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  Preface to the  Revised Edition    

 This book explores how moral factors exert infl uence on the economy. 
 Not long ago, some students asked me, “Of your published writings, which three 

books do you believe best refl ect your academic standpoint?” I recommended the 
following:  Unbalanced Chinese Economy  (Economic Daily Press, 1990; Guangdong 
Economic Press, 1998; Encyclopedia of China Press, 2009, which was reviewed as 
one of the “Top Ten Economic Works Infl uencing the Economic Development of 
New China”);  Beyond Market and Government  (Economic Science Press, 1999, 
nominated for the Fifth National Book Award 2003); and  Origin of Capitalism  (The 
Commercial Press, 2003, nominated for the National Publication Award 2007 and 
Prize of Honor winner in the China Publishing Group Book Award 2007). The sec-
ond of these, fi rst published in 1999, had the subtitle “Infl uence of Moral Factors on 
Economy.” This revised edition published in 2009 contains modifi cations and extra 
material to refl ect the changes that occurred during the 10-year interval. 

 Four reasons account for the choice of the title— Beyond Market and Government . 
Firstly, as the book says, in the long period before the emergence and establishment 
of market and government, custom and morality were the only modes of regulation. 
This is not only true of remote antiquity; even in modern times, there have been 
isolated tribes, remote mountain villages, small islands, or migrant communities 
cultivating virgin land, where the only things working to regulate social and eco-
nomic activities are custom and morality—not market or government. Therefore, 
we are justifi ed in calling custom and morality a kind of regulation beyond market 
and government. 

 Secondly, in places where regulation by market or government does work, there 
are still some gaps that the two modes of regulation cannot reach owing to the limi-
tations of their infl uence. Each does compensate for the other’s limitations, but only 
up to a point. For example, human beings as “social men” do not necessarily think 
or act only for economic benefi t, nor will they always be passively subject to regula-
tion by the government. The gap can only be fi lled by custom and morality. In this 
sense, regulation by custom and morality can be viewed as a regulatory mode 
beyond market and government. 
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 Thirdly, social life includes a wide range of activities, one part of which is  trading 
activity and another is non-trading activity. In the former, the market plays the role 
of regulator at the basic level and the government at a higher level. But the same 
cannot be said of non-trading activity, which is not restricted by market rules and 
mechanisms nor is subject to government intervention. The government is only 
responsible for defi ning its scope and ensuring that such activity does not overstep 
the boundary. Thus, non-trading activity has to be regulated by factors beyond mar-
ket and government, namely, moral force. 

 Fourthly, once markets and governments do emerge, a variety of causes can give 
rise to market failure or government paralysis, rendering regulation by market or 
government ineffective or extremely limited. But even in such circumstances, cus-
tom and morality still exist and continue working as normal. This is another    reason 
that custom and morality can be regarded as a mode of regulation beyond market 
and government. 

 For the above reasons, this book is titled  Beyond Market and Government . It 
must be explained that regulation by custom and morality lies between regulation 
by market and regulation by government. Regulation by market is called the “invis-
ible hand” and regulation by government the “visible hand.” Regulation by custom 
and morality is closer to the “visible hand” when its power to restrict is relatively 
strong and closer to the “invisible hand” when it is weaker. 

 But    when is such power stronger or weaker? There are two main deciding fac-
tors. One factor is whether or not regulation by custom and morality has become a 
convention or a rule universally accepted by all members of the group. If so, its 
restricting power will be stronger; if not, it will be weaker. For example, a village 
rule is an agreement among all villagers, and they are obliged to follow it. In this 
situation, the restricting power of regulation by custom and morality embodied in 
the village rule is stronger. The second factor is the degree to which each member 
identifi es with the group. If the degree is high, the restricting power is stronger; if 
not, it will be weaker. For example, if the villagers have a high degree of self- 
identifi cation with their group, they will be more self-disciplined in following the 
village rules. That is to say, the rules will have more restricting power on the 
villagers. 

 Of course, in some situations, the restricting power of regulation by custom and 
morality is relatively weak, but this does not imply that it has no effect at all. 
Moreover, stronger does not always mean better where such power is concerned, 
since regulation by custom and morality takes many different forms. The above- 
mentioned village rules generally have stronger restricting power, whereas some 
regulation by custom and morality formed through self-discipline, despite involving 
no restricting power, can often play a role and infl uence individual behaviors. 

 In terms of social development trends, we note a continual increase in non- 
trading activities, in which regulation by custom and morality plays a major part. In 
the past when productivity was very low, trading activities barely existed, whereas 
non-trading activities covered almost all social and economic life. Later   , with the 
increase in productivity, the traded sector gradually increased and expanded and the 
non-traded sector shrank correspondingly. When productivity increases to a higher 

Preface to the Revised Edition 



vii

level, the share of the non-traded sector in socioeconomic life would gradually rise 
again. In other words, once the economy is highly developed, with income per cap-
ita increasing greatly, people’s values and attitudes will change accordingly, as 
regards benefi ts, occupation, lifestyle and life itself, family and children, interper-
sonal relations, material wealth, spiritual enjoyment   , etc. When    national revenue 
and disposable personal income rise to a certain level, non-trading activities will 
increase and relations within the non-traded sector will develop at different levels. 
This is an inevitable trend of social and economic development. Consequently, as 
the major mode of regulation in the non-traded sector, regulation by custom and 
morality will play an ever more important role in social and economic life. In the 
past, regulation by morality has been an issue of interest to and exploration by spe-
cialists in philosophy, economics, and sociology, but I hope in the future more non-
professionals will join us and think earnestly how regulation by morality plays a 
role beyond market and government. 

 This book devotes seven chapters to the role of moral factors on the economy. At 
present, discussion on this topic in academic circles is far from enough, as is our 
awareness of its importance in social and economic life (including the traded and 
non-traded sectors). That said, I believe this situation will change in the future. 
More people will join us in this study, and the role of regulation by custom and 
morality will be fully deployed. In this sense, my effort in writing this book will be 
worthwhile.  

  Beijing, China        Yining     Li   
  October 2009 
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    Chapter 1   
 The Issue of Regulation 
by Custom and Morality 

1.1                        Historical Review 

1.1.1     The Meaning of Regulation by Custom and Morality 

 To discuss the meaning of regulation by custom and morality and its past and  present 
roles, one must start with the question of resource allocation. 

 People often ask what it is that economics studies and why we should study 
 economics. Different schools may supply different answers, but none can get away 
from this thought: Economics is about allocation of resources, and the study of 
economics is the study of how to use limited resources in the most rational and 
effi cient ways so as to increase the overall wealth of the society and make it increas-
ingly affl uent. Some scholars would go further: The study of economics is in order 
to use resources rationally and allocate them effi ciently so as to increase the wealth 
of the society and make income or wealth distribution fairer and fairer. In short, 
economics is a science of resource allocation and its mechanisms. 

 In the discipline of economics, two standpoints on resource allocation have 
formed. The fi rst holds: Resources can be allocated rationally and effi ciently by 
means of market mechanism, and resource allocation theory is no more than a 
 theory of spontaneous regulation by market on economy. The second considers: 
Market mechanism has many limitations in resource allocation such as low utiliza-
tion rate, irrational allocation, unbalanced income distribution, etc.; therefore, mar-
ket mechanism should be replaced or at least rectifi ed through regulation by 
government (or regulation by plan). Between these two attitudes, many other differ-
ent viewpoints exist such as: Equal importance should be attached to the two means 
of regulation; either regulation by market should play the major role and regulation 
by government the auxiliary role or vice versa. In general, current study on resource 
allocation mechanism shows the existence of the two means is universally accepted 
and the only disagreement is on their relative weighting in resource allocation. 
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 Regulation by market and regulation by government are two distinct modes of 
resource allocation. But in fact, ever since the appearance of markets and govern-
ments, neither of the two modes has been the only one at work in social and 
 economic life. In a market economy, a more realistic view is: Market plays a basic 
role in resource allocation and regulation by government a high-level role. Both 
modes exert infl uence on social and economic activities. Wherever there are trading 
activities, the market mechanism is at work. Wherever there is government, there is 
government supervision or guidance, be it direct or indirect, on trading activities so 
that they remain in line with government aims and within the boundaries it defi nes. 
In this sense, regulation by market as a basic mode can be called “primary regula-
tion” and government regulation, as a high-level mode, “secondary regulation.” 

 Now, we want to ask: Are there only the two means of regulation in social and 
economic life? Is there another, a third type of regulation? And if so, what is it? 

 As previously stated, the terms “regulation by market” and “regulation by 
 government” both indicate the mechanism by which resources are allocated, namely, 
the resource allocation rules by which social and economic life operates. Without a 
market, there could be no regulation by market and without government, no regula-
tion by government. However, human beings have been on the earth for hundreds of 
thousands of years, whereas market appeared only several millennia ago and 
 government even later, so how did human society and its economy run, and how 
were resources allocated in the long period before regulation by market and by 
 government were established? Is it possible that another means of regulation was 
there to allocate resources? If not, how could human society have survived till today? 

