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" Abstract

The book involves four themes; The first is the theory of income
distribution ;  the second is the trends of the inequality varying when in
the process of. industrialization; the third is the inequality expanding
under an open économy; the fourth is the influence of expandedine-
quality to consumption and ecenomic growth.

On the issue of income distribution, its structure has altered con-
siderably and the gap of income distribution has widened rapidly as
well, as China has shifted from a planned economy to a market orien-
ted economy. That has significantly increased debates on the theory of
labor value, surplus value, .utility value, labor factor allocation,
and the controlled labor surplus by capital ownership and its use rights
of managers. - : S

For understanding the. implication of value, the book analyzes
the origin and development of the concept of value: beginning with a
primitive knowledge of wealth, the relationship between wealth and
goods, and the faimess issues arising from trade. It also presents the
formulation and development of labor value as presented by William
Petty, Adam Smith, David Ricardo and Karl Marx; particularly the
great contribution of Karl Marx to the surplus value theory. The book



FUBFFYRIREBER MR ZH ALY

explores the difference between labor and labor force as well as the
surplus occupied by private ownership. The changing of the distribu-
tion mode led to deviation from faimess which was based on labor.

The utility value theory changed to market value, which is based
on subjective judgment, margmaf calculation and by supply and de-
mand relationships. The book presents Bentham’s subjective utility val-
ue theory, Say’s value theory which is based on three allocation fac-
tors, and different schools of marginal utility, Marshall’s synthesis of
Classical and Marginal, and their distribution medes under their value
theories. The distribution form of the utility value theory stresses posi-
tive.methodalogy and its application in practice. Many studies often ad-
mit that the real objective and rational of income distributien under the
private ownership was further developed into a criterion of fair judg-
ment. Three or four factors of the value theory fit this kind of ideolo-
gy. The ownership relationship in the process of production has been
replaced by optimization calculations, and the fact that a surplus pos-
sessed by private ownership has been hidden.

The book analyzes on the game relationship between capital own-
ership and the managers, as well as the process of managers setting
market prices and surplus produced by managers under private owner-
ship. The firm theory, which was developed lately, began to admit
that the process. of preduction is not merely a question of resource allo-
cation. The productior of firm is not.only based on demands but also is
game between managers and capital owners.

'Managers who control the capitdl and the worker force dominated
knowledge and information. This makes it easier to control the wages
so there will be a surplus for management.
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The work of managers here is divided into two parts: a. standard-
ized repetitive weork ;-.and ‘b. creative design work::The -value ereated
by managers under.-these two systems and.the.remonneration io these
managers is studied. As-for standardized:management: work, the man-
agers repeat. existing experience and regulations.in general. In this
case, the wages of managers are their market prices. The surplus be- '
longs to workers. When creative works produce new surplus, the added
surplus ought to belong to: both managers and workers. The managers

shonld likely take more surplus since their work is creative and:compli-
cated. The wages of these managers should be higher than- their previous
wages. Because the work of managers is changeable and complicated, it
seems difficult to evaluate it-in detail. However, the division of surplus
between managers, capital owners and workers shauld be based on
value created. : : ’

On the issue of the changing of distribution in industrialization,
W. Arthur Lewis inihis © DualiEeonbmy Theory” > was. aware of the wid-
ening of inequality ‘when- industries'structures changed. Simon Kuznets
made his hypothesis-in the paper-of “ Economy Growth and: Income In-
equality”. that an inverted+U: shape- curve . would appear: during the
transfer from timditionat industry 'to medem industrial economy..There
is no trustworthy argument for this at: this time. It has become- unex-
plainable in theoty and inaccurately ewsluated in practice,  but its
power to change and influence society. has to be- faced:

A mode describing the changing inequality has been deduced with
Lewis’s dual structare theory - and - Gini’s calculation method -of the
Lorenz curve. This curve is also called Kuznets’' inverted-U. shaped
curve. The mode also develops. Kusnets” hypothesis that can explain ine-
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quality. chaaging in the process of post-industrialization. The book stud-
ies three kinds of situations: a. The changing inequality during indus-
trialization; : b. the changing inequality in post-industrialization; c.-the
changing inequality in -the pericd during industrialization and post-in-
dustrialization.( labor-intensive industry.changing to knowledge-inten-
sive industry ) . The book also -analyzes the conditions and forms of
China’s inverted-U shaped curve eoncerning its current situation.

Under an open economy, China’s labor factors -allocation has
changed along with international trends in that the upper class income
of domestic ‘managers is moving towards -intemational levels, but
workers’ incomes have intentionally been kept low. A mode with open
economy characteristics has been developed which can explain China’s
inequality expanding.

On the issue of inequality varying which influences consumption
and. growth, the inequality in China has increased since the market o-
riented. reforms of 1978. The book summarizes the reasons for the
changing inequality in three aspects: the first is the rising proportion
of ‘privatization ; - the capital owners and managers gain:more while a
large proportion of workers™ wages do not increase; the second aspect
is closely related to the internatienal market , which makes the income
gap between: the high level and the low level continue td:increase ; the
third aspect is the rapid growth of industrialization. The first two points
are the micro foundation of the changing inequality. Changing industry
structures has a major impact in shaping inequality. In view of the
present situation, these three reasons continue :to promote increased
inequality. o . . S

The influence on consumption and. growth caused by the-changing
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inequality is one of the issues of macro economy. Western countries
have completed their industrialization process and their inequality has
become stable. Their increased rate of consumption would not appear
to be trend changing when allocation structures are adjusted. However,
considerably different in China in that the gap of distribution will be-

come even more serious in the future because of the three reasons

mentioned above. The expanding of inequality will lead to single direc-
tion change and result in the propensity to reduce consumption in-
crease rate. A consumption mode with dual structure has been devel-
oped in this book. It connects the factors of distribution and consump-
tion, and illustrates the changing consumption due to increased ine-
quality. Concluding with a positive study, the book draws the conclu-
sion that aggregate consumption increase rate decreased from 1991 to
2001 because of expanded inequality.

Considering the perspective of restricting factors, the book dis-
cusses the problems of long-term growth trends in China. To keep a
relatively high growth rate, it is not only needed for historical reasons
but also to consider alleviating unemployment pressure. The relation-
ship of consumption, investment, government purchase and net ex-
ports is analyzed here. In order to keep a stable growth rate, the pro-
portion of investment and net exports should increase when domestic
consumption increase rate decreases. This relationship is studied me-
thodically and analyzed positively. Finally, the study draws the con-
clusion that the dilemma of enlarging inequality and high rate expor-

ting causes lack of domestic demand.



