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Preface ‘

Reputation is the most respectable and yet most likely disrespectable
quality. Not surprisingly these days, while our eyes are bombarded
with slogans like “reputation: our top priority” or “reputation: our
first concern”, in actual reality, instances of failing to live up to repu-
tation is equally not uncommon. Why so? We may be set thinking.

The various definitions of the word reputation can boil down to
“trustable fame” . This definition, highly succinct as it is, could not
hold water without clarifying the relationship between reputation and
fame. What’s more, the word is open to different definitions depen-
ding on different contexts or fields. In our daylily life, for example,

the word reputation refers to the fame earned from the efforts of



Preface

“

BEESSHE

meaning what one says or being consistent in one’s deeds and acts.
The fame as such is similar to that of the Princely Man(JUNZI) in
the classic Chinese proverb“A princely man never takes back what he
says . In reference to economic transaction, however, the implica-
tion of definition points to the fame earned from honest behaviors,
fulfillment of one’s contract and deriving from this the expression
commercial reputation emerged, thus necessitating the differentiation
of economics —and non — economics — related reputations.

When we look at the economics — specific reputation, we need
not only to explain the economic implication of reputation, or to dis-
tinguish the concepts such as credit and trust, but also to come up
with answers to a series of theoretical questions. For example, does
reputation belong to the realm of social capital? What’s the nature of
reputation body? How is the environment surrounding the formation
of reputation? How the formation of reputation comes about, gets
streng-thened and expanded? What economic functions that reputa-
tion has? How reputation exercises its impact? All these questions are
thought — provocative theorically and hence academically valuable,
given the fact in China that they have not been explored profoundly
up to now.

More than theoretically valuable is reputation, it is urgently sig-
nificant to a transitional society like China.

The problem of reputation came as a by — product of China’s
opening to the outside world, and of the marketization process. With
our market economy increasingly booming, the problem of reputation
began to make its presence more obvious in almost every area, not
only in market — related areas like production, consumption, finance,
employment of manual workers, construction projects, intermediary

agencies, but also in such fields as medical service, science and tech-
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nology, academics, judiciary, executive, etc.

Nowadays the discussion of formation of reputation usually turns
to game theory. With the combination of game theory, economics,
and sociology as a tool, we arrive at the point that reputation comes
as a result of human’s cooperation in the course of interaction. In the
process of repeated games, individuals, who are predominant with
the maximum benefits, develop a credit mechanism and arrive at the
cooperative equilibrium as a matter of course. The two parties of the
game are brought to such a point where they have to emphasize their
reputation which bears close resemblance to credit. Among all the
contributory factors to the formation of reputation, institution of
property rights is preeminent. The explanation is that the reputation
body must be first of all that of property rights. Whether the body
can honor an agreement depends on its assets rights. Property rights,
capacity of honoring an agreement, credible commitment, reputation
body — all these form a link which is indispensable for market body to
upgrade reputation one. Property rights is the factor in the transac-
tional interactions, without which a transaction could not take place.
Reputation takes shape when the two parties involved in the transac-
tion, driven by the long — term benefits, abide by the contracts on
the honesty basis. Regarding this point, Mencius(372 — 289BC.),
one of the greatest philosophers in Chinese history, expressed a simi-
lar view when he stated, “Permanent assets ensure persistent will.” .
It indicates the importance of owning permanent assets in seeking
long — standing benefits. Reputation, in its right, begins to develop
as a result of seeking the long term benefits.

Reputation is an intangible asset and social capital as well; thus
the necessity of raising the proposition that behaviors, activities must

be regularized to protect reputation. The importance of the proposi-
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tion has found its way in reality. Reputation — unfriendly activities
are rampant today: slandering, illegally assuming others’ identities,
selling bogus products — all these constitute direct damage to reputa-
tion and result in the rampant spread of shoddy and sloppy products,
and this damages reputation in a further manner. The absence of
effectia protection of reputation, therefore, would incur serious con-
sequences: economic performance and ethics badly affected, which
would in turn bring about economic disorder and social disharmony .
It is the authors’ belief that effective institutions of property rights
must be established; only in this way, can we thoroughly curb those
credit — breaking activities in economic interactions.

Based on the assumption above, in this project we expound repu-
tation in relation to property rights and relevant institutions, with the aim
to reveal the internal relationship between reputation and property
rights, the internal mechanism responsible for the formation of repu-
tation, the important role that modern property rights institutions
play in defining reputation body, safeguarding reputation as assets,
curbing and punishing the credit — breaking activities in economic
transactions. This is all the more important in a transitional country
like China.

These are the main contents of the project. The readers, however,
are left with the task to decide whether it is academically valuable to
relate reputation to property rights here in this project.

The whole book consists of nine chapters. Chapters from 1 to 4
center around some fundamental aspects of reputation. In Chapter 1,
the point that reputation is an important social capital is proposed.
Chapter 2 attempts to present a framework in which, on the interdis-
ciplinary basis, the forming, strengthening and expanding of reputa-

tion are dealt with. Chapter 3 is devoted to the analysis of economic
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functions of reputation. Chapter 4 points to the making approaches of
reputation mechanism. In Chapter 5 and 7, research is conducted
with the combination of reputation, property rights, and relevant
institutions. Chapter 5 goes mainly for the property rights basis of
reputation body, noting that reputation body must be first of all pro-
perty rights body. In Chapter 6 the indicator swings to the relation-
ship between reputation and property rights , which is approached in
relation to institutions, and the necessity of protecting reputation.
Chapter 7 goes a step further by examing the relationship between
reputation and property rights in terms of institutional arrangements.
Analysis is made of the property rights arrangements necessary for
individual reputation and organization reputation respectively. Chapter
8 is devoted to government and property rights. When treated as a
reputation body, government has its own characteristics. The author
argues that the honesty and institutional — mindedness of government
serves as the cornerstone for modern society. Effort is also made to
reveal the great responsibility that government shoulders. Chapter 9,
the last one, explores the credit crisis in China’s transition.

It is safe to say that this book, relating reputation to property
rights, is the first academic work of its kind in China. It is our
honour that this project is listed as a key item subsidized by Project
211 during the 10" — Five — Year Plan, a program which is intended
to support some key disciplines. Without the program the research
would not have been possible.

We have been fortunate to have published a series of articles in
some academic periodicals such as FEconomics Trends, Academics
Monthly, Finance and Economics, Modern Economics Research ,
Tianfu New Theory etc. We would like to extend our sincere thanks

to the editors of these periodicals for their supports and trust. A word
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of thanks also goes to many other colleagues in the academia, as well

edicators, and friends who contributed generously to this project.
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