 Barter, a type of transaction, fi rst appeared among tribes and can be regarded as an 
embryonic form of spontaneous regulation by market. At that time, predating both 
states and governments, there were no concepts of government management or regu-
lation of resource allocation. Then, we may enquire: In the long period before the 
appearance of barter or within tribes after intertribal dealing emerged, given that there 
was no market force or government force, what was it that controlled resource alloca-
tion between people or between tribes? It could only be force of custom or morality. 
Factors of custom and morality constitute a cultural tradition that is  universally 
accepted and followed by people and through which they handle and adjust their 
interpersonal relations. Under the infl uence of this cultural tradition, people’s behav-
ior becomes more orderly and conforming. Even in remote antiquity this was the case. 

 In light of this, regulation that relies on the force of custom or morality—a regu-
lation beyond market and government—can be called “the third regulation.” Since 
production factors are provided and employed according to custom and production 
outputs are distributed on this basis too, it can undoubtedly be called “regulation by 
custom.” Custom comes from tradition and group identifi cation, the foundation of 
which is moral belief and principle. Since custom is supported by morality, regula-
tion by custom is inseparable from regulation by morality. Hence, they can be com-
pounded under the term “regulation by custom and morality.” 

 In his work  A Theory of Economic History , the British economist John Hicks 
used the term “customary economy” and considered it the earliest model of non-
market economy. He pointed out that “the economy of a neolithic or early mediaeval 
village, as well as of tribal communities, was not organized by its rulers (if such 
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existed); it was based upon a corpus of tradition. By that tradition individual  function 
was prescribed, and continued to be prescribed.” 1  

 According to Hicks, in “customary economy” “people are not much disturbed in 
their ancient ways by external pressures. Their economy can function, with every 
member performing his allotted task, including the decision-making which is left to 
him within his allotted circle; overriding decisions from the “centre” will scarcely 
ever have to be made.” 2  Such “customary economy” is self-adjusting for maintain-
ing a balanced state. As Hicks wrote, “once the system has attained an equilibrium, 
it can continue for long ages without the need for reorganization—without the need 
for decisions of an organizational character. The ordinary emergencies, such as 
 harvest failures or attacks by the “usual” enemies would not require new decisions; 
ways of dealing with them could be incorporated within the tradition rules. So long 
as the equilibrium persisted, there might even be no need for an organ by which 
ultimate authority could be exercised.” 3  Without doubt, the “customary economy” 
described by Hicks was an economy regulated by force of custom and morality only. 

 But does it follow that with the emergence of markets and governments and 
 regulation by them, regulation by custom and morality disappeared? Far from it: 
The diminished importance and infl uence of regulation by custom and morality 
does not imply its total disappearance. Indeed, in areas where regulation by market 
and  government cannot reach, it still plays a major role. For example, there are places 
outside the reach of government—remote mountain villages, small islands, wilder-
ness lands—but there are people living, working, and multiplying there. It is regula-
tion by custom and morality that enables them to continue living and producing there. 

 We come to a preliminary conclusion: Before the appearance of regulation by 
market and government and in places where market and government factors cannot 
reach, regulation by custom and morality is the only form of regulation that works.  

1.1.2     Coexistence of the Three Modes of Regulation 

 Since the appearance of markets and governments, there have been occasions when 
regulation by custom and morality comes into play as well as the other two modes, 
thereby creating a situation of three types of regulation coexisting and cofunctioning. 

 A typical example is the social and economic life of medieval cities in Western 
Europe. 

 In Western Europe, since the tenth century or so, some old cities in decline 
 experienced a revival. New houses were built on the ruins of the old city, forming 
new neighborhoods, or industrial and commercial districts emerged along the old 
city boundaries and gradually became an integral part of the city. More importantly, 
a group of new cities appeared. Different from the ancient cities both in political and 
economic terms, these revived or new medieval cities came into being and  developed 

1   John Hicks [ 1 , p. 15]. 
2   Ibid.: 14. 
3   Ibid.: 14–15. 
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as something different from serfdom and as places of refuge and resettlement for 
escaped serfs. Many of those serfs became craftsmen, and their organizations were 
called guilds. Members of a guild, or guild-masters, were owners of manual work-
shops. They sold their products and bought raw materials in the market, so their 
behaviors were regulated by the market. The administration of the city, or the 
municipal government, formulated a series of rules for the market and the produc-
tion and operation of the workshops in terms of product price, operating hours, 
borrowing and lending rates, etc. This was regulation by government in action. The 
guilds also had their own rules. For example, they set a ceiling on the number of 
journeymen and apprentices in each workshop. In some cities, guilds even made it 
a rule that each guild-master could have only one workshop. 

 In some cities, guilds also set restrictions on production equipment in each 
 workshop such as the number of ovens in bakeries, the number of looms in textile 
workshops, and so on. Some guilds forbade opening underground workshops or 
covertly producing on equipment hidden in other people’s houses. All facilities 
should be for self-use only, and hiring was not allowed. Some guilds set limits on 
family members involved in production. For example, only sons, brothers, and 
nephews of an owner were allowed to participate in production, and no further 
 relatives could be included. To do otherwise was considered covert hiring and an 
obvious violation of the rules. All rules and restrictions were set by the guilds to 
safeguard the stability of their trade at a period when the cities of medieval Western 
Europe were in their initial stage of development. By this means, no manual work-
shop would expand to a size large enough to threaten other workshops. The rules set 
by the guilds were based on traditions accepted by all members, therefore they 
belong neither to regulation by market nor to regulation by government but to 
 regulation based on the power of custom and morality. In those medieval cities, 
regulation by custom and morality coexisted with regulation by market and govern-
ment, all of them playing a role. 

 Another example of such coexistence is found in the activities of some farming 
communities in modern Western countries. With the maturity of the market, farmers 
likewise subjected their producing activities to regulation by market such as what 
crops to plant, what livestock to raise, at what price to sell their products, etc. Any 
fl uctuation in market price would infl uence the production and operation of farming 
households. Price changes and surplus and shortage of farm products are matters of 
concern to government; when necessary, it takes different measures to regulate the 
market so as to ensure a certain amount of income for each farming household and that 
the prices of agricultural products are kept at a certain level. Besides regulation by 
market and government, farmers also set up their own organizations with the aim of 
protecting their own interests, minimizing losses caused by market fl uctuation or 
resisting government measures injurious to their development, etc. Once joined in such 
organizations, farmers should obey relevant rules, and the organizations should protect 
the rights of all members while restricting their behaviors. This can be classifi ed as 
regulation by custom and morality. Therefore, farmers’ social and  economic activities 
in modern Western countries exist in the context of the three types of regulation. 
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 On those occasions when the three coexist and function together, the relative 
strength of the role played by regulation by custom and morality is not necessarily 
determined by that of regulation by market or regulation by government. Actually, 
their relationship is too complicated to be summed up with the formula “A is 
 stronger and B weaker or vice versa.” Of course, we do often see occasions when 
regulation by market and government being weak, regulation by custom and 
 morality becomes stronger to compensate. Here are two illustrative examples. 

 One: In history, in areas newly opened up by immigrant communities, since 
 regulation by market or government did not then function, resource allocation had 
to depend on regulation by custom and morality. In the early period of the Protestant 
migrants opening up North America, it was regulation by custom and morality that 
fi lled the gap caused by the absence of regulation by market and government. The 
former element was strong and the latter weak. 

 China’s history affords many similar examples. In the period of the Southern and 
Northern Dynasties, in the last years of the Tang, and in the Five Dynasties period, 
waves of people living in the Central Plains area migrated south and congregated in 
areas such as Fujian and Guangdong, where families settled down, establishing new 
villages, preserving their old cultural traditions while starting up new undertakings. 
In such places, no adequate regulation by market or by government existed, so regu-
lation by custom and morality dominated the social and economic life of the 
migrants. From this, we can see how great the vitality is of cultural tradition formed 
under the infl uence of custom and morality. Thanks to the power beyond market and 
government, namely, the power of custom and morality, those immigrants managed 
to overcome a multitude of diffi culties in the turmoil of war, migrating with their 
families and establishing a new homeland in the remote South. The force of custom 
and morality was a force beyond market and government. 

 Two: After the appearance of markets and governments, there were many 
 occasions of great unrest, such as invasion by alien peoples, peasant uprisings, feu-
dal separatist rule, wars between warlords, etc. A folk adage goes, “take shelter in 
the towns at times of minor unrest and in the villages during major upheaval.” In the 
former case, country folks were likely to take refuge in towns since these were 
guarded by soldiers and people were safer there, a proof that regulation by govern-
ment still worked in towns and that social and economic order was maintained. 
At times of major upheaval, townspeople were likely to fl ee to the countryside, to 
remote places or mountain areas in particular, since towns, usually being places of 
military and strategic importance and therefore fi ercely contested, faced the risk of 
siege and running out of water and food. Even government forces could not main-
tain normal order, so people had to fl ee to the countryside, putting as much distance 
as possible between themselves and the towns. At such times of great upheaval, 
trade was suspended, and regulation by market could not function. With govern-
ment paralyzed, regulation by government failed too. However, in remote villages 
or mountain areas far from the towns, there were still residents living and working. 
So how did such communities and economies run? How were resources allocated? 
All these depended on a regulating force beyond market or government; namely, the 
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force of custom and morality, which, in times of great upheaval, helped to keep 
social and economic order and enable people to live, survive, and multiply. This 
illustrates the increase in strength of regulation by custom and morality with the 
weakening of regulation by market and government. 

