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Abstract i

China: the Study of Market Failure
and Governmental Regulation
( Abstract)

This study is made up of ten chapters, which can be divided into
fwve parts. The first part, namely, introduction, reviews and summari-
zes the general theories and experience of the relationships between the
nation and market and between the government and enterprises, analy-
zes the relationship between the two kinds of transformations in China,
and demarcates the basic concepts and construction arrangements in this
study. The second part classifies and studies the current theories of mar-
ket failure and regulation, puts forward the author s viewpoints that
make a theoretical basis and offer methods for the following positive a-
nalysis. The third part, the focus of this study, consists of six chapters,
which makes positive analysis of the features, manifestation and origins
of market failure and governmental regulations since reform and open-
ing so as to offer some policy suggestions concerning system reform of
regulation in China. The forth part introduces the regulation systems in
developed countries of market economy , from which useful lessons can be
drawn for China. The last part discusses system reform of China gov-
ernmental regulation and puts forward some policy suggestions of this

study , which contains the following important viewpoints :



il China :the Study of Market Failure and Governmental Regulation

1. As for the relationship between nation and market, we hold that
the most important source of momentum for economic development in a
country or an area comes from nongovernmental domain but not the
government. However, the efficient exertion of nongovernmental momen-
tum for economic development cannot go without the governmental func-
tions in protecting property right, maintaining the stability of the macro
— economy, offering public goods with positive externalities, perfecting
market order and promoting market competition , the exertion of which
also presuppose an honest and efficient governmental system and organi-
zation.

2. One important theoretical innovation of this study is to analyze
market failure of internality by means of property right, but not tradi-
tional theories of asymmetric information, on the basis of which we try
to put internality and externality into the same theory framework to con-
struct a consolidated theoretical basis for social regulation. The basic i-
deas are as follows : _

(1) From the viewpoint of property right, internality is the wealth
or rents that have been put in the public domain without being complete-
ly demarcated. Those transactors with advantage in information cer-
tainly will seize valuable resources in the public domain excessively be-
fore the marginal cost of seizing equals to the marginal return, hereby
encroaching upon the interests of other transactors — bringing other
transactors additional un - priced cost.

(2) Any transaction is a process of redemarcation of property right.
Therefore, as long as the transaction can be repeated, each party of the
transaction has the access to public wealth in the public domain under

its respective restriction terms, thus making property right game come to
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some equilibrium point where the property right is fully demarcated. An
inference is that governmental regulation is not necessarily required for
internalities in repeatable transactions. Only when one party counts on
its superiority in information to seize the wealth in public domain and
does great harm to the other party of the transaction, and the property
right of the harm cannot be fully demarcated through repeating transac-
tions for too much cost , it is necessary for the government to regulate the
internality to decrease the cost of demarcating properties fully.

(3) Fully demarcation of property right refers to the level of demar-
cation when both parties of transaction come to equilibrium in seizing
wealth in public domain under restraints on established technology , in-
stitution , knowledge and preference, etc. It also refers to the " equilibri-
um point of property right game" under giving restraints. From the
viewpoint of efficiency, full demarcation of property right means the op-
timum resource allocation under giving terms.

(4) Both externality and internality are resulted from harms to or
overflows of righis due to difficulty in fully and clearly property right de-
marcation. Therefore, the difference between externality and internality
is only superficial, and they are in nature of the same problem of prop-
erty right.

3. Since internality and externality involve harms to other$ rights,
the author holds that, when regulating externality and internality,
comparison and balance should be done between cost of production infor-
mation and cost of inefficient transactions, so as to decide whether legal
regulation or administrative regulation is to be adopted. However, un-
der the current social environment for the legal system, administrative

regulation has to be more often adopted.
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4. There are two basic tasks that have to be done in the regulation
reform of natural monopoly industries in China. One is to reform the
system of unification of enterprises and governmental function, and
break up the direct relation of interests between the regulators and the
enterprises to be regulated, enabling regulating organizations to exercise
their functions detachedly , strengthening and consummating the regula-
tion and supervision to the regulators. The other is to accelerate the un-
bracing of regulation to non — natural monopoly businesses. After this,
the reform on regulation should focus on both on unbracing and
strengthening of regulation. At the same time, anti - trust policies will
be required to ensure fair and rational market competitions.

5. In our country, the factors that cause internality and externali-
ty and the regulation failure on them are more of the development and
transformation in China, besides some general factors universally exist-
ing in other couniries of market economy. The rapid development of one
country§ economy in principle has to undergo a process of " primitive ac-
cumulation of capital” which can only be displayed in modern times in
some other forms, such as effect of first getting rich by means of dishon-
esty and immorality, overnight rich effect by means of injuring others”
and public interest, the scale effect of low consumption group in China
and so on, all of which contribute to a more severe market failure in
China. Meanwhile, in China, the problem of insufficiency and asym-
metry of information is more serious, and legal and moral standardiza-
tion is scarcer than in developed countries. Then there are some factors
of system in transformation , which chiefly exhibit in origin in the effect
of protectionism for interests of various sectors and regions on market

failure and regulation failure. Besides, there are factors in the transi-
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tion of progressive reform, such as harmonious relations between all gov-
ernmental functions have not yet been achieved, and the co — existence
of overlapping and shortage of regulation organizations.

6. As for the reform of natural monopoly industries, firstly, it is
necessary to re — demarcate functions of regulation institutions in order
to separate functions of regulation institutions from management func-
tion of state property. Secondly, business of natural monopoly and that
of non — natural monopoly should be segregated so as to achieve efficient
competition of natural monopoly. Thirdly, legislation practice relying
chiefly on trades and departments should be altered and neotype of legal
system of natural monopoly regulation should be established. Finally,
the price system in natural monopoly indusiries should be reformed to a-
chieve legalization of price regulation.

7. In order to better exert governmental function of social regula-
tion, administrative regulation organizations should be awarded quasi
— legislative power. At the same time, administrative procedure act
should be made as soon as possible to make sure of the fairness and ra-
tionality of regulations. On the other hand, based on current resources,
we should make full use of and integrate the existing resources of ad-
ministrative regulation, while innovations in regulation should also be
done. It is suggested that trans — provincial authoritative organizations
of social regulation should be established , entitled directly by the central
government or People§ Congress, so as to keep away from disturbance
from local governments and increase the efficiency of regulation.

8. As for the reform of indirect regulation in China, on one hand,
system of antt — unfair competition law should be further consummated

based on the past experience of law enforcement, and a law — enforcing
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regulation institution with higher status and more authority should be
set up; on the other hand, it is needed to enact as soon as possible anti
~trust law , the purpose of which is to uphold and create a mechanism
for fair competition , to realize the efficiency of resource allocation and to

help to promote technological advancement and the prosperity of the

market economy in China.
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