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Preface

The whole social economy is governed by two hands: one invisible
(market) and one visible (government), between which there is no a
definite line. Absolute market orientation or laissez-faire will force the
economy into one end of the line, and absolute government regulation or
planning economy will move it into another. A well-defined division be-
tween the market and government is surely an important issue in econom-
1cs.

Modern economists argue that market is usually efficient in organiz-
ing the economic activities. The market forces set the price of commodi-
ties, thereby leading the families and firms to an effective decision.
Generally speaking, market will allocate the resources efficiently, and
maximize the economic welfare of a society.

The market sometimes fails to play such a role in economy that eco-
nomic inefficiency will definitely follow, however. Economists attribute
the market failures to the incomplete competition, monopoly, public
goods, externalities, especially the negative ones, where regulations
should be practiced as to limit monoplistic firms, reduce the pollution,

and supply the public goods. Market economy also results in many mac-
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roeconomic problems such as the inequality of income, inflation, unem-
ployment, stagflation and economic instability, which cannot be properly
dealt with without government regulations.

P. R. of China had been dominated with planning economy at a
decreased efficiency for many years. A market economy of Socialism was
finally set as an objective reforming the old economic institution in the
Fourteenth General Membership Meeting of the Chinese Communist Party .
From then on, many achievements have been made by various changes
centered on state-owned enterprises. By 2000, a market economy of So-
cialism has been basically set up, the share covered with market ex-
change in national economy has been greatly increased, and a fundamen-
tal role in allocation resources has been mainly assumed by market mecha-
nism, The Chinese Government has accumulated a wealth of experience
in managing the division between market and government in the past years
with its macro regulation and economic policies by choosing proper oppor-
tunities and using optimal forces.

This book titled Government Regulation in Running the Chinese
Market Economy is from the dissertation by An Furen, consisting of three
parts or ten chapters. In part one (chapter 1 and 2) discussed are the
relation between market economy and the institution of the Chinese market
economy, the framework of market economy of Socialism, and the argu-
ments that the market economy in China runs with characteristics of both
market economy and China herself. The contents in part two ( Chapter 3,
4, 5) include the running of the market economy, the efficient resourc-
es allocation by the market, the market failure, the government regula-
tion and an international comparison concerned. An overall argument of
the Chinese government regulation is followed in part three (chapter 6,

7, 8, 9, 10), which decomposes of the followintg subjects: how for
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government to regulate the monopolistic firms, how to promote the reform
and development of state-owned enterprises, how to adjust the industrial
structure, how to regulate the macro economy with fiscal and monetary
policies, and how to redistribute the income.

In a short, what a role the government can play in economy is the
core of a proper division between market and government. Generally
speaking, It is a well-know fact in modem economics that government
can play an important role in a variety of economic activities, such as
overcoming the market failure, redistributing income, sustaining eco-
nomic stability and accelerating economic growth, But, how the govem-
ment of China functions in such economic activities remains an open ques-
tion at the moment due to its particular natiuonal conditions, and hence a
new theory is yet to be generalized. So, 1am very pleased that An Furen
made his first attempt into the subject and made a primary academic
achievement. It is the very reason that I would like to write a preface for

his hook .

Wang Xiangchun
R
Nov. 9, 2000in Dalian, China
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