 Nevertheless, as previously stated, the three types of regulation relate with each 
other in a complicated way. There are situations where A is strong and B weak or 
where A is weak and B strong. But there are also situations where both are strong or 
weak. For example, in situations where the market is immature and the market 
mechanism imperfect, the role of regulation by market in resource allocation will be 
restricted; at the same time, if the government fails to set certain rules or fails to 
enforce them seriously or allows rule infringement to go unchecked, it means 
 regulation by government in resource allocation is weak. When regulation by mar-
ket and government are both weak, one cannot generalize on whether the role of 
regulation by custom and morality is weak or strong. The answer requires analysis 
of the specifi c situation. 

 One should point out that a custom is something that most people accept and 
follow and a moral is a belief, a principle for treating oneself and others and 
 conducting oneself in the society. For regulation by custom and morality to play an 
important role in social and economic life, a precondition would be the majority’s 
endorsing and following the custom and their belief in and support of certain morals 
and principles. In situations where regulation by market and government are both 
weak, if the majority in society do not accept a custom formed by tradition or do not 
totally endorse it, they cannot be said to follow it; if the majority in society lack a 
certain moral belief or do not adhere to a certain moral principle, then the role of 
regulation by custom and morality will be insignifi cant. Here, we have a situation 
where all three types of regulation are weak; social and economic life is bound to 
fall into chaos, resource allocation will be disorderly and ineffi cient. A persuasive 
example of this is the experience of migrant societies in Chinese history. 

 This shows that the strength or weakness of regulation by custom and morality is 
not necessarily directly linked to that of regulation by market or government: It very 
much depends on the degree of people’s subjective effort, on how important they 
deem such regulation and exercise it actively in their life. 

 Similarly, at times when regulation by market can fully play its role when 
 government seriously exercises its responsibility for high-level regulation, the 
strength of regulation by custom and morality will depend on specifi c situations. 
With the emergence of markets and governments, once their regulating functions 
began to come into effect, the scope of regulation by custom and morality shrank, and 
regulation by market and government replaced it in many areas. Importantly, how-
ever, the shrinking of scope is not the same thing as a diminution in strength. In the 
larger context where regulation by market and government fully play their due roles 
provided people regard regulation by custom and morality as important and ensure 
that it plays its role, its infl uence will be both striking and benefi cial. In short, human 
effort is a decisive factor. This will be discussed in detail in the following chapters.   
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1.2     Nontraded Sector 

1.2.1     Various Relationships in the Nontraded Sector 

 In the fi rst section, we clarifi ed this issue: A third type of regulation beyond market 
and government did exist in history, namely, regulation by custom and morality. Its 
strength or otherwise, its clear results or otherwise, depend on whether people 
attach importance to it and whether they care that it plays its role. In other words, 
the crucial factor is people’s subjective effort. In this section, we analyze the various 
relationships in the nontraded sector. In social and economic life, the traded sector 
and the nontraded sector co-exist. In the former, market rules play the major role in 
terms of regulating resource allocation, etc. Government guides and manages the 
market, makes up for the limitations of regulation by market and rectifi es the defects 
of the market. In the traded sector, regulation by market is basic in nature whereas 
regulation by government is at a higher level. But the same is not true of the non-
traded sector, since market rules have no role here and market mechanism does not 
exist here. Because of the absence of regulation by market in the nontraded sector, 
the role of regulation by government differs from its role in the traded sector. 

 To better explain the features of the nontraded sector, let us fi rst discuss human 
needs, human behaviors and interpersonal relationships. In real life human beings 
are “social men” living in communities, having their own needs, pursuits, aspira-
tions and emotions. They have relatives, friends, colleagues and neighbors with 
whom they are in contact. In social contacts, they have to consider various relation-
ships, follow conventions and take care not to overstep boundaries. They are  infl uenced 
by their surroundings and may infl uence others as well. They persuade others and are 
themselves persuaded. Their experiences constantly change, as do their emotions and 
their ways of thinking. As “social men” they behave thus in the traded sector and in 
the nontraded sector this is even more the case. Therefore, the study of various activi-
ties and relationships in the nontraded sector is in a certain sense the study of count-
less individual “social men” and the various groups they form. 

 The nontraded sector not only exists but constitutes a rather large part of social 
and economic life. The American economist Kenneth Boulding pointed out that a 
price-centered trading economy is far from capable of including all human eco-
nomic activities. As well as the exchange economy, there is the “grants economy,” 
an economy that is not founded on exchange but on bestowal. According to 
Boulding, the “grants economy” has three origins: love, fear, and ignorance. 4  

 What is “bestowal” originating from “love”? People have relatives and other 
close ties. Out of “love,” they are willing to grant part or all of their properties and 
incomes to others, a behavior that has nothing to do with price-centered exchange 
economy. 

 What is “bestowal” originating from “fear”? For example, a man is threatened by 
robbers whose goal is to take his belongings. This man has to choose between 

4   See Boulding et al. [ 2 , p. 183]. 
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“money” and “life.” Obviously he will choose the latter by giving his money to the 
robbers. This is also “bestowal behavior,” but “bestowal” engendered by “fear.” 

 What is “bestowal originating from “ignorance”? According to Boulding   , when 
two parties conduct an unequal exchange, one party takes advantage of the “igno-
rance” of the other, gaining more whereas the other suffers losses. This is the 
 equivalent of bestowal behavior, bestowal out of “ignorance,” and plainly different 
from an exchange economy situation. 

 Boulding came to the conclusion that the “grants economy” was different from 
exchange economy and that traditional economics could analyze phenomena only 
in the exchange economy, not in “grants economy.” 

 Boulding’s statement is not without merit, and his proposal of “grants economy” 
is educative. But it is hard to sum up relationships and activities in the nontraded sec-
tor as “grants.” To be more precise, though social and economic life can be classifi ed 
into traded and nontraded sectors, to say it comprises only exchange economy and 
“grants economy” is incomplete. The traded sector might be equivalent to exchange 
economy, but the nontraded sector is far more complicated than a “grants economy” 
and the relationships within do not stop at “love,” “fear” and “ignorance.” Those 
relationships, such as ties among families, clansmen, relatives, neighbors, townsmen, 
schoolmates, friends, or teachers-and-students, are not trade-centered, so they cannot 
be summarized with the three origins. Academic exchange, social contact, civic 
activities, etc., are generally non-trade-oriented, but they cannot be summarized with 
the three origins, either. Therefore, it is more accurate to say “various relationships 
and activities in the nontraded sector” than merely use the word “grants.” 

 Relationships and activities in the nontraded sector are not in the realm of 
 regulation by market, nor are they subject to market rules. Market mechanism does 
not intervene in the nontraded sector. As for regulation by government, its main role 
in the sector is to set boundaries for those relationships and activities, namely, that 
none of them should overstep the limits established by law or violate laws at pain of 
punishment for infringement. However, government does not involve itself in how 
the activities are conducted or how the relationships are handled, but allows the 
force of custom and morality to play the main role here. This is an important distinc-
tion between the nontraded and the traded sectors.  

1.2.2     Rationality of Individual Behaviors 
in the Nontraded Sector 

 A society is formed by countless individuals who have dealings with each other and 
sometimes confl icts. Individuals have individual goals but the important issue is 
how to avoid one person’s goals confl icting with those of others. If realizing one 
person’s goal entails damaging that of the other, then the rationality of their behav-
ior and goals should be probed. The question of rational behavior and of goals 
applies in economic and social activities alike. A person’s rational economic 
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behavior and goals may well be at one with his own rational social behavior and 
goals, but they might be irrational when considered from the perspective of society’s 
goals. Therefore, as “social persons,” we have to consider the rationality of our behav-
ior and goals from an economic perspective and from a social perspective too. Why do 
we raise such a question in discussing the relationships and activities in the nontraded 
sector? It is because this question is linked to the limitation of regulation by market and 
by government as well as to the effectiveness of regulation by custom and morality. 

 Of course, society expects the behavior of individuals to be in line with social 
norms and individual goals to be in line with those of social development. If an 
individual’s behavior is not in line with social norms but will not actually harm 
normal social and economic operation or hamper achieving society’s development 
goals, there is no need for society to regulate it. If an individual’s goal is not in line 
with that of social development provided it will not harm the interests of other 
 individuals or hamper realization of their goals, there is no need for society to regu-
late this, either. The need for society to regulate arises only when individual behav-
ior and goals are at odds with social norms, with the goals of social development 
and the interests of others or overstep the limits set for them. 

 In the traded sector, regulation appears simpler: On the basis of regulation by 
market, regulation by government can roughly coordinate individual behavior and 
goals with social norms, so regulation by custom and morality plays only a supple-
mentary role here. In the nontraded sector, things get more complicated. As 
addressed above, relationships and activities here are independent of market mecha-
nism, i.e., regulation by market has no role in these sectors. Nor does regulation by 
government interfere too much here: Its main role is to set boundaries for those 
relationships and activities, i.e., none of them should overstep or violate laws. This 
leaves considerable space for regulation by custom and morality, which is the form 
of social regulation most relied on and acceptable to the majority when individual 
behavior and goals are out of line with social norms or overstep boundaries. 

