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ABSTRACT

This monograph concentrates its discussions on the issues of
how a government positioning itself in the market economy. The
author analyses the functions and power of the government under
the market economy from different aspects, such as the general
meaning of the state. the develdprnent processes of the market
economy- tbe recognition of the functions of the government in
economics. the requirements for the government to do under the
normal operation of the market economy. the specific characteristics
of the developing economy. the natures of social systems and the
defects of government organizations. The author also discusses the
positioning of the functions and powers of the Chinese Government
by combining the practice of reforms of the Chinese marketization.

The aim of this monograph is to expound what actions the
government may take subjectively and how it should behave in the
market economy, which is one of the basic theoretical issues to be
solved in the establishment of the market economic system. The
author also expects to offer some valuable theoretical evidence for the
Chinese Government to have a scientific definition of the functions
and powers of the Government in the process of establishing its
socialist market economic system.

This monograph consists of 8 chapters which are as follows:



Chaper one analyses the origin of the state together with the
formation and development of the functions and powers of the state.
First, the author sums up the state theories of Marxism and
Neoinstitutional Economists ( North) and analyses the origin and
essence of the state. Then be provides a general definition of the
functions and powers of the state and the influences of the
government behaviors on the models of economic development.

Chapter two discusses the behaviors of the government in the
process of the development of the market economy. The author
traces the historical evolution of the market system and investigates
the behaviors of the government in different processes of the market
system, such as in the process of development, diffusion and
consummation. From the historical angel, the writer shows us the
characteristics of the behaviors of the government in different
processes of development of the market economy.

Chapter three deals with what functions the government may
play in the economy in the light of various economic theories. It is
concluded that there are mainly three types of government: one is
regarded as a “night watcher” who governs by doing nothing; the
other is an active one who should do some interventions on the
process of economy; and the third one is a leading government who
is very active in the economy and promotes the development of the
economy.

Chapter four analyses the general functions and powers of the
government in the market economy. Having analyzed the
effectiveness and the defects of the “invisible hands” in the process

of adjustment of economy, the author puts forward his idea that



market economy is not an economy which is adjusted only by the
“invisible hands” but four coordination mechanisms, such as
market, enterprises, intermedium organizations and governments,
working together, on which the general functions and powers of the
government in the market economy are thus defined: to set up
regulations and keep order, to maintain macro economic stability, to
arrange supply of public goods and restrain the negative effects
outside the market, to adjust distribution of incomes and create
favorable international environment for economic development.

Chapter five discusses the special functions and powers of the
government in the developing economy. First, the writer analyses
the “effects of the late taking-off countries” and then emphasizes
that the government should act as a guide to the economy in order to
have a jumping development of the economy and -surpasses the
developed countries. After which, the author explains the special
meaning of the functions and powers of government through an
analysis of the success experiences and failure lessons in the economic
development from the late taking-off countries. Finally, the four
new functions of the government have been put forward which helps
the late taking-off countries to achieve the benefits of late
development. the four functions are: function of learning, breeding,
protecting and of making innovations.

Chapter six discusses the differences of government functions
between various social regimes, mainly on the special functions of
the government under the condition of socialist market economy.
First, the author makes a brief comparison of the differences

between socialist market economy and capitalist market economy and



those between the functions of the government under the two
systems. After that a further analysis is to show the compatibility
and the contradiction of the market economy between the two
different social systems. In the end the special economic functions
the socialist government is explained, that is the protection of state-
owned property right and the establishment of the effective operation
mechanism for the state-owned assets.

Chapter seven discusses government supply and government
failure. The author elaborates the concept of government failure by
analyzing the defects of the organizations of the .administrative
hierarchy. Then he analyses the causes of government failure on the
basis of reviewing the theory of public choice and of nonmarket
defects and concludes that the functions of the government are
limited (the government is un'able to offer unlimited supply), and
stresses that we should be wary of the so-called “government trap”.
Finally he proposes several measures to remedy government defects,
to prevent government failure and to increase the government
effective supply.

Chapter eight studies the establishment of the Chinese socialist
market economy and the positioning of the functions and powers of
the government. In the first place, it analyzes the objective
necessity of the choice of socialism and the development of the
market economy as well as the special stipularity of the market
economy in the primary stage of socialism. Secondly, it discusses the
overall function. the management models and the main functions
and power of the government in the initial phrase of the market

economy. In the end, by combining the practice of reforms of the



Chinese marketization, the author approaches four important issues
with theoretical and practical meanings. They are: the relationship
among the government, the market and enterprises; the reforms of
the structure of ownership and the reforms of the state-owned
economy; the external conditions for the government to effectively
fulfill its functions; and prevention and restraint of the government

defects as well as government failure.
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