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Foreword ¢ The Economic Boundary of

Government Power and Responsibility

From the point of economic view, government effects are control and reallo-
cation, Control means Macroeconomic control, which strives for comprehensive,
balanced and sustainable development under macroeconomy equilibrium. Realloca-
tion means let the people share in the benefit of economic development, which
strives for social harmony under welfare maximum of total society, What govern-
ment economics want to study and solve is the relationship of government and
market, and determine the boundary of government as “visible hand” and market
as “invisible hand” in economic and social activities. My book of “Government
Economics—A Perspective of the Boundary of ¢Visible Hand””, which wants to
research and explore the economic boundary of government power and responsibil-
ity in view of the combination of theory and practice, is a systemic exposition in
thinking the important issues these years.

The controversy of the relationship of government and market began as early
as capitalism productive relations in the bud and mercantilism mechanism appeared
500 years ago. In mercantilism mechanism, though market and business have

developed to a certain extent, there are two characters different from market
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economy: firstly, government strongly intervenes and dominates macroeconomy;
secondly, to accumulate more and more money is national macroeconomic control’s
target.

Commercial capital began to transform to industrial capital with the building
of national state in human history, as well as national intervention began to trans-
form to laissez-faire. Adam Smith’s “the wealth of nations” in 1776, sign of the
transformation. The book believes invisible hand’s effect in resource effective allo-
cation and points out that national economy will develop faster only in free and
well-off environment, and any national intervention may destroy macroeconomy.
Smith strongly suspects the function of nations and the motivation of govern-
ments. Based on such three free marketing economic factors as “selfish motiva-
tion, private enterprises and competitive market”, he defines three national mis-
sions; to improve the degree of division, to increase the amount of capital and to
improve capital purpose. In his opinion, the best way to increase national wealth
is giving economic activities complete freedom without any government interven-
tion. He also puts forward such three restricts on the obligation of government as
safeguarding national independence and security, safeguarding the unity of the na-
tion, building and maintaining some public projects and infrastructures., Market
should dominate entire economy as “invisible hand” while government should be-
come a night watcher. Smith’'s free market theory which prompted marketing
economy development has been prevailing in Europe hundreds of years.

Smith’s economic liberalism began to give place to Keynes’state intervention-
ism when world economic crisis boomed in 1930’s. In Keynes’opinion, market
mechanism, as an effective system which can safeguard personal freedom and
stimulate creativity, has its essential defects; only government mechanism can
correct market failure and maintain market economic order. To be brief, Keynes
deducts his theory in three stages: first, the shortcoming of economic liberalism is
unemployment; second, the reason of unemployment is effective demand lacking;
third, effective demand lacking is based on “three basic psychology factors”,
namely psychology consuming propensity, psychology agility preference and psy-
chology asset income prospect. Thereby, Keynes believes that government must

take measures to simulate consumption and increase invests to remedy the effective
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demand lacking in free market economy. Confirming market failure in existence
through macro economic analysis, Keynes’state interventionism composes the core
of west classic economic theories, and influences several generation economists till
1970’s. This period is called Keynes’ Time, and Keynes himself is called Father of
prosperity Post-World war II.

However, west economic crisis in 1970’s not only ended “ever-flourishing
golden time”, but appeared stagflation, which had never appeared in west eco-
nomic history. There was nothing Keynesianism can do about it. Expansionary
policy would exacerbate inflation, while restrictive policy would exacerbate eco-
nomic crisis, Economists began to suspect Keynes’ state interventionism, and
come back to free marketing economic system. New economic liberalism such as
new monetarism schools ( Friedman), supply-sides schools(Laffer), rational ex-
pectations schools(Wallace), property rights schools(Coase), new institutional
schools(Galbraith) and public choice schools (Buchanan) began to prevail. The
basic opinions of new economic liberalism are: first, the principle of “invisible
hand” of classic economics is right so far; second, it is only marketing system that
can allocate resources effectively, and other powers can not replace but destroy it;
third, though market mechanism has unconquerable defect, the only way to over-
come and correct market failure is property rights clarifying but not state interven-
tion; fourth, on the contrary, market failure is just the result of state interven-
tion, but not the result of market mechanism; fifth, government also has uncon-
querable defect namely “government failure” (or“public failure”) which believes
that all state interventions to economy are incorrect.

For a long time, especially since 1900’s, the conflict of intervention and non-
intervention is in existence in west economics theory, which is gradually develo-
ping and perfecting in answering and resolving the practice of world economic run-
ning. In recent decades, professor Stiglitz is famous as the representative of “eco-
nomics of intervention”, whose theories compose the base of modern government
economics.

Thereby, in my opinion, the tradeoff between market system and government
system lies on their up-to-date and historical performances, which is just the con-

clusion of Marxism economics. Now we can conclude the functional boundary of
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market system and government system from repeat practice and basic academic
demonstration: first and the most important is that the precondition of market
running is to clarify and protect property rights, which needs government to main-
tain it. Second, from the view of efficiency, government should offer public goods
and market should offer private products. State intervention may solve market
failure, but we should take cautious. On the one hand, it is possible that market
can correct its defect; on the other hand, government has its defect in practice.
Third, from the view of justice, if we are dissatisfied to the result of market spon-
taneous allocation and want to re-control it, government intervention must be con-
sidered. We should clarify the boundary of government system and market sys-
tem, and make the trade-off between them to solve economic problems in practice,
and fully exert each positive effect to realize social welfare maximization.

the core of government economics theory innovation is to study and solve the
economic boundary of government power and responsibility, and answer why,
how and what government intervenes on the premise of economic man hypothesis,
scare resources hypothesis and the protection of the right of personal intellectual
property hypothesis.

The question about why government intervenes. Because of market failure in
existence caused by incomplete market information or un-perfect market, govern-
ment intervention can realize comprehensive, balanced and sustainable develop-
ment under macroeconomy equilibrium and improve integer social welfare relying
on its universality and authority, which means that effective resources allocation
cannot realize without government intervention. This question relates to public
goods theory and public choice theory.

The question about how government intervenes. One is macroeconomy con-
trol, but we should not only overrate the result of direct control but also underrate
the ability of indirect control. Another is the offering of public goods, we must
distinguish two different interfaces of “government offer” and “government pro-
duce” in public goods supplying. Government itself may produce goods through
building enterprises, or purchase indirect goods namely “government offer”. The
third is reallocation among nation, enterprises and people to realize virtuous circle

of national economy. This question relates to optimized public finance theory, op-
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