 Then we hit a problem: In the nontraded sector, individual rational behaviors 
may be legal, but to be rational does not imply legality, nor does legality imply that 
a behavior is rational. But we have to ask: Why does the traded sector have no such 
problem of rationality/legality in individual behavior? In the traded sector, provided 
market mechanism is complete, regulation by government is effective, and laws are 
executed seriously, individual behaviors usually can be legal and rational at the 
same time. In trading activities, even incomplete laws in need of modifi cation are 
still effective and have to be abided by. Only thus can the trading parties be pro-
tected by law. Since a trade involves the economic interests of both parties, it has to 
be both rational and legal. No trading activity or individual behavior, even if it is 
considered rational, will go on happening if it is not legal: at most it will be a one- 
off. In general, in traded sector, economic interests determine the fact that all trading 
activities and behaviors have to be both legal and rational. 

 Things are different in the nontraded sector. Laws only set boundaries within the 
non-traded sector, and no activity should overstep them. Relationships and activities 
within this sector are mainly regulated by custom and morality. Therefore there is a 
direct correlation between the boundaries of rationality of nontrading behaviors and 
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the scope defi ned and endorsed by belief and moral principles in habit and morality. 
In the non-traded sector, the fact that a behavior on the part of an individual is ratio-
nal does not equate to its being legal, and it certainly does not mean such a behavior 
is illegal. In fact, within the boundaries defi ned by law, many relationships are not 
managed by specifi c laws to observe, but depend on regulation by custom and 
morality and by cultural traditions. The fact that an individual’s behavior is legal 
does not equate to its being rational, and it certainly does not imply that legal behav-
ior is irrational. Since there are no specifi c laws to follow in handling many relation-
ships in the nontraded sector, when a law is brought in it might not be in accord with 
custom or traditions, thus giving rise to a situation which is legal but not rational. 

 Unlike in the traded sector, if the situation arises in the nontraded sector where 
an individual behavior is rational but not legal or legal but not rational, this is con-
sidered quite normal. This is because when we talk about legal or nonlegal in this 
context it does not mean whether those relationships or activities have or have not 
overstepped boundaries defi ned by laws: it is about whether or not there are specifi c 
laws to follow within those boundaries. The reason we say regulation by custom and 
morality is extremely important to the nontraded sector is because the greater the 
lack of specifi c laws to follow, the greater the need for this type of regulation; 
the more individual behaviors need to be in harmony with social norms, the greater 
the need for regulation by custom and morality. 

 The fact that people are “social men” is more obvious in the nontraded sector. 
Since people are “social men,” the ability of regulation by market and government 
to deal with issues involving people is rather limited, and regulation by custom and 
morality is more applicable here. If we consider this argument from the angle of 
“social men,” we will have a deeper understanding.   

1.3     Between the “Visible Hand” and the “Invisible Hand” 

1.3.1     The Nature of Regulation by Custom and Morality 

 As modes of resource allocation, regulation by market is usually called the  “invisible 
hand” and regulation by government the “visible hand.” So is the third mode, regu-
lation by custom and morality, an invisible hand or a visible one? We may approach 
this interesting question by analyzing the nature of these modes of regulating 
resource allocation. 

 The nature of regulation by habit and morality falls between that of the  “invisible” 
and “visible” hands. Regulation by market is called the “invisible hand” because it 
is based on the mechanism of supply and demand, is by nature a spontaneous regu-
lation beyond the will of people and the result of the continuous contest and interac-
tion of two forces, namely, supply and demand. Regulation by government is called 
the “visible hand” because it is regulation by departments of government on social 
and economic life through the application of different measures, is by nature a 
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 manmade and conscious regulation, the result of administration’s effect on  economy, 
and its execution is based on laws, rules and policies. Regulation by custom and 
morality shares common ground with but also differs from the other two modes of 
regulation. Therefore, in terms of its nature, it falls between the “invisible” and 
 “visible hand”: Just like the Way of Nature in Daoism, it is sometimes visible, 
sometimes invisible. 

 The similarities between regulation by custom and morality and regulation by 
market are as follows. One: Regulation by custom and morality originates within the 
behavioral agents, who infl uence social and economic life in the light of the cultural 
traditions, moral beliefs and principles with which they identify, and bring about 
changes in resource use effi ciency and allocation patterns. By contrast,  regulation 
by government relies on an external force, namely, administrative power, to  intervene 
in social and economic life, and to infl uence resource allocation and allocation 
 patterns. Two: Like regulation by market, regulation by custom and morality acts in 
a spontaneous and gradual way to bring order to disordered resource allocation. 
By contrast, regulation by government attempts to build order from the outset, an 
order that exists, unfortunately, only in the government’s mind or plan, but not neces-
sarily in real social and economic life. The outcome of regulation by government might 
be true orderliness or lack of it. It could even turn an orderly state into disorder. 

 Regulation by custom and morality and regulation by government are similar in 
that neither mode is separable from people’s conscious behavior and both perform 
in social and economic life as a manmade means of adjusting, guiding or restricting 
resource allocation; unlike regulation by market, these modes of regulation can be 
changed if there is the will to do so. Of course, when discussing manmade guidance 
of economic life and resource allocation, the following difference between the two 
should also be noted: In regulation by government, the regulator is government, 
manifested as an external administrative power, whereas in regulation by custom 
and morality, the regulator is the agent personally or a group he identifi es with and 
is a part of. That is to say, in regulation by government, guidance, adjustment and 
restriction are realized by an external administrative power, whereas in regulation 
by custom and morality, it is the members of society themselves who regulate socio- 
economic life and resource allocation: it is they who restrict their own behavior. 

 Considering all those similarities and differences, we can say that regulation by 
custom and morality is similar to but not equivalent to the “invisible hand”: Although 
it is not equivalent to the “visible hand,” there are some points of similarity. Actually, 
it lies in the space between the two “hands.” If each “hand” represents an extremity, 
where then is the location of regulation by custom and morality? 

 Regulation by custom and morality is sometimes closer to the “invisible hand” and 
sometimes closer to the “visible hand.” In other words, it comes in many  different 
forms. Why so? It is because this regulation is manifested by agents infl uencing social 
and economic life through self- or mutual restriction, restrictions that come from the 
agent themselves, from identifi cation with a group, from respect for and insistence on 
certain cultural traditions. On different occasions such restriction can take different 
forms and can be more powerful or less. These different forms and degrees of power 
can cause this type of regulation to keep shifting position, moving closer to  invisibility 
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or closer to visibility. Suppose the restricting power is stronger, for example,  taking 
the form of village rules, articles of associations, then regulation by custom and 
morality is closer to the “visible hand.” When the restricting power is weaker, such as 
in self-discipline, or a group persuading one of its  members, then this type of regula-
tion is closer to the “visible hand.” But beware: “Closer” does not mean “equivalent,” 
and “closer” to one end is bound to mean “farther” from the other. Therefore, we may 
conclude as follows: No matter what form it takes or how strong its restricting power 
is, regulation by custom and morality always lies between regulation by market (“the 
invisible hand”) and regulation by government (“the visible hand”). 

 Among many ethnic groups, regulation by custom and morality often appears as 
a historical or cultural phenomenon: For example, some groups practice cremation, 
others water burial, others interment, and others sky burial. Every group thinks its 
own practice is better than other forms, in that it is a respectful send-off for the 
deceased, whereas all other practices are unthinkable. Can one actually say which 
practice is the most respectful? Since each group has its own unique customs and 
moral norms, it is hard to say; but respect for the dead is universally seen as essential 
and the only difference is the form that respect takes.  

1.3.2     Forms of Regulation by Custom and Morality: 
Corporate Culture 

 Let us examine this question further. 
 Many researchers have turned their attention to how the corporate culture of an 

enterprise infl uences its production, operation, and management. But the effect of 
corporate culture on social and economic life does not fall within the scope of regu-
lation by market or government. Rather, corporate culture is both an expression of 
regulation by custom and morality and a result of it. 

 In the micro sense, the impact of corporate culture on resource allocation is 
fi rstly manifested in its infl uence on how each employee feels about the enterprise. 
Of all resources, human resource is the most precious in terms of quantity as well as 
quality. Quality is manifested in aspects such as technical skills, range of knowl-
edge, health condition and mental attitude. When the number of staff is fi xed, the 
high quality of staff is a refl ection of rich human resource. People often ask: What 
are the most important factors for developing economy and enterprise? Capital, 
technology and information are very important indeed. But capital needs people to 
raise and utilize it, technology needs people to develop and operate it, and informa-
tion needs people to gather and process it. But in every one of these tasks, a good 
mental attitude is especially important. Without it, the roles of capital, technology 
and information cannot be brought into play. Accordingly, the most important fac-
tors for economic and enterprise development are people, people of enterprising and 
pioneering spirit. If a society’s material wealth is destroyed, new wealth will rise to 
replace it provided that society still has people of enterprising and pioneering spirit. 
If it is pioneering spirit and not wealth that is lost, that wealth will wither away in 
the future, the society fall into poverty, its economy incapable of recovery. 
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 So there is a direct correlation between an enterprise’s ability to prosper and the 
quality of its human resources and of its employees’ pioneering spirit. The spirit of 
the enterprise is embodied in every employee as is the quality of human resources, 
though this is more evident in some individuals than others. The major target in build-
ing a corporate culture is that the enterprise’s pioneering and enterprising spirit be 
strongly expressed in every employee, forming a spiritual driving force. It is a refl ec-
tion of the improved and enriched quality of its human resources. So, how is such a 
spirit formed and developed? It is not through regulation by market or  government, 
although both can, up to a point, inspire people to pioneer new fi elds and make prog-
ress. The formation of such a spirit within an enterprise, apart from the related quali-
ties that employees already have prior to joining it, relies mainly on educating its staff 
and on the infl uence of its cultural environment. In this sense, regulation by custom 
and morality plays a role far more important than the other two types. 

