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ABSTRACT

Public goods theory is the main content of the modern public finance
theory. With the constant development of public goods theory, research-
ers has put more efforts into the study of the supply of public products,
insteading of the concept, features of public goods. By analyzing the cur-
rent domestic research literature, we realize that the study of the supply
of public goods has gone through three stages: the first stage, the
“market failure” exists in the supply of public goods and the government
must supply the public goods to make up for the “market failure” ; the
second stage, the public goods provided by the government can not meet
the need of public products consumers because of the presence of govern-
ment budget expansion motivation internalities and the incompleteness of
information, thus “government failure” phenomenon make, the theo-
retical circle realize that the part of the public products can be supplied
by private sector; the third stage is the realization of fact that besiding
government and market, public products can be supplied by the third
sector. There exists an unavoidable dilemma in the research and the prac-
tice of public products supply. That is, the choice of the main body of
supplier is a passive process, which is a course of re-choice of the public
products supply body after the occurrence of failure. It bring the efficiency
loss. The passive selection process is a pre-select process after the loss of

efficiency of the supply of public goods. To avoid the inevitable loss of ef-



#A%&ﬁ-—%&#ﬂilﬁ%iﬁ- //

ficiency in such a passive choice, the supplier of public goods should be
chosen actively. Thus the study of the criteria for selecting the supplier,
how to choose the supplier and how to achieve the change of the public
goods supplier successfully are of the important theoretical significance.

Since the 1960s, the most remarkable achievement of the economics
is the emergence and development of the New Institutional Econom-
ics. New Institutional Economies, together with the traditional microeco-
nomics and macroeconomics, constitute the complete system of contem-
porary economics. According to the definition and exposition in the New
Institutional Economics, the supply of public goods also belongs to trans-
actional activities and transaction costs exist in the supply activities of
public goods and simultaneously affect the efficiency of public goods sup-
ply. Therefore, using the New Institutional Economics which takes the
transaction cost theory as the core to analysis of the supply of public
goods can help to identify the essence of choice and change of the public
goods’ supplier. The present research on the supply of public products
mainly adopts the traditional supply-demand pattern. We introduce a new
perspectiveby adopting the New Institutional Economics’ analysis. We
hope that through in-depth research, a theoretical framework analyzing
and solving the choice and change of the public goods’ supplier will be
put forward.

Looking into the reform process of Chinese public products supply
system, it is not difficult to find that China’s reform course of public
products supply system is a course that continuously seeks the optimal
supplier of public goods and achieves the change of the supplier. There-
fore, facing the fact that we have limited financial resources, the study
on the main choices and the changes of the suppliers of public goods has
even more practical significance in the course of realizing the equilibria
supply of educational, sanitary and medical products. If we find the an-

swer to this issue, the problems existing in the transformation of the gow-
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ernment, the relations between the central and local intergovernment, in
market-oriented reform and the development of the third sector would be
resolved.

On the base of the questions raised, the overall framework of this
paper is;: firstly, demonstrate the precondition of supplier supply of pub-
lic goods, including the presence of non-equilibrium and multiple supply
mechanism of public product supply. By establishing a non-equilibrium
model, this book put forward the viewpoint that it is impossible to realize
supply-demand equilibrium of public products by one single supplier,
two suppliers or three suppliers. But under certain circumstances, suppl-
ying public products by two or three suppliers of public goods will help
the improvement of efficiency of public products supply. Secondly,
through the establishment the theoretical model of public goods suppliers’
choice criteria, it is believed that the choice of optimal supplier depends
on the marginal transaction costs in the process of public goods supply;
and through the extension of Williamson’s model, the boundary of public
goods supplier is defined. Thirdly, by using the Theory of Institutional
Change, this book analyses the reason, condition, type and effective-
ness and believe there is an inducement or fundamental reason for the
change of public products supplier; the indispensable factor for the
change of public products suppliers is efficient organization, change of
comparative price and preference; the change of public products supplier
comprise of compulsory change and non-compulsory change, both will
influence the efficiency and equity of public products supply. Finally,
this book put the institutional economics analyze the framework which
aims at the choice and change of public products into the analysis of the
practical Chinese elementary education supply and calculate the transac-
tion costs in the process of the elementary education supply; and hold
the opinion that under certain conditions supply by the market and volun-

tary main suppliers instead of by government can reduce the transaction
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costs and improve its efficiency.

This book tries to establish a theoretical model for the choice and
change of public products supplier and put this model into the analysis of
the practical problem in China to prove its scientific value. The main in-
novation of reflected in the following aspects

Firstly, the innovation of the research perspective. This book gives
an in-depth analysis of the supply of public products from the perspective
of transaction cost theory and institutional change theory in Institutional
Economics. Through this different perspective of research, a new under-
standing and analysis of the issue will be achieved. Secondly, this book
has established a non-equilibrium models of public goods supplied by the
sole supplier, two suppliers or three suppliers. Through the strict reason-
ing of the condition of the model, a conelusion is drawn that the supply-
demand balance can not achieved if public goods are supplied by a sole
supplier, two or three suppliers. At the same time, the supply condition
and efficiency of public products can be improved if they were supplied
by two or three suppliers. Thirdly, by establishing the theoretical model
of public goods supplier selecting criteria, this book put forward the idea
that the choice of the best supplier depends on the marginal transaction
cost of the public goods suppliers and give a definition of the supplier’s
boundary by using the Williamson’s model. Besides, it carries analysis of
the reason, condition, type and effectiveness and set forth the strategy
selection by establishing the model of two-level reciprocal evolutional
game system. Finally, it analyses the supply of elementary education in
China by using the theory of Public Products Supplier Option and Change
and make judgment about the option of the elementary education by adop-
ting a quite different standard. We suggest that to transfer the supply of
elementary education products from government to market and voluntary
suppliers can reduce transaction fees and improve its efficiency. The con-

stitution of reform scheme for the supply system of elementary education
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should take the benefit of game body into consideration. Local govern-
ment, market supplier, voluntary supplier and consumer of elementary
education are encouraged to participate in the formulation of the elemen-

tary education reform system in all legal channels.

Key Words Public Goods Supplier’s Choice Supplier’s Change Ele-

mentary education
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