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INTRODUCTION

Research on China’s Public Financial Modernization

Modernization is the mainstream of Chinese history in modern times.

The core of modernization is economic modernization and political moderni-
zation. Economic modernization includes marketization and industrialization — the
former is the dynamic mechanism, while the latter is the external performance.
The manifestation of political modernization is constitutionalization, that is, to es-
tablish limited and effective government and to protect individuals’ creation and
the basic human rights by the growth of democracy and the rule of law. Public fi-
nance is the pivot of politics and economy, solving economic problems through
political process. Financial modernization, is constantly to overcome the financial
pressure and financial crisis, the original financial system to dynamically adjust to
meet the social needs of modernization. China’s financial modernization, is a
modern development to adapt to the requirements of the process of institutional in-
novation, but also developed countries to absorb the latest achievements in the
process of fiscal reform.

Modern Chinese history is a process to explore a modern road. After foreign
countries asked for the ceded lands and indemnity, and with the importing of a
large number of manufactured goods, the disintegration of China’s traditional e-
conomy raised extreme social injustice and poverty, while the collapse of the im-
perial system brought about the evil warlord politics. Under foreign aggression
and the civil strife, China tried urgently to find out the road to prosperity. It star-
ted from saving the nation through military and then industries, through constitu-
tional reform and then a number of revolutions, until the founding of New China

the road for rapid modernizating was paved. But China preferred industrialization
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to marketization on the road of economic modernization, and preferred democrati-
zation to the rule of law on the road of political modernization, which was unsus-
tainable. Afier the Reform and Opening — up which brought order out of chaos,
China has been boldly learning from all the advanced civilizations, stepping on
the rejuvenation road.

In the last 100 years, China has been in the process of rapid changes. It ex-
perienced ups and downs, the rise of new regimes resulted in the corruption of
old regimes. Such as “great revolution”, “great leap forward” have frequently
become the strong pursuit in the process of modernization in China. The old road
is unmistakably dead; it was inevitable to try to go through the new road without
old path dependence. Sometimes China was obsessed with a long history of
ancient civilization, while sometimes it wanted self — reliance and destroying the
old and establishing the new. However, it eventually had to adopt the way of
opening up and innovation. 100 years later after the collapse of monarchy which
had lasted for 2000 years, China has embarked on the broad road of moderniza-
tion. Marketization, industrialization, democratization, and rule of law---all as-
pects are remarkable. Under this background, it is good chance for this article to
comprehensively summarize the positive interaction between China’s modernization
and the transformation of financial systems.

This book uses the principles of Marxism and the New Institutional Econom-
ics, and analyzes the interaction between modernization and the formation of pub-
lic financial systems in developed countries from a theoretical and historical point
of view, and examines the changes of public financial systems in the process of
China’s modernization under the impact of the West , and clarify the growth traj-
ectory of modernization of China’s public financial systems, trying to find out the
signs to continue moving forward from others’ and our own history.

The first part of this book is the Cause and Preparation including Chapters
One to Two, which retrospectively reviews the reason of selecting this topic, mod-
ernization theory, theory of public financial institutional changes etc. and provides
the literature basis of this paper. The second part, Chapter Three alone included,
is the theoretical analysis, which puts forward the theory of the structure of public

finance subject, theory of the types of public finance, the hypothesis of transfor-
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mating of property rights in public financial process, "and the theory of changes
process of public financial system, as a theoretical foundation of analyzing the
rules of public financial evolution both at home and abroad. Thé third part is a
comparative analysis of application of theories, including Chapters Four to Nine.
It firstly discusses the process, roles and results of public financial system forma-
tions in the development of those modernized countries which had a strong impact
on China’s history, such as Britain, France, America, Germany, Japan and Rus-
sia (USSR) to provide a reference for historical comparison to analyze the chan-
ges of public financial system in China’s modernization, and then makes a histori-
cal analysis of the changes of public financial system in this process. The fourth
part, the Chapter tenth alone included, is the conclusion, which summarizes
the features and trends of China’s modernization and the formation of its public fi-
nancial system, and points out that the constitutionalization of public financial
process is the right way for China’s public financial modernization.

The book illustrates the theory of public financial modernization from four as-

pects public financial subject, public financial types, the hypothesis trans-
formation of property rights of financial process and the process of changes in
public financial system, which provides a theoretical framework for historical in-
stitutional analysis. Public financial subject is divided into different levels. From
the level of its nature, the subject is the center of public power, which is the
state within its duration. From the level of its operation, government represents
the public financial subject. Different social forces together constitute the main
structure of the public financial subject, which influences the government, deter-
mines the direction of fiscal policy and its implementation and effectiveness. In a
different time and space, because of the differences in social power structures
and organizational structures within the government, the structure of the public
financial entities have different characteristics, which could be the decisive factor
of the differences in public financial system in different countries and times.

The hypothesis of financial process transformation of property rights, which
illustrates the public financial phenomenon from the perspective of the transforma-
tion of property rights, believes that public financial process is a process of prop-

erty rights transformation, and that the public financial system confirms the