 An enterprise’s employees form a group. The harmony of their relationship is 
signifi cant to the performance and cohesion of the enterprise. If there is internal 
disunity, interpersonal friction, lack of harmony, maneuvering for position, depart-
mentalism and back-biting, and unwillingness to listen and cooperate, the resource 
advantage of the enterprise cannot be leveraged. Moreover, the enterprise will be 
damaged as the result of lowered or even negative effi ciency. An approach to solv-
ing this problem could be to put greater effort into management and into building 
the corporate culture. Firm but fair enterprise rules are helpful in defi ning the 
responsibilities of every unit and post in order to raise the effi ciency of the  enterprise. 
In terms of building corporate culture, this is benefi cial for harmonizing interper-
sonal relations within the business, improving cohesiveness and transforming nega-
tive factors into positive ones. Resource utilization and competitiveness can be 
improved thereby. Moreover, the infl uence of the cultural environment thus shaped 
can improve the quality of new starters and inspire them to be enterprising and 
 pioneering. These things are the embodiment of regulation by custom and morality. 
They are also the fruits of such regulation. 

 As one form of regulation by custom and morality, corporate culture has some 
points of similarity with regulation by government, but the two are different in 
nature. Under the latter form, government uses regulatory techniques to infl uence 
supply and demand of products and labor, thereby infl uencing cost, price, and 
profi t. In this process, production factors are recombined and resource allocation 
patterns are changed. An enterprise can also recombine production factors and 
infl uence resource allocation patterns just as government does, but in developing its 
corporate culture the mode of regulation it takes is different from that of govern-
ment. Three points are worth noting here: 

 One: When regulation by government starts to exert infl uence on the production 
and operation of an enterprise, the enterprise has actually been put in a passive 
 position. If regulation by government is direct, the enterprise must accept such regu-
lation irrespective of its own considerations. Even when such regulation is indirect, 
if it infl uences the production, operation, cost, price and profi t of the enterprise, the 
enterprise must consider these infl uences, adjust its own actions and adapt to the 
changes caused by those infl uences. Corporate culture is different: because the  factor 
infl uencing production and operation comes from a force within the enterprise—its 
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employees’ own efforts—the enterprise is in an active position. If a business does not 
value the development of its corporate culture, that culture will have little infl uence 
on its production and operation. Conversely, the more it values  corporate  culture and 
the better it builds it, the greater infl uence the culture will have on the enterprise’s 
production and operation and the greater the likelihood of improved performance. 

 Two: Study of effi ciency involves distinguishing three concepts: production 
 effi ciency, resource allocation effi ciency and X-effi ciency. Production effi ciency 
indicates the ratio of output to input, refl ecting an enterprise’s utilization of produc-
tion factors. Resource allocation effi ciency refers to the rationality of resource 
 allocation and its resultant effi ciency: Rational allocation improves effi ciency and 
irrational allocation lowers it. X-effi ciency refers to the effi ciency (or ineffi ciency) 
caused by reasons other than output to input ratio or resource allocation. X-ineffi ciency 
is a loss of effi ciency for reasons as yet unidentifi ed but to do with insuffi cient effort 
on the part of individuals, interpersonal discord or employee dissociation with the 
goals of the enterprise. 5 An enterprise has advanced facilities and its resource alloca-
tion is proper, it will still suffer from lower effi ciency (X-ineffi ciency) if its workers 
lack enthusiasm and slack off duties, do not work for a single purpose but follow 
their own agenda. Regulation by market as the “invisible hand” can infl uence pro-
duction effi ciency and resource allocation effi ciency, but has basically no effect on 
the formation or elimination of X-ineffi ciency. Exactly the same can be said of regu-
lation by government as the “visible hand.” The main thing that can infl uence, reduce 
or eliminate X-ineffi ciency is regulation by custom and morality, and corporate cul-
ture is a form of such regulation. Why can regulation by custom and morality do this 
when the other two forms of regulation cannot? It is because X-effi ciency is linked 
to whether employee enthusiasm has been brought into play and whether its inter-
personal relations are harmonious. Such issues come within the scope of regulation 
by custom and morality, and more exactly, are the task of corporate culture. 

 Three: In the second section of this chapter we examined the various relationships 
and activities within the nontraded sector, noting that the effective agency here is 
regulation by custom and morality, not regulation by market or government. 
We should further note that although we have made a distinction between traded and 
nontraded sector, the two can often infl uence each other and the activities of both 
have an economic and social impact. Regulation by market functions only in the 
traded sector, regulation by government also operates mainly in this area, not inter-
fering with activities in the nontraded sector apart from defi ning boundaries for them 
by means of law. Only regulation by custom and morality plays a role in both sec-
tors. As a form of this, corporate culture plays such a role as well, supplying what the 
other two modes lack. Hopefully, in building corporate culture, interpersonal 
 relations in the nontraded sector will be harmonized and employee enthusiasm be 
brought into play, which in turn will exert positive infl uence on these same aspects 
in the traded sector. At the same time, developing corporate culture should help the 
enterprise shape its unique style, spirit and objectives, something that can only be 
achieved through regulation by custom and morality, not the other two modes. 

5   For a detailed discussion of this question, see Harvey Leibenstein’s [ 3 ,  4 ]. 
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 The analysis on corporate culture clearly illustrates the special feature of 
 regulation by custom and morality. But community and school culture play a similar 
role in harmonizing interpersonal relations, encouraging an enterprising and pio-
neering spirit, restricting behaviors, etc. As two other forms of regulation by custom 
and morality, they should also be given their due weight.   

1.4     Moral Standards and the All-Round 
Development of the Person 

 In trying for a deeper understanding of regulation by custom and morality, we could 
start by discussing the monotonization of life, something caused by industrialization, 
a process that every developed country has gone through. Industrialization brings 
with it more in the way of material goods, but brings greater monotony to people’s 
lives. This has long been an important topic for many economists. For example, in 
 Democratic Ideas and Reality , Halford J. Mackinder asked: What are the toxins of 
modern industrial life? In his view it was the monotony of work, boring social life 
and the monotony of the boring collective life. He thought it no wonder that the 
British bet on football matches in order to escape the monotony of their reality. 6  

 Mackinder compared pre- and postindustrialization Europe to the effect that: 
In ancient Greece and Medieval Europe, social organization was fragmented, but 
every town of a certain size had considerable scope to develop. In Florence, people 
shaking hands on its streets or people related by marriage, were actually city leaders, 
competitors in the same trade. A young and talented Florentine did not need to pursue 
a career in some faraway capital since he had many choices to work for and within his 
own city, a general or a commanding offi cer; he might lead an army to war, a small-
scale one admittedly but big enough to call on all his mental resources and his leader-
ship skills. If he was a painter, sculptor or architect, he might be given sole 
responsibility for designing a commemorative building in the city, rather than watch 
the work go to a big name architect from elsewhere. 7  In the end, Mackinder says 
regretfully: Of course no one suggests that you should or could return to institutions 
on the Athenian or Florentine scale, but the fact remains that you have drained your 
local life of most of its value and interest by the development of nationwide class 
organization…If you pursue relentlessly the idols of effi ciency and cheapness, you 
will give us a world in which the young will never see life but only an aspect of life… 8  

 We cannot say for sure whether urban life in ancient Greece or Medieval Europe 
was truly so and humanistic and full of variety, but what is certainly true is that 
postindustrialization urban life was as monotonous as Mackinder asserted. If tech-
nological progress and automated production are inevitable, it is also inevitable that 

6   See Halford J. Mackinder [ 5 , p. 164]. 
7   Ibid.: 164–165. 
8   Ibid.: 172. 
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workers become more and more tightly fettered to assembly lines. As a result, their 
feelings of boredom, depression and apathy will get worse. Since an industrialized 
country has no way to revert to a preindustrial society, the sense of depression can 
only increase. When essential material goods are in short supply, man’s foremost 
needs are food, clothes and shelter. But once these material essentials are adequate, 
man will seek self-development including the need for a spiritual life being met, and 
these should count as basic needs too. A society is seriously defective if it possesses 
material but not spiritual wealth, or if it can satisfy material but not spiritual needs. 
The two kinds of needs are closely connected. Once material needs are met, people 
will have spiritual needs that they hope to satisfy. The meeting of spiritual needs 
will further develop material production, which in turn will engender higher spiri-
tual needs. Through the interaction and mutual promotion of the two needs, people 
will develop in an all-round way rather than partially. 

