
security is an important system design of anti-poverty and inequality control, of which
health care is a very important part, on which there are rich research so far. Zhao
Shaoyang et al. choose the specific group—sandwich class—to analyze. The sandwich
class refers to urban employed or retired workers who are not insured because their em-
ployers reject or delay paying medical insurance premium. Based on a survey, this paper
finds that the sandwich class have worse health situation, receive less in-hospital serv-
ices, pay more hospital costs, and are easily depressed. The resulting social cost could
be increased. This research is very important since it makes us to pay attention to the
vulnerable groups that are easily overlooked by public policy, and contributes to impro-
ving the equality of public policy. Just as what Dr.LLu Fangwen points out, this paper
does not discuss the formation mechanism of sandwich class deeply, and need to be im-
proved in the regression method, correlation treatment and interpretation.

In the field of public policy, the behavior of local government is a hot topic which
has been abundantly researched. Employing a large cross-year survey data, Liu
Mingxing et al. make in-depth discussion about the assessment and incentive at county

and township, and inter-village level. The study finds that the evaluation weight of eco-
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nomic development and social stability is increasing while the evaluation weight of
increasing income of peasants is weakening. Compared with previous research, this
study reveals the problems of local government evaluation more profoundly. Inferred
from this study, the behavior of local government might not benefit the sustainable and
healthy development of local economy in the future. The paper does not use the complex
mathematical and econometric model, but still is a very valuable academic paper. How-
ever, the paper does not discuss the institutional foundation and social economic causes
that induce the change of focus of the assessment indicators, as well as the possible con-
sequences. As what Dr.Zhao Wenzhe points out in the comments, the overall analysis is

a bit superficial.
The Topics of Macroeconomics

Publications in 2013 witness a changing trend from conventional topics of macroeco-
nomics, to the topics that are in accord with realities in China. Zhang Derong explores
the driving forces of China’s economic growth starting from the middle-income trap. The
paper has several conclusions. First, many economies are caught in the “middle-income
trap”. Second, during the first stage of the growth, capital and labor are the major driv-
ing forces. In the next stage the growth engines should shift to the institutions and tech-
nology, otherwise, the economy will be locked in the middle-income trap. Third, gov-
ernmental governance is a key factor for switching economic growth engine. Fourth, by
international comparison, Chinese economy is facing the challenge of switching economic
growth engine. The only way to escape out of the middle-income trap is to rely on insti-
tutional reform and technology innovation.

In terms of structure, literature review and model choice, this paper is far from
perfect, but is chosen for two reasons. First, this subject is of great importance and
urgency at this moment. There are very few studies on China’s economic transition so
far. Second, current studies on China’s economic transition is still based on neoclassical
growth models and growth accounting framework, which is far from enough to under-
stand the long-term future of China’s economic growth and the challenges during the
transition process. This paper is a good starting to investigate the change of growth
engines mechanisms, which is worthy of encouraging.

Chen Yanbin et al. discuss the wealth inequality of households’ assets from the view
of macroeconomics. Based on the analysis of asset portfolio and consumption structure,

this paper builds up a Bewley model with two sectors and two products to study the



effects of China’s inflation on wealth inequality. The results show that as inflation rate
rises from 0 to 5%, wealth inequality will be intensified, and the percentage of net
wealth loss of poor urban households could be over 30 times as many as that of rich
urban households, and rural households suffer higher welfare loss than the urban coun-
terparts. Due to holding higher proportion of cash, the poor generally suffer more
wealth reduction and welfare loss. Futhermore, China’s inflation with structural charac-
teristic would further deteriorate consumption structure of high-Engel-Index
households, especially the rural and the poor, causing wealth reduction and higher wel-
fare loss.

This paper is chosen for two reasons. First, it contributes to the literature in
several aspects, including building up the model well suited for China’s condition, using
methodology insignificantly improved and showing consistence and completeness in logic.

Second, this paper deepened our understanding on the distribution effects of inflation.
The Topics of Microeconomics

In recent years, compared with other fields, the microeconomic field may be the
one that catches up with the research frontier of the world. The researchers not only at-
tach importance to conducting research on the realities of China, but also continue to
track and explore many forefront topics. The paper by Cai Guowei and Qian Jinbao is the
representative in this field. The classical gravity model in spatial economics may be
viewed as a reduced form to capture the interaction between the two economies, which is
a black box. The theory is to open the black box and provide some underlying economic
structure for the model. In other words, we need to provide a micro foundation of the
model. Cai and Qian’s paper is a successful attempt in this regard. The authors study
factor flows in both the supply and demand aspects. The demand function is derived
based on the consumer’s utility maximization, and the supply function is based on the
producer’s profit maximization. Then they construct market equilibrium, and thus
derive the factor mobility between the two economic regions. After simplification, they
can obtain the conventional equations that can be used for empirical testing. This paper
thus provides a theoretical explanation of the spatial autocorrelation in the literature.
The authors also use mainland China interprovincial migration data to test the implica-
tions of the model, and the results show the consistence of the model. The authors note
that this paper may contribute to some interesting question such as “border effect” or

“the missing part of globalization” and other phenomena. There are some challenging
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issues. both theoretical and empirical, needing to be further studied, for example, the
network effects of spatial competition. In-depth study of these issues will help to under-
stand and measure the complex interactions between economies. This is of great signifi-
cance, especially when China is at an important stage of urbanization and imbalance of
regional development.

