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The Equilibrium and

Evolution of Institutions
—On Income Distribution of Chinese Servicemen
(Abstract)

This book is about the equilibrium and evolution of Institu-
tions of income distribution of servicemen. The study mainly aims
at officers who earn salary from army, as a new development of
New Institution Economics, Comparative Institutional Analysis
and Empirical Analysis are the main methods used in this book.

If we take Economical circulation as a game process, institu-
tion is the equilibrium of game tactics. Institution can also be
viewed as game players and regulations. Comprehending institu-
tions with the viewpoints of game tactics will be helpful for us to
understand how the players adapt themselves to the institutions,
and how the institutions are perfected with the initiative of the
players. An appropriate execution mechanism is the key for insti-

tution to play its role, which mainly includes self — execution
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mechanism and third — execution mechanism. Self — execution
mechanism is the chief mechanism. Third — execution mechanism
is good for Self — execution to play its role. To understand this,
we must take the diversity, mutuality and conjunction of execu-
tion mechanisms into account.

“Relative stabilization” is the basic meaning of equilibrium.
According to the reasons, which cause the stabilization, equilibri-
um has two kinds of meaning: behavior equilibrium and quantity
equilibrium. In this book, we take the viewpoint of behavior e-
quilibrium when we discuss the equilibrium of institutions of in-
come distribution of servicemen. Institutions equilibrium means
that players are satisfied with the institutions, and players have
no intention to change the institutions. Institutions equilibrium
also means institutions supply is equal to institutions demand.

We mainly discuss institutions equilibrium of income distri-
bution of Chinese servicemen in this book, by observing the
change of officer s game tactics when there is a little change in
their income. I the equilibrium of institutions of income distribu-
tion of servicemen exists, officers will be satisfied with their
salary; as a- result, they will not choose the tactics to go out of
army. Otherwise, servicemen maybe change their tactics and run
out of army.

How to measure the value of servicemen s labor and how

much salary should be paid servicemen are a very complicated the-
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Abstract

ory. One presupposition is that the income of Servicemen should
be a little higher than that of civil residents. We discuss the value
of servicemen ’ s labor in a labor ~ dividing model. In a rivalry
world, if there is some defense organization for each other, and if
the profits that two sides get from the cooperation are greater
than the rivalry, two sides will cooperate for cooperation bene-
fits. Social fortune is made by the cooperation between service-
men and civil residents. There is a reasonable and acceptable dis-
tribution proportion when they share the fortune. The basic prin-
ciple for servicemen to share the cooperation benefits is that their
share should not be less than what they get when they work sepa-
rately. In the army, which produces “Battle Effectiveness”, the
criterion for each officer is, what one shares must be equal to its
marginal battle effectiveness. Only in this way, is army able to
maximize its battle effectiveness, and then will the efficiency of
national defense expenditure arrive an optimization. Not only the
marginal battle effectiveness of one serviceman is different from
the other, but also the marginal battle effectiveness of the same
serviceman is always changing. But to differentiate the battle ef-
fectiveness of one serviceman from others is impossible in technol-
ogy. In this book, we divide servicemen into five different
groups, and the army pays them different salary according to
their group belonging. Of course, army pays same salary if they

are in the same group. Because there are unconquerable difficul-
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ties to make a price for every serviceman by plan, we always do it
by market as a reference. Equilibrium price of military manpower
is analyzed in chapter 3.

In the labor — dividing model, if not considering the transfer
costs and risk reward, the income of servicemen should be equal
to civilians. Because the entry into military department is always
blocked by all kinds of limitation, the common opinion on the in-
come of servicemen is that they should obtain a little more than
civilians. Is it can be approved by the fact of income distribution
of Chinese servicemen? Using data from spot check made in 1998
and 2003, we analyzed the income of servicemen and civilians.
Empirical research will tell us the actual income of servicemen and
civilians.

In this book, the work life of servicemen who can retire
from army is divided into two periods: “work stage” (37~ 60
years) and “retirement stage” (60~ 80 years). Using data from
the spot check and making a statistical analysis, we know that
there are different characteristics in the income distribution of ser-
vicemen in these two stages.

In “work stage”, representative unit (37years) earn 42.
4% more in local departments than in army. Before retirement,
the income gap between servicemen and civilians is bigger and
bigger, at retirement the accumulative gap is the biggest. In “re-

tirement stage”, the income of civilians descends sharply (only
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90% of wage, no post allowance). The income of servicemen on-
ly descends little; so, in “retirement stage”, total income of ser-
vicemen are more than that of civilians. In our spot check, in
“retirement stage” , the income of civilians is 31. 5% lower than
that of servicemen. In two periods (43 years), not considering
discount value of all income, total income of civilians is 12. 4%
lower than that of servicemen. If to make a discount for the total
income of two stages, the income of civilians is 0. 02% higher
than that of servicemen. That is to say, only serviceman lives 80
years old; the total income of servicemen can catch up with that
of civilians. So, the equilibrium of income of servicemen is simple
and partial. Income distribution is unbalanced between two peri-
ods. In “work stage”, the income of servicemen is obviously low-
er than that of civilians. But in “retirement stage”, the income of
servicemen is obviously higher than that of civilians. Incomes in
“retirement stage” not only compensate servicemen for the loss in
the “work stage ”, but also can catch up with the total income
(two periods) of civilians, and even exceed the total income of
civilians if servicemen live long enough. Current institution of in-
come distribution of servicemen has an obvious characteristic of
endowment insurance.

Although, the income of servicemen is obviously lower than
that of civilians in “work stage”, almost 80% of officers don’ t

want to go out of army. Three explanations are given in this
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book. The first is that, without other purchasers, military man-
power is “locked” by army for their special use. Officers have to
accept the unwilling low price provided by mono — demand (de-
fense department). So the quit of servicemen, which is a feed-
back mechanism for servicemen ’s income, is very useful to re-
duce the supply of military manpower, and with which the de-
cline of income of servicemen may be probably stopped. The sec-
ond is the compensation effect of income distribution of service-
men in retirement stage. For those who retire from army office,
what they can earn in his office is equal to what they should get in
a local department. The high wage in “retirement stage” for ser-
viceman compensates them for the loss in “work stage”. In this
way, a few servicemen change their mind, and don’ t want to go
out of army. The third is the integrated effect of income distribu-
tion institutions. Substitutes, complementarities and conjunctions
are always the characteristics of Income distribution institutions.
With the role of aggregative forces of the institutions, Chinese
army is stable. Income distribution is not suited to contribution
distribution in two periods. In “work stage”, servicemen s con-
tribution is big, but the income is small. In “retirement stage”,
servicemen s contribution is small, but the income is big. The
imbalance between income and contribution not only affect the
enthusiasm of on — the — job officers, but also sacrifice the inter-

ests of those who have to transfer to civilian work. A majority of
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