 The monotony of postindustrialization life can only be overcome by meeting 
material and spiritual needs. But the questions do not stop there. How can we ensure 
that both are met? Can we rely solely on economic growth to do so? Will economic 
growth inevitably result in fully rounded people? Once one form of monotonous 
living is overcome, will it not be replaced by another? What should we focus on in 
order to avoid the re-emergence of monotony? These questions all merit explora-
tion. Let us now analyze the relations between morality, belief and the all-round 
development of people. 

1.4.1     Defi nition of “All-Round Development of the Person” 

 What is meant by all-round development of the person? Scholars have yet to reach 
a conclusive answer. However, no matter what the differences of opinion, there is 
at least some consensus regarding the premise of this concept. There are three 
points: Firstly, the all-round development of people should be based on productiv-
ity being developed to a high level. Without this, there will be insuffi cient supply 
of material goods, and thus the material conditions necessary for all-round devel-
opment of people and for satisfying their material and spiritual life needs will be 
absent. At the same time, a suffi ciency of free time is also necessary for such devel-
opment, but there has to be higher productivity before working hours can be cut or 
annual leave increased. 

 Secondly, such development should be based on a certain level of education. 
Without this, a person’s material needs may not be met, let alone his spiritual life 
needs. If the average educational level in a society is low, this will severely limit the 
development of productivity in that society; consequently, neither material nor  spiritual 
needs can be met, and all-round development of people becomes impossible. 

 Thirdly, such development should be based on a certain morality and belief. 
A society without morality and belief cannot help its members realize all-round 
 development even if its productivity is high and can provide material products in 
abundance. In such a corrupt atmosphere, people will dissemble, cheat and jostle for 
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advantage in order to be spared diffi culty and people’s all-round development becomes 
a pipedream. Furthermore, these negative elements will surely undermine public 
security, people will feel unsafe and talk of personal development will be pointless. 

 Not one of the three points of the premise is dispensable. Highly developed 
 productivity, better education, and good morals and customs are all essential to it. 
No matter what interpretation is put on “all-round development of the person,” edu-
cation and morality are unquestionably components of the premise. 

 I wrote in my book  System, Target and People: Challenges Facing Economics : 
“People always aspire to improve their lives. In the process of improving it, the more 
they sense that their individual improvement is connected to the improved lives of 
those around them …Even if one person’s life improves but that of others does not 
or actually deteriorates and the social environment becomes more unstable than 
before, then it is har   d to say that life quality overall shows improvement.” 9  This pas-
sage actually pertains to the connection between moral standards and interpersonal 
relations, as well as to the understanding of “all-round development of the person.” 

 Morality as a norm is both a power to encourage or constrain individuals and a 
principle to be followed in handling relations between people. Everyone hopes his 
life can improve, i.e., that his material and spiritual needs can be satisfi ed. However, 
if his environment lacks a good moral ethos, if those around him do not trust each 
other, lack a sense of security, or have a worsening life situation, then his aspiration 
cannot become reality. If he alone is well fed, well clothed and well housed can this 
really be called a better quality of life? Sadly, the conclusion must be this: In a soci-
ety without a good moral environment or moral standards it can hardly be said that 
he is more fortunate or that his life quality has improved. 

 The all-round development of people needs a normal environment at least in the 
opinion of the majority. In an anomic society where people must lie to survive, can 
they be carefree and happy even if they do have food, clothes and shelters? Can their 
quality of life improve? To understand the concept of all-round development it is 
crucial to know that an individual is inseparable from a group, from the people 
around and from the social environment in which he lives and grows. This awareness 
helps in understanding the role of morality in the all-round development of people.  

1.4.2     Fostering a Fine Social Ethos 

 The all-round development of people relies on the formation of a fi ne social ethos, 
and for this to take place, there must be moral constraints on individual and group 
behaviors. As mentioned above, without necessary moral constraints the society and 
economy will fall into disorder and the social ethos will be poor. From an  economic 
operation perspective, if a behavioral agent does not have moral constraints and if 
there is no mutual moral constraint between agents, the behavior will be of short 
duration, since the agents will anticipate lack of stability and thus lose confi dence in 
the prospects for the economy. 

9   See Li Yining [ 6 , p. 315]. 

1.4 Moral Standards and the All-Round Development of the Person



18

 The term “behavioral agent” here covers a very wide range and variety of people: 
investors reluctant to invest, shortsighted consumers, staff uncertain of the future 
who just muddle along without initiative or enthusiasm, students unwilling to study 
hard because of an uncertain future. All are illustrative of anticipated disorder. 
Granted, there are various reasons for this, but there is no denying that lack of moral 
constraint and an unhealthy social atmosphere number amongst them. The resulting 
short-termism will distort resource allocation and bring down resource utilization 
effi ciency. Therefore, through regulation by moral force, by establishing moral stan-
dards and by fostering a fi ne social ethos the agents’ behavior will be normalized, 
thereby preventing the emergence of anticipated disorder and short-termism. 

 Social ethos visibly or invisibly guides people to develop their beliefs and this 
guidance is especially important in market economy. Where both market mecha-
nism and government sectors exert regulation, there are two types of guidance on 
enterprises and individuals: guidance by market and guidance by government. The 
former can be summed up as profi t-led, with “economic man” as its premise, since 
“economic man” will do all in his power to seek maximum personal profi t at the 
minimum cost. Governmental guidance can be summed up as target-led, although it 
too can be profi t-led sometimes. That is to say, when government guidance operates, 
it too takes “economic man” as its premise. Since man as “economic man” aims for 
maximum personal profi t and minimum loss, the government can take measures to 
guide people in the direction the government wants them to take. In this way the 
individual’s interest can be guaranteed and government targets reached. As for an 
individual, he will always approach things from the angle of cost and profi t. If he 
does not act in accordance with government policies he will pay more and get less, 
but if he does he will get more and pay less. In this sense, government’s guidance 
can help individuals to achieve a healthy combination of target and profi t. 

 Man is not just “economic man.” He is also “social man.” Government should 
ensure people understand what is worth doing and what is not and what should they 
strive for and what they should not. It amounts to guidance of people’s belief but is 
expressed in the target-led guidance of government. Predominantly by means of 
education, government manages to get people to see the achievement of govern-
ment’s targets as their own belief. In regulation by government, there is no possibil-
ity of belief orientation that is divorced from government targets. But actually, belief 
orientation can stand alone: this is the task of regulation by moral force. Independent 
belief orientation is exercised by the individual or a group formed of individuals. 
However, since individual or group targets are not those of the government, the 
individual or group belief orientation is different from that of government. For 
example, adherence to a particular religion may provide a belief orientation, but that 
orientation can also be independent of religion. Also, adhering to a principle of how 
to treat others can provide a belief orientation, and this too can be independent. 

 In the formation of a fi ne social ethos, the belief orientations of government, of 
an individual, or of a group are often mutually potentiating. Social ethos has an 
infl uence on people, helping them develop, strengthen or change their belief, 
whereas belief orientation can play a positive role in fostering a fi ne social ethos and 
thereby further infl uences the allocation of society’s resources. A clear illustration of 
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this is the infl uence of social ethos on consumer behavior, and the changes in con-
sumer spending and structure in turn infl uence resource allocation. This is because 
consumption has a demonstration effect, an effect that is by nature a social one. 
What the society does or does not uphold can fi nd refl ection in consumer behavior. 
For instance, extravagance is a form of irrational consumption that may have a nega-
tive impact on the social ethos, since it may exceed one’s income or fi nancial 
 capability, or it may excessively take up resources, causing limited resources be used 
in an irrational way. To take another example: There are often undesirable spending 
customs in less developed societies that people feel obliged to follow. Cases in point 
include the staggering outlay on extravagant funerals,  building expensive tombs 
even during the lifetime of the intended occupant, expensive betrothal gifts from the 
groom’s family, preparing costly dowries, lavish wedding banquets, etc. Such unde-
sirable consumption customs refl ect a backward culture. But it is diffi cult for poor 
families to resist the invisible pressure exerted by customs; hence the consumption 
behavior thus formed has a detrimental effect on resource allocation. 10  

 Another illustration is that a fi ne social ethos has a positive infl uence on the 
 caliber and effi ciency of citizenry and that improvement here will in turn have a 
positive infl uence on resource allocation. Raising the caliber of the people—in 
 education, health, mentality, morality—can also have a positive impact. History 
makes abundantly clear, when a country is in transition toward the developed state 
it should be alert to the possibility of social problems that can occur pursuant to 
achieving economic development and take measures to nip them in the bud. One 
such problem is how, in the context of ever higher incomes and ever more abundant 
material goods, to make people’s lives more colorful and meaningful. An advanced 
society cannot be materially rich but spiritually void: it should meet all material, 
spiritual and self- development needs. The social ethos should not be allowed to 
slide downhill, but should be directed toward better and healthier development. And 
this is where regulation by morality comes in.  