In China, the issue of food safety has become one of the biggest concerns, from
both government and citizens. Basically. the root of the problem is that there is mis-
match between technology development and market expansion, leading to the distortion
of incentive and excessive opportunistic behavior. Here is a simple example. If the pro-
duction cost of the food additives(toxic) is high(due to production technology). people
can not use them and thus the market for the chemicals is small. Once the chemical
technology breakthroughs happen. the market will expand and the use of additives will
create huge profits. At this time, food safety issue becomes more serious as the market
expands. The information is not considered in the above analysis of technology. Gong
Qiang et al. study how the information disclosure or revelation can improve the efficiency
of food safety regulation. In general, to reverse the opportunity behavior due to the cost
advantage of using low quality material, we need that the returns to good reputation is
large enough, dominating the former, as the size of market increases. Under China’s
current situation, the dependence on government supervision may easily lead to “regula-
tory capture”, which makes the problem even worse. A reasonable information
revelation mechanism. even if it is implemented by third parties or non-governmental
organizations, may also help to reduce the information asymmetry and provide a good
return to reputable producer. and ultimately crowd out the low-quality products. The
paper also discusses some of the consequences of regulatory policies, including that price
controls may not promote welfare, and some means of regulation can correct market
failures due to asymmetric information. Although the modeling structure is not compli-
cated, the authors show their skills in applying the industrial organization theory to
study some interesting phenomena in China, which offers a good example for other Chi-
nese researcher to follow.

Over the past more than 20 years, experimental economics have made great pro-
gress, which provides a new approach for understanding of human behavior. One funda-
mental problem remains. i.e. how to understand the possibility of cooperation among
human beings. For example, how to solve problem of the under-investment in public

goods. given that individuals are guided by self-interest. Here, the existence of public
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goods is very general, in the sense that any good with positive externalities can more or
less be seen as a public good. The paper by Lian Hongquan et al. is an attempt in the
field of experimental economics by domestic scholars. The paper experimentally investi-
gates the impact of different punishment mechanisms on individual behavior. In theory,
the punishment is a double-edged sword. On one hand, the punishment can increase the
cost of default, making cooperation relatively profitable; on the other hand, the punish-
ment may lead to retaliation, thereby triggering more uncooperation, or even a chain
reaction. The fear of retaliation makes punisher pay too high a price to punish.
Moreover, if it is to punish those who think that the punishment is “inappropriate”,
then the possibility of retaliation is likely greater. Their experimental results show that
there is indeed some limitation of those punishment mechanisms, which indicates that
punishment alone cannot completely eliminate the uncooperative behavior. It is worth
thinking about to what extent the punishment is optimal. The optimal level is not only
based on rational cost-benefit analysis of economic agents, but also need to consider
individual’s other social preferences(for example, an individual self-image concern, fair-
ness concern, etc.). If the results of these experimental studies can be applied to some
important research areas such as criminal behavior, the impact of research may be sig-
nificant. Of course, as what the authors point out, this paper is only a first step. Many

experimental designs and theoretical problems have yet to be improved in the future.
The Topics of International Trade

Since 2008, confidence has been gradually established and taken place of the con-
cerns for international trade, which obviously affects the researchers in this field. Tian
Wei and Yu Miaojie test how trade liberalization affects export intensity from a unique
perspective. Using the micro-level production data and customs trade data of Chinese
manufacturing firms, they find that reducing intermediate input tariffs leads to a larger
share of exports in total sales. The paper develops a simple but clear model and conducts
careful and thorough empirical analysis. The authors use Heckman two-step procedure
and instrument variables to deal with the potential endogeneity problems. The results
are robust after considering the factors of processing trade, firms in transition, and pro-
ductivity changes. The potential problems that might create bias are that (1) imports
used in the paper include both intermediate imports and final imports and (2) that trans-
portation modes, which has similar effect as tariff on trade costs, are not controlled.

By employing the data of antidumping duties imposed by India on Chinese goods and



building on the protection for sales model presented by Grossman and Helpman in 1994,
Wang Xiaosong and Xie Shenxiang find that antidumping duties are significantly higher
when an industry is organized into a lobby. Furthermore, the authors find that Indian
trade deficit is positively related to antidumping duty significantly, implying that the In-
dian government is influenced by the lobby groups when imposing antidumping duties,
which lead to trade friction with another large trade country—China. The paper innova-
tively constructs the measurement indicator of whether an industry can be effectively
organized into a interest group. Although there are problems in the estimation strategies
and in the selection of explanatory variables and instrument variables, this paper
provides important policy implication,

Tian Wei et al. focus on the relations of demography and international trade. This
paper introduces the ratio of working-age labor in total population(working-age ratio)
into the gravity equation and finds that a 1% increase in exporters’ (importers’)
working-age ratio leads to at least a 3% (2%) increase in its exports(imports). This ex-
plains the correlation between the labor surplus and export-oriented development
strategy in the emerging developing countries. In the careful and thorough empirical
analysis, the authors control for multilateral resistance and deal with the endogeneity
problems using the PPML method, Heckman two-step procedure, and instrument vari-
ables. They also estimate how Chinese trade volumes will change if China experiences
the same demographic transition as in India or the U.S. However, since the industry-
level data are aggregated at the one-digit SITC level, there is not enough variation to
closely estimate the theoretical model. In addition, there are potential omitted variable

problems on the exporter-year(importer-year) dimension.
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