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ABSTRACT

The government functions transformation is an important
part in China's transition from planuned economy to market econ-
omy. The task of this thesis is to explore issues of government
functions and efficiency from a view of public economics, and to
establish a framework of the general theory of public economics
for China’s economic reform and development.

Until now the market economy is the most efficient system
for resources allocation in the history of human being. However,
there exist some structural, functional and institutional market
failures, which include: there are public goods that private sec-
tor does not want to provide or can not supply efficiently; there
are monopoly and natural monopoly , dissymmetric and incom-
plete information, positive and negative externalities; there are
disequilibrium, busencss cycles and unfair distribution of income
in economic development; there are merit and demerit goods.

Therefore it requires interference, regulation and supervi-
sion of government to resolve the problems of market failure, to
improve resources allocation and income distribution. Govern-
ment should take functions of (1) to supply puhlic goods;(2) to
manage public revenue and expenditures; (3)to take regulations
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in the microeconomic field; (4) to enhance macroeconomic con-
trol.

China should take a government enhancement model in tran-
siting into a market economy, the features of this model are (1)
the government enhances regulations of microeconomy for set-
ting up a fairly competitive market; (2) the government properly
controls macroeconomy for a stable economic growth; (3) to de-
crease the size of public sector; (4)to speed up financial and tax
reform; (5) to establish a democratic and efficient decision —

making system.
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