1.4.3     Fine Social Ethos and People’s Self-Development 

 A society undergoes constant change during its progress from nondeveloped to 
developed condition. But one must not confuse social changes with acceptance of 
those changes by members of the society. They are two different things — a 
 distinction between human society and the natural world. Changes in the natural 
world can be observed and understood by human beings and they can discover the 
laws behind such changes, but nature will not change its laws as the result of such 
knowledge. Human society is different. Society’s activities are people’s activities 
and through them they come to understand that society. They can not only observe 
and understand social changes but also adjust their behaviors to adapt to those 
changes. They can also take measures to change society. That is to say, human 

10   See Li Yining [ 7 , pp. 136–139, 151–153]. 
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beings and society are mutually infl uential and adaptive: In adjusting, societies 
advance and in adapting men develop. In this interaction, the infl uence of social 
ethos on social development and on people’s self-development is revealed. On the 
one hand, a fi ne social ethos helps people to a correct understanding of social change 
and to timely adjustment of behavior. On the other hand, when there is a fi ne social 
ethos, people’s behaviors are more conforming and their understanding improves, 
which is helpful in tackling problems that emerge as the society develops. 

 Undoubtedly, the creation and nurturing of a fi ne social ethos is a much tougher 
job than managing or building culture in an enterprise or community. Even at the 
surface level, in creating a fi ne social ethos, there are no hard targets to meet, nor are 
there obvious reliable indicators for evaluating whether or not that ethos has been 
created. That is to say, the fi ne social ethos concept is an elastic one. However, on 
further analysis, we will fi nd it does follow certain rules: The higher people’s 
 educational and moral level, the better they love life, care about others and support 
public welfare, and the easier it is to foster and promote a fi ne social ethos. It is true 
that effective management or culture building of an enterprise or community can 
help foster a fi ne social ethos, but they cannot replace the joint efforts of society at 
large to enhance the national caliber and foster such an ethos. 

 People’s self-development and the fostering and promoting of a fi ne social ethos 
are mutually complementary. The higher the level of man’s pursuit, the stronger his 
sense of social responsibility will be. Such dedication to the public interest will have 
a benefi cial role model effect and help foster and promote a fi ne social ethos. 

 Here, we need to clear away a misconception, namely the supposition that if a 
society is economically underdeveloped, people’s self-development and caliber 
improvement will be constrained and it therefore follows that there is no fi ne social 
ethos to foster and promote. The reason that this is wrong is because it treats as an 
absolute the relationship between the degree of economic development and the fos-
tering and promotion of a social ethos, as if a developed economy is the sole factor 
bearing on the latter. In actual fact, in some very underdeveloped areas (including 
the underdeveloped stage common to every nation in history) or even in compara-
tively poor remote villages in developed countries, the social ethos can be a very 
good one. In general, the correlation between ethos and economy is rather complex 
and deserves further research before coming to any conclusions. 

 But history also demonstrates that the corruption of a country or area often sets 
in during the transition stage from economic underdevelopment toward developed 
state. In such a period, the impact of external infl uences, both good and bad, begins 
to increase. Moreover, because old social organizations or structures are falling apart 
and new ones are taking shape and there may be a long period of dividing and re-
forming, then social usage and customs, people’s mental attitudes, social values and 
standards will inevitably undergo some changes, drastic changes even. The question 
of whether the social climate is heading in a good or bad direction involves how we 
evaluate the changes. If we look at these changes through the prism of the original 
social structures, values or customs, we may fi nd nothing positive about them. 
However, if we look at the changes from a different perspective, from the angle of 
the to-be-reached state of social development, our perception might be reversed and 
all will seem positive. To speak objectively, in the transitional period, the two trends 
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co-exist, except that negative changes are more easily perceived, and therefore more 
likely to be discussed and cause dissatisfaction. This situation tends to persist for 
quite a long time and may not turn for the better until the economy develops, average 
income rises and national caliber improves. In this process, pure economic growth is 
not enough: the role of education and culture building cannot be neglected since they 
will have a positive infl uence on people’s self-development, thereby helping mitigate 
changes for the worse in the social environment or even prevent such changes. 

 It is necessary to point out the relation between two works of Adam Smith:  An 
Inquiry into the Nature and Causes of the Wealth of Nations  and  The Theory of Moral 
Sentiments . In my book  The Birth and Development of Macroeconomics  (1997) 
I wrote: “In his books  The Theory of Moral Sentiments  (1759) and  An Inquiry into the 
Nature and Causes of the Wealth of Nations  (1776), Adam Smith used the term ‘invis-
ible hand.’ What he really meant was: A good social order that promotes the public 
good can be the spontaneous and unintended consequence of human behavior.” 11  

 In fact, the “invisible hand” in  Wealth of Nations  mainly refers to regulation by 
market, whereas in  The Theory of Moral Sentiments,  it encompasses the role of the 
law of market and the role of moral sentiments. In the history of economic thinking, 
the idea of “invisible hand” fi rst appeared in  The Fable of the Bees  (1714), a book 
written by the Dutch philosopher Bernard Mandeville. 12  Mandeville put forward a 
proposition that is indicated in the book’s subtitle:  Private Vices, Public Benefi ts . In 
his opinion, individual greed and selfi sh behavior promote social prosperity, and if 
people abandon their vices and live a poor and simple life, it will spell desolation for 
society. Adam Smith did not agree. In his opinion, the notion that private vices 
could create public benefi ts was an ultraegotistic and unbridled system. Man, in 
Smith’s view, is more than “economic man” seeking only private benefi ts. Instead, 
he must follow rules, respect the interests of others, and have a sympathetic heart. 
Professor Zhao Xiuyi has made a thorough explanation of this point. He points out 
that Adam Smith’s system “affi rmed the rationality of people pursuing private inter-
est and well-being on the one hand; on the other, it stressed that such pursuit must 
be proper, i.e., it must confi rm to general social rules and not be intemperate and 
greedy.” 13  Then, how did Adam Smith integrate his two books into his theory? 
According to Zhao’s analysis, “Smith’s desire was that a country and people’s 
enrichment by market force must rise in step with the maintaining and promoting of 
morals.” 14  In my opinion, Zhao’s analysis is both true to Smith’s true meaning and 
brings a fresh insight. Something deserving of mention here is that although Smith 
did not talk about government intervention functioning as the “visible hand,” he 
always put great emphasis on the role of market rules and laws. In the traded sector, 
the consequences of violating laws and the consequences of offending moral stan-
dards were equally serious and equally not to be dismissed. 15       

11   Li Yining [ 8 , p. 41]. 
12   Ibid. 
13   Zhao Xiuyi [ 9 ]. 
14   Ibid. 
15   See Qiu Feng [ 10 , p. 150]. 
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    Chapter 2   
 Effi ciency and Coordination 

2.1                        The True Source of Effi ciency 

2.1.1     Mechanism for Low or High Effi ciency 

 As mentioned in the fi rst chapter, regulation by custom and morality can increase 
allocation effi ciency. In order to clarify why such regulation can promote higher 
effi ciency, we need to discuss further the source of effi ciency. 

 Effi ciency is a category of economics and has to do with the effective use and 
allocation of resources. In the realm of economics, all resources are limited, only to 
different degrees of scarcity, both current and future. The key point is how to utilize 
and allocate resources effectively. If both utilization and allocation are rational, a 
given resource can be used to greater effect, and the result is greater effi ciency. 
Conversely, irrational use and allocation will mean resources are unused or wasted, 
resulting in lower effi ciency. Therefore, from the perspective of resource use and 
allocation, rationality and irrationality in these areas are the respective sources of 
high and low effi ciency. 

 In recent years, economic circles in China have come to value effi ciency more 
and more. One refl ection of this is the effort directed to transforming the economic 
growth mode, namely, a shift from the extensive mode of production and operation 
to the intensive mode. Compared with the long neglect of effi ciency in the past, this 
is a welcome change. But probably most people have an incorrect understanding of 
effi ciency and where its source lies. Some people think that to emphasize effi ciency 
is to emphasize profi t, that if profi t is high effi ciency must be high, and that low 
profi t equals low effi ciency. Some people think that output value refl ects effi ciency, 
that high effi ciency means high output value, and vice versa. It is one sided to equate 
effi ciency with profi t or output value: the problem with output value is that profi t 
also has to take into account taxation or price subsidy. Some people think effi ciency 
is connected with input and that high effi ciency comes from high input and low 
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effi ciency from low input. Some even say, “Our enterprise provides a living for 
many, which is our contribution to society and represents our effi ciency.” The fore-
going interpretations all misunderstand effi ciency by simply looking at input and 
ignoring output. Irrespective of how many employees an enterprise has, it cannot 
account for the level of effi ciency. These examples prove that many do not correctly 
understand the word “effi ciency.” 

 What effi ciency refl ects is the ratio of input and output, and change in effi ciency 
shows change in resource utilization. From a macroeconomic perspective, in a 
country or a region, if people and materials are brought into full play, goods are 
delivered smoothly and land use is optimized, then it signals rational use and allo-
cation of resources, which is an indication of effi ciency. The smooth delivery of 
goods implies speedier circulation, lower inventory, and idle resources. This is 
greater effi ciency. 

 The relationship between effi ciency and resource allocation is as follows: From 
the perspective of economics, any resource is considered limited, so society as a 
whole must consider into which production and services to rationally invest 
resources. Input of one particular resource might well produce different outputs, 
needed by society to different degrees. In this sense, investing one kind of resource 
can produce different results and therefore different effi ciency. To output one kind 
of product rather than another can result in higher or lower effi ciency, so one cannot 
consider different outputs from the same input as having equal effi ciency. This is the 
relationship between effi ciency and resource allocation. 

