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Abstract

Underground economy, a kind of prevalent economic phenome-
non both at home and abroad, which is characterized by negative in-
ternality and negative externality, must be regulated. Started from the
economic behavior of the subject of the underground economy, taken
principally the way of Marxian dialectic materialism and historic mate-
rialism, used for reference of the analytic methods from Morality Eco-
nomics, Behavioral Economics and Institutional Economics, this the-
sis studies the underground economy behavior and the trustworthiness
regulation by approaches of comparison, positivism and game.

The appearance of underground economy behavior has many cau-
ses and the lack of trustworthiness is an important one. This thesis
aims at exploring how to regulate the underground economy behavior
in terms of trustworthiness and offering references for government in
administrating the underground economy. The thesis therefore brings
the trustworthiness in ethics into the scope of the economics research,
studies as social regulation the trustworthiness regulation of the under-
ground economy behavi:)r, probes into the reason why the underground
economic behavior has been born from the viewpoint of economic be-
havior, explores the way of self — discipline and hetero - discipline in
regulating the underground economy behavior through trustworthiness
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Abstract

re — construction of economic subject as well as the mechanism of the
trustworthiness regulation for the underground economy behavior. The
thesis can be divided into seven chapters as follows.

Chapter I: Introduction. This chapter mainly presents signifi-
cance of the topic and purpose of the research, thinking way and ap-
proaches, literature summary of relevant theories as well as structure,
innovations and flaws in this thesis.

Chapter I1: The economic theoretical analysis of regulation. The
development and the evolution of regulation experienced the fragmen-
tary regulation practice in the laissez — fair period, the non — systemat-
ic regulation after great crisis, the deregulation and the economic theo-
1y of regulation, at the same time the regulation practice in China
transferred from the traditional planned system to the market system.
The regulation practice witnessed not only the process of intensification
to release but also the production of the economic theory of regulation.
The regulation is divided into the theory of economic regulation and
the theory of social regulation theoretically. The production of regula-
tion theory is resulted from demand and supply of the regulation. The
regulation subject actualizes the regulation through enactment of the
regulation institutions, introduction of the market mechanism and de-
sign of the incentive regulation mechanism.

Chapter III; The underground economy behavior and the trust-
worthiness regulation. The underground economy refers to the illegal
underground behavior which avoids governmental regulation, the un-
derground economy behavior which does not conform principles and
the self — dominant underground economy behavior from irregular
branch. These economic behaviors must be regulated distinctively due
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to they produce much more negative externality and internality when
the economic subject seeks the maximized economic interest. The
trustworthiness, namely honesty and credit, it is not only character-
ized by a long historic origin and differences from Sino - foreign un-
derstanding of meaning but also different presentations in so many cat-
egories as ethics, law and economics. The trustworthiness in econom-
ics can be defined as the economic subject abides subjectively by the
behavior rules of social economic manipulation and social moral and
value in course of economic activity, damages not the interest of other
trade subjects and social welfare, guides its economic behavior by
honesty standard publicly ~ recognized. The underground economy be-
havior is devoid of trustworthiness, breaking social morals, economic
rules, laws and principles. The trustworthiness regulation is an inevi-
table selection for the regulation of the underground economy behav-
ior. The trustworthiness is characterized by social regulation, which
belongs to social regulation in content. The trustworthiness is a sort of
social capital and it can exert net effect. The trustworthiness regula-
tion costs less in realization and it is a sort of long effective regulation
mechanism. All of the underground economy behaviors should attach
to the content of the trustworthiness regulation from the viewpoint of
object of the trustworthiness regulation.

Chapter IV The mechanism of the trustworthiness regulation for
the underground economy behavior. Four major elements of the trust-
worthiness regulation are the trustworthiness regulation power, the
trustworthiness regulation revelation, the trustworthiness regulation re-
striction, the trustworthiness regulation restoration, which shapes im-
petus mechanism, revelation mechanism, restriction mechanism and
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Abstract

restoration mechanism for the trustworthiness regulation. The trustwor-
thiness regulation starts and originates from the impetus mechanism,
carries into execution through the revelation mechanism, the restric-
tion mechanism is a condition to guarantee the trustworthiness regula-
tion operation normally, and the restoration mechanism is a guaranty
to improve efficiency of the trustworthiness regulation. The four mech-
anisms influence and restrict mutually and combine to be effective in
order to impose the trustworthiness regulation on the underground e-
conomy behavior. The incentive regulation is brought forth as a new i-
deas from the traditional regulation theory. Asymmetric information of
the underground economy behavior and contractual character of trust-
worthiness combine to determine the orientation of the incentive regu-
lation to the trustworthiness regulation of the underground economy be-
havior. Under the frame of principal — agent, through participation
constraint and incentive — compatibility constraint, the mechanism of
the incentive regulation is established to regulate the underground e-
conomy behavior. On condition of the governmental regulation, the
game pracess resulted from choice of the trustworthiness behavior by
trading parties and enterprises manifest that the governmental punish-
ment plays an important role in the trustworthiness regulation, and re-
veals the boundary of the trustworthiness regulation simultaneously,
explains the opportunity and strength of the trustworthiness regulation.

Chapter V: The path to the trustworthiness regulation for the un-
derground economy behavior. The path to the trustworthiness regula-
tion for the underground economy behavior is based on the construc-
tion of trustworthiness moral, depends on institution transfer and inno-
vation, guaranteed by the construction of the trustworthy legal system.
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The principle of the trustworthiness originates from requirement of the
honesty morality, and untrustworthiness roots in “moral vacuum”.
The principle rooted in the moral of the trustworthiness regulation re-
quires to shape trustworthy “economic man”, mold commercial trust-
worthiness, establish modern trustworthiness, hence, the trustworthi-
ness moral must pass transition from tradition to modernization. The
essential for the economic system transformation lies in the contracted
economic relationship. Incomplete contract led by incomplete informa-
tion, bounded rationality of covenanter and low cost to fulfill the con-
tract are combined to give birth to the underground economy behavior.
Institution inheritance constraint and incompleteness in prevalent re-
ward increase in course of institution transformation not only make the
untrustworthiness elements in the old institution engender inertia clin-
ging to the path of the institutional transformation but also make sticky
speed and trembling direction in the institutional transformation, form
long — termed institution vacancy and institution transformation resist-
ance, induce the economic subject’ s underground economy behavior
through the institution fault — seeking system. Therefore the under-
ground economy behavior must be regulated by means of the institution
innovation, improvement of the imperfect competition market and a-
mendment of the prevalent reward increase incompleteness. The insti-
tution arrangement to improve the incomplete market lies chiefly in
perfection of market rules, intensified revelation of information , gov-
ernmental regulation and mastery over market’ s scope and strength.
The institution arrangement to amend the incompleteness of the preva-
lent reward increase lies chiefly in claim and protection of property
right, regulation of governmental behavior and construction in corpo-
— 10 —



