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Conceptual challenges in Evaluating Inequality and Poverty
Amartya Sen

(Cambridge University)
Economic Mechanism Theory:Informational
Efficiency and Incentive Mechanism Design
Guoqiang TIAN

(Texas A&M University)

Abstract  This paper introduces some of the basic results, insights, and recent developments in the economic mechanism theory. The theory of mechanism design takes a systematic look at the design of institutions and how these affect the outcomes of interactions. We discuss both subjects of the mechanism theory: realization theory and implementation theory that mainly study the informational requirements and incentives of an economic system, respectively. The two most fundamental contributions of the mechanism theory are (1) the competitive mechanism is the unique economic institution that is both informational and allocative efficient over the class of classical economic environment, and (2) the incentive problem may or may not occur, depending on the kind of game (mechanism) that agents play and the game theoretical solution concept.

JEL Classification   D71, D83, P51

A Model of Asset Pricing under Incomplete Information

Weimin Tang
(Wuhan University)

Hengfu Zou

(Wuhan University and Peking University)
Abstract   This paper develops an asset-pricing model with incomplete market and asymmetric information. We introduce the distinction between subjective and objective information. A new information partition for investors has been developed based on this distinction. The two concepts are linked by the acceptance factor that measures the degree of overlapping between them. We extend Wang (1994)’s results within this new framework. In addition, the no-trading theorem is proved to be still correct under the paper’s market structure。
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A Duration Dependence Test for Bubbles in Chinese Stock Markets
Bing Zhang   Wei Xu

	(Nanjing University of Chemical Technology)



Abstract   In this paper, a new testable implication is derived from the rational speculative bubbles model stating that the presence of bubbles implies positive duration dependence in runs of excess returns. Specifically, the probability of observing ？an end to a run of excess returns declines with the length of the run. We apply duration dependence tests to test discrete runs of weekly stock index and find strong evidence of bubbles in Chinese stock markets.
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A Recursive Dynamic Agency Model and a Semi-Linear First-Best
Susheng Wang

(Hong Kong University of Science and Technology )

Abstract   A recursive dynamic agency model is developed for situations where the state of nature follows a Markov process. The repeated agency model is a special case. It is found that the optimal effort depends not only on current performance but also on past performances, and the disparity between current and past performances is a crucial determinant in the optimal contract. In a special case when both the principal and the agent are risk neutral, the first best is achieved by a semi-linear contract. In another special case of a repeated version, the first best is again achieved when the discount rate converges to zero. For the general model, a computing algorithm is developed, which can be implemented in Math CAD to find the solution numerically.
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Network Externalities, Competition, and Product’s Differentiation
Miaojun Wang      Bing Li

(Peking University)
Abstract    In this paper, we analyze product’s differentiation between firms when it exists network externalities. Our key findings are the following: the product’s horizontal and vertical differentiation as well as competition between firms is influenced by network externalities; however, the influence mainly depends on the relation between network externalities and transportation cost.
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A Review of Income Inequality in China
Shi Li

(Chinese Academy of Social Sciences)
Abstract    The paper summarizes the studies on income inequality in China in the last two decades. Several research issues are investigated and some important empirical findings are discussed as well. A fundamental issue, the concept of personal income, lacking an unambiguous and consistent understanding among researchers, is particularly discussed in detail. The paper reviews the empirical results of the level and changes in rural inequality, urban inequality and rural-urban income gap in the period of economic reform. The underlying causes leading to the increased inequalities are also surveyed. Finally the paper proposes several research issues for further study.
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Education and Health Inequality in China

Xiaobo Zhang

(International Food Policy Research Institute)
Abstract   Using data from different sources, this paper examines social inequalities in education and healthcare in China. In the ear of economic reforms, as the foundations of education and healthcare provision have changed, so has the distribution of illiteracy and infant mortality rate. Consequently, inequalities in the outcome of education and healthcare in both rural and urban areas have increased. In large part due to the urban-biased policies, urban residents enjoy far better access to education and health facilities than their rural cohorts, which translates into a large rural-urban gap in social development.    
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Health Inequality and Its Causes：Empirical Analysis Using The China National Child Health Survey

