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Foreword:1996 Review

Fan Gang

China Economics—1996 is an anthology of economics
papers which focus on: property right theory and firm re-
forms, economic structure and international trade, macroe-
conomic analysis, financial market development, and labor
movement during institutional transition.

The paper by Zhang Chunlin entitled “On State-owned
Enterprise Debts” analyses SOE debts from two perspec-
tives: the high ratio of liability to assets, and bad debts.
Zhang points out that the basic cause of high ratio of liabili-
ty to assets is under-development of capital market. As for
bad debts, Zhang proposed a new solution that a mandate
organization takes in charge banks’ bad assets.

In traditional neo-classical economics and property the-
ory, it is assumed that clearly-cut private ownership is ex-
ogenously given. Other implicit assumptions include eco-

nomic freedom, distributed decision and complete market
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system. However, in irregular economies, like transitional
economy, these assumptions do not stand. In his paper “En-
dogenous Property Ownership Theory and Stable Economic
Transition”, Tian Guoqiang offers a new theoretical frame
to study economic transition. The degree of economic free-
dom and market completeness determine the best arrange-
ments of ownersarp.

In his paper “Ownership, Governance Structure, and
Principal-Agent Relation”, Zhang Weiying firstly distin-
guishes two concepts: property ownership and firm owner-
ship. Then he discusses of firm theory: the firm is a nexus
of incomplete contracts. Existence of human capital and
non-human capital in the same firm affect the arrangement
of firm property rights. Appropriate property right arrange-
ments are used to allocate residual claims and residual con-
trol. He also analyses Holmstrom’s group production theo-
ry. Finally he expresses his own view on economic research
methodology.

Wang Dingding, in his paper“Property Right Games”,
advocates that property right is the result of social games in-
stead of the condition of games. He argues that the alloca-
tion of resources is completed at the same time as the alloca-
tion of property rights.

Sheng Hong, in his paper“Judge Adjudication and Pub-
lic Choice”, points out that while Ronald Coase expects the
property rights structure may be improved by the academic

lawyers through their research on the “Law and
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Economics”, he is not in accordance with Buchanan’s argu-
ment that the institutional change may efficiently occur only
when it is consented unanimously by all persons concerned.
Professor Buchanan insists that the unanimity rule is the
sole criterion of efficiency in the world. The only way we
can prove Coase to be right is to find the exception or failure
of the unanimity rule.

The judge adjudication is an exception of the unanimity
rule, which emerges mainly in the situation of the external
harmful effects where the evaluation of the damaging party
to the damage does never meet that of the damaged party.
As a kind of institutional arrangement to allocate the re-
sources, the judge adjudication is different from the unanim-
ity rule with the following characteristics: (1) to adjudicate
others” affairs, (2) to make decision not depending on the
consents of both parties, and it is more efficient than the
voting procedure for its lower transaction costs in such a sit-
uation.

More and more researches show that the unanimity rule
can not work entirely in the whole real world since it can not
guarantee all of the persons concerned to attend the voting
process. The judge adjudication made before the law made
by the legislation, and the court system as a branch of the
government may balance the legislative and the administra-
tive systems, since the judge rule as the counterpart of the
unanimity rule emphasizes the importance of knowledge, so-

cial spirit and historical sense. The democracy exists under
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the condition of existence of court system, which is a way
for the elite to attend the public affairs, and Coase’ theory
and the research on the Law and Economics is naturally a
way to improve the laws and the institutions.

Jiang Xiaojuan and Liu Shijing in their paper “How to
Realize Production Conglomeration in Competitive Indus-
tries” use the refrigerator industry as an example to posi-
tively analyze the functions of government industrial policies
and market mechanism. There are thrée conclusions. First,
the expansion of production capacity finds its origin in mar-
ket demand instead of blindness. Second, economy of scale
is affected by industrial development stages, consumption
preference, market structure, and policy circumstances.
Third, the central government policies will not be effective-
ly implemented if they are not acknowledged by local gov-
ernments and firms.

Sheng Bing, in his paper “The Market Structure of
China’s Manufacturing Sector and Corresponding Trade
Policies ”, positively analyses three problems regarding
China’s manufacturing sector. First, using “new trade theo-
ry”, he investigates the possibility to make an overall trade
development strategy. Second, he investigates the relations
between market structure, trade mode and degree of compe-
tition for various manufacturing sectors. Finally, he makes
a proposal for reforming the trade policies for all sections of
China’s manufacturing industry.

Zai Fan, etc. , in their paper “Tariff Reduction, Tax




Substitution and Effects on Income Distribution”, make a
successful application of Computable General Equilibrium.
They analyze the effects of government tax substitution
policies on social welfare and income distribution during the
course of trade liberalization. According to their model,
trade liberalization can improve economic efficiency and help
build fair income distribution. The degree of improvement
of efficiency caused by trade liberalization has something to
do with government measures to make up the loss in tariff
cuts. It is found that progressive personal income tax is the
~ best measure.

To which extent can the international trade theory ap-
ply to China’s trade analysis? Zhang Shuguang, ibid. in
their paper “Theoretical Reflections on China’s Trade Liber-
alization”, develop a model of “Contestable Market” which
fits in China’s case. They investigate different modes in
which China will share with foreign countries the benefits
from international trade under different institutional condi-
tions. They propose the possible goals, procedures, and
policies for liberalization of China’s international trade.

In recent years, increase of inter-firm debts has been a
hot topic. There are several reasons for the increase. It is
not only due to the institutional arrangement of firms, fi-
nance, and law, but also to firm’s microeconomic behavior
and macroeconomics fluctuations. Fan Gang, in his paper
“Inter-firm Debts and Macroeconomic Fluctuations”, makes

a detailed analysis. After the analysis, Fan advocates two
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categories of policies to solve inter-firm debts. The long-
term policy should focus on reforms of institutions and culti-
vation of financial markets. The short-term solution is prop-
er macroeconomic adjustment.

Currently, the central bank is still directly managing
credit expansion through controlling the interest rate and al-
lotting credit quota to commercial banks. However, as
pointed out by Xie Ping and Yu Qiao in their paper “The
Control of Aggregate Money in the Transition to a Market
Economy in China”, the premises for the direct credit man-
agement are diminishing. Modern monetary theory, the ex-
perience of the developed countries, and positive studies all
support the monetary policy which sets aggregate money as
a mediate goal. They also discuss the possibilities and condi-
tions of the transfer of China’s monetary policies to median
aggregate money control policies.

“Interest Rate Parity Theory and Its Realization in Chi-
na” by Zhang Ping presents new prospects for China’s finan-
cial transition from planned economy to financial liberaliza-
tion.

In his paper, “Analysis of China’s Financial Asset
Structure and Its Policy Implication”, Yi Gang describes the
great changes in financial asset structure since the reforms
in 1978. He found that there were two paths in the changes:
monetarization and the development of capital market. The
results of the changes are serious: high ratio of liability to

assets, high risks of financial transactions, severe debts in
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SOEs and distorted behavior of SOEs. The solutions to
these problems is financial reforms. First, financial services
must be improved. Second, banks must be commercialized
and the interest rate must be determined on the market.
Third, housing mortgage loans must be started. Finally,
and most importantly, directly financing capital market
must be developed.

Cai Fang, in his paper “Economics Analysis of Labor
Flow?”, utilizes labor flow theories by Lewis, etc. , and ana-
lyzes the causes and effects of labor flow. He also proposes

proper government policy to remedy the labor flow.
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