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Theory of Government Regulation

(Abstract)

Government regulation as early as came from the natural mo-
nopoly industries related to people’s livelihood. It is linked to mar-
ket failure,when the market mechanism can not realize the alloca-
tion of resources efficiently, or when the market failure occurs, the
government would intervene in the allocation of resources by means
of controls to correct and improve the shortcomings of market
mechanism. Neo— classical economics believe that the market mech-
anism to function is based on the premise of certain conditions, the
market mechanism will be affected when these conditions are not
exsit. Information asymmetry, monopoly ,the negative externality
etc would bring about market failures, and this provided the pre-
conditions for the government regulatory intervention. Government
regulation and the functioning of the market mechanism is not a
simple sense of mutual substitution but a process of continuous ad-
justment of the dynamic changes.

Theoretically, government regulation is to max the total social
benefi,however, a large number of research literature shows that
the government controls did not meet the above objective. To make
matters better, government regulation not only failed to overcome
the market failures,but greatly increased the cost of consumer, en-

terprise and social. As in practice, the interest groups may be the
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consumer, and more likely to be regulated industries, producer,
stakeholders, as well as government themselves. For exmple, when
legislators and regulatory agencies to pursue their own interests to
maximize,certain special interest groups would be able to make the
Government to provide controls that benefit them through " cap-
tured" the legislators and regulators . At this time there will be
failure of government control. As the control is a balanced outcome
of multi—interest groups, the control result is the realization of the
interests of multi—interest groups.

The recent 30 years, economic deregulation movement of
western governments , some social issues like the health,safety and
environmental highlight the emergence of the reform movement of
the change of the focus of control. And the history of control is a
dynamic process of constantly changing of focus and the focus of
government behavior. Nevertheless, the book hold the point that
the strengthening of social control is in the affirmative,and unbend
the economic control should be careful. The present situation of our
country, the establishment of China's market economy has only just
begun. The prerequisite for building a market, the developmentof
the market itself, and market mechanism needed to improve. And
the environment matched with the market economy environment,
such as public awareness of the market, market culture, market
system, the market of legal protection and the market rules do not
establish. In this case, its very dangerous to follow the world trend
blindly, unbend the government’s controls on the economy, We
should vigorously develop social control to avoid taking the old
path , pollution first and then treating it, of Western countries .
And Combined with social development and economic integration of

the building.
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Different industries and areas have different characteristics.
Consider the difference of our industry and areas, we must be tar-
geted to carry out government control . Only in this way can maxi-

mize the total social benefits in practice.
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