Limin Wang
（The World Bank）  
XiaoBo Zhang　　 David Coady 
（The International Food Policy Research Institute )
Abstract　While large efforts are devoted to understanding the causes of income inequality, in both academic and policy circles, much less attention has been paid to inequalities in other dimensions, such as health and education achievements, which are important fields on their own and not subsumed by income inequality in particular as articulate by Sen (1999). Largely due to the strong equity-focused social polices enforced before the era of economic reforms, China has made significant strides in improving the overall health status of its population.  However, the transition from a social system based on equity and centralized control of resource allocation to a system that promotes market mechanisms and decentralization of the provision of social services is typically expected to lead an increase in inequality in key social indicators. Using the 1992 China National Child Health Survey (CNCHS), we assess key health indicators (child mortality and morbidity) in two dimensions: (1) the level of health outcomes, and (2) inequality in health. We compare these two attributes of health indicators in China with that of other LDCs to assess how China has fared in this important aspect of development. We also identify the causes of health inequality to provide useful information for designing polices to reduce inequality in health.
JEL Classification   D63, I10, O53,

China Urban Health Insurance Reform:

Assessing Equity in Cost Sharing
Gordon G. Liu
(University of North Carolina and Peking University
Guanghua School of Management)
Renhua Cai

(China National Institute of Health Economics)

Xianjun Xiong

 (China Ministry of Labor and Social Security)

Zhongyun Zhao

(Eli Lilly & Company, USA)

Abstract   Using the 1994---1996 survey data from the Zhenjiang pilot experiment, this study presents the first empirical evidence on the impact of China's urban insurance reform on the distribution of out-of-pocket (OOP) expenditures across four representative groups defined by income, education, job status，and chronic disease conditions. Major findings are as follows. While the reform increased OOP expenditures modestly for all groups, strong evidence suggests the reform to be more equitable in favor of the disadvantaged groups, in terms of total OOP payment, OOP share of total health expenditures, and OOP share of income. This study concludes that the new community-based insurance program leads to equity improvement in cost sharing while containing cost inflation and extending basic insurance coverage for the urban employed population in China.
JEL Classification   I10, O53, P36

Inequity in School Finance in China

Rong Wang
(Peking University)
Abstract   Capitalizing on variations in school expenditures among types of regions and schools, this paper provides new evidence of inequity in school finance in China with school groups as unit of analysis. It is also found that the government commitment to achieving universal compulsory education in poor areas and fiscal assistance for the purpose has positive influence. Other outstanding findings include disparity between rural schools and urban/town schools within the same rural jurisdictions, low budgetary expenditures in schools in the Middle regions in relative to the East and West, and provincial variations in intra-region inequality.
  JEL Classification    I22, I28,　R53
Privatization and Rising Earnings Inequality in China’s Rural Industries: Evidence from Shandong and Jiangsu

Xiao-yuan Dong

(University of Winnipeg)
Abstract   This paper examines the impact of privatization of TVEs on earnings inequality using a regression-based inequality decomposition technique and an employee survey undertaken in Shandong and Jiangsu provinces in 2000. It is found that several factors have contributed, to a various extent, to the rise of earnings inequality in the post-privatization rural enterprises; those being - unequal distribution of share ownership among employees, increased returns to human capital, and widened gender wage gaps.     

JEL Classification   D63, O53, P32

The Effect of Development Strategy on Equity and Efficiency
Justin Yifu Lin    

(Peking University) 
Peilin Liu

             (Development Research Center of the State Council)
Abstract     This paper argues that a country’s development strategy affect both the efficiency and the equity in the country. If a country adopts a Comparative-Advantage-Defying strategy to develop capital-intensive industries, the firms in the priority industries will be nonviable in open, competitive markets and require supports/protection from government. However, any policy, which aims to support/protect those nonviable enterprises, will reduce economic efficiency and deteriorate the income distribution. Empirical evidences from cross-country data set are consistent with the above hypothesis.
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Some New Developments in Economics and Finance

Jianping Fei
(Huazhong Science and Technology University)
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