 On the other hand, when the resources invested are of different scarcity, even if 
the eventual output is the same, the effi ciency will not be. This is because using 
lower-scarcity resources is more benefi cial to socioeconomic development; hence, 
resource allocation is more effi cient. 

 Having understood the foregoing, we can move on to other questions: Since 
input of the same resource can have different outputs and since different scarcity of 
resource can cause different effi ciency, then why don’t investors invest only in high- 
effi ciency areas and leave low-effi ciency areas well alone? Is it through compulsion, 
ignorance, or other considerations? Perhaps high or low effi ciency is neither here 
nor there to these investors. Since one resource can produce high effi ciency and a 
different one low effi ciency, why do investors sometimes choose the latter instead 
of the former? Surely, they cannot prefer low effi ciency, can they? Behind the selection 
of investing fi elds and resources and behind effi ciency, there must be a mechanism 
at work, a mechanism more worth exploring than effi ciency per se. 

 This output effi ciency mechanism actually involves the source of effi ciency. 
Effi ciency comes from a mechanism and the mechanism determines the level of 
effi ciency; when resources are of different scarcity, the crucial nature of this mecha-
nism becomes particularly apparent. Therefore, we must study under what kind of 
mechanism it is that people choose the effi ciency increase mode of minimum input 
or maximum output and how it is that people start caring about increased effi ciency 
and fi guring out how to achieve it. 

 As previously noted, effi ciency cannot be understood purely on the basis of the 
amount of profi t or output value. In the production process, if resources are wasted 
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or the environment polluted and destroyed, we cannot call it “effi cient,” no matter 
how huge the profi t or output value, nor can we call it “effi cient” if there is excess 
inventory of product. The mechanism behind effi ciency is simply benefi t driven 
and target led. Benefi t driven means: if an investor is strongly concerned with the 
result of his/her input, then high effi ciency will bring him gains and low effi ciency 
loss, so he is bound to compare cost, price, and profi t so as to select the investment 
area or mode likely to produce highest effi ciency. Target led means: an investor has 
his own target or targets, and to realize them, he will consider in which fi elds and 
which ways to invest. If increased profi t is his target, then the two aspects—benefi t 
driven and target led—combine into one. If his targets are multiple and increased 
profi t is only one element, the situation will be more complicated, and the mecha-
nism behind effi ciency will be determined by how the two aspects are combined.  

2.1.2     The Roles of Effi ciency and Moral Force 

 In the market economy, effi ciency is regulated by market, and the benefi t motivator 
is one manifestation of such regulation. In order to achieve interest, an investor must 
improve effi ciency by combining production factors on the basis of supply and 
demand and price conditions. Therefore, the mechanism behind effi ciency is actu-
ally the benefi t mechanism or market mechanism. In a market economy situation, 
the investor seeks to maximize benefi ts, so two aspects—benefi t motivation and 
target orientation—combine in the issue of effi ciency. 

 Suppose, as well as regulation by market, that there is also regulation by govern-
ment, then behind effi ciency, there must be the infl uence of the latter, and the effect 
of this can be seen mainly in target orientation. Government has its own diverse, 
multiple targets. To realize them, it needs to exert infl uence on investors by various 
means of regulation, so that the investment fi elds and modes they choose are in line 
with its own targets, thereby infl uencing changes in effi ciency. 

 Since regulation by market and by government function at the same time, effi -
ciency is actually infl uenced by both of these. However, our analysis should not stop 
at this level. This is because those who conduct activities in the market are traders, 
and every trader is an investor of resource. It is the government that applies its regu-
lation on the market; it is itself an investor. It is the traders on the market who are 
affected by government regulation; as agents of investment, they should consider 
their own interest as well as how government regulatory measures may affect their 
own interests. So we have to ask: What are the investors’ considerations? Apart 
from regulation by market and government, are there other factors at work that may 
impact effi ciency? 

 Let’s take the example of an enterprise. Inside an enterprise, there are people-to- 
material relations and people-to-people relations. The former is mainly refl ected as 
the relation between the user of production materials and the production materials. 
The condition of production materials and the average amount of materials used 
per worker basically refl ects the technical level of the enterprise, which in turn 
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infl uences effi ciency. The people-to-people relation is more complicated than the 
former, in the sense that it can be classifi ed into different types, such as executives-
to-ordinary workers, cooperative relations within the executive tier, executives-to-
managers, managers-to-managers at all levels, cooperative relations among 
managers, and relations between ordinary workers. Not all those relations are har-
monious. Some are harmonious, some not quite, and others absolutely not, and the 
harmony can vary in certain situations. The degree of harmony will infl uence effi -
ciency, an infl uence that is different from that of the technical level. Technical level 
and effi ciency can both be increased if the enterprise increases input, purchases new 
equipment, builds new factories, trains employees, or encourages research into new 
technology. But if people-to-people relations are not harmonious, can increased 
investment have much effect or surely effi ciency would improve as a result? 

 When technology reaches a certain level, human factors become more  prominent, 
and the effi ciency of an enterprise depends on how great the role played by human 
factors. Of these, working hours, the educational level, and clarity of duties of every 
employee are known quantities. But others are unknown quantities; for example, the 
degree of effort each worker puts in is hard to determine. All have a certain level of 
laziness, but when its infl uence is small, the more a worker’s imitative and creativity 
come into play, and vice versa. But the degree to which workers can overcome lazi-
ness is an unknown quantity too. Moreover, if their personal targets are in harmony 
with those of the enterprise, effi ciency will increase. If not, the opposite will be true. 
But the degree of harmony between their targets is an unknown quantity likewise. 
The infl uence of those unknown factors on enterprise effi ciency is a subject worthy 
of research, and it is a knotty problem that regulation by market or government may 
not be capable of solving. 

 Study of effi ciency must go beyond regulation by market and government. But 
this is not to imply they are not important factors in raising or lowering effi ciency, 
just that their infl uence has limits, particularly so when it comes to analyzing the 
source of effi ciency. For example, in the study of people-to-people relations, analy-
sis of human factors such as workers’ diligence or slackness needs to go deeper. In 
other words, in many aspects moral factors infl uence human behaviors and thus 
effi ciency. Then what is the true source of effi ciency? The true source lies in bring-
ing people’s initiative and creativity into full play. In achieving this, the role of 
moral force cannot be ignored. Through their infl uence, people’s initiative and cre-
ativity come fully into play and effi ciency greatly increases. 

 It must be emphasized that the abovementioned analysis is based on the prem-
ise of a fi xed technology level. From the people-to-material perspective, the rela-
tive level of technology has a bearing on effi ciency. It’s hard to compare two 
countries, two regions, or two enterprises in terms of the degree of the infl uence 
of moral factors on effi ciency if the technology level of one side is much higher 
than the other’s. Only on the assumption of a fi xed technology level can the infl u-
ence of moral factors on effi ciency be shown accurately and can the comparison 
be meaningful.  
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2.1.3     Two Kinds of Cohesion: Group Cohesion 
and Society Cohesion 

 To recap, in the context of a certain technology level, the true source of effi ciency 
lies in bringing fully into play people’s initiative and creativity, and for this to hap-
pen, there must be a rational economic operation mechanism and there must be 
harmonious interpersonal relations. 

 The degree of cohesion shows the existence and extent of harmonious interper-
sonal relations. There are two types: group cohesion and society cohesion. Both 
have to do with interpersonal relations, the former those in a group and the latter 
with those in a society. Cohesion engenders effi ciency, group cohesion produces 
group effi ciency, and society cohesion produces social effi ciency. 

 A group can be an enterprise, a work unit, a community, a village or a family, etc. 
Large or small, each has its own cohesion. Some are tightly organized and others are 
looser, but tight organization does not mean stronger cohesion nor does looseness 
imply the converse. Whether a group has cohesion and the extent of its cohesion are 
directly related to whether there is a harmonious relation between the group and its 
individual members and between individual members themselves. A tightly orga-
nized group cannot be cohesive if its members scheme and plot against each other 
or if its members are at odds with the leadership. By contrast, a loosely organized 
group may have strong cohesion if its members maintain harmonious relations with 
each other and with the leadership and if its members unite together and work hard 
for the development of the group. 

 An enterprise is a group formed by its employees, and its cohesion is group cohe-
sion. Developing corporate culture helps build enterprise cohesion. Strong cohesion 
can help constantly increase effi ciency and also help the enterprise come through 
diffi cult times, of which there is little doubt. But how is cohesion formed? Is there a 
connection between group cohesion and society cohesion? How to correctly handle 
this connection so as to achieve both types? 

 Society cohesion means all its members unify as one and try their best to realize 
their common purpose. For example, when a country or ethnic group is hit by a ter-
rible natural disaster or is invaded, its people will show their spirit of unity, resil-
ience, and self-sacrifi ce. Such cohesion can bring high effi ciency and is capable of 
producing miracles. Even in peacetime, harmonious interpersonal relations can also 
strengthen social cohesion and harmony and thereby increase effi ciency. 

 Group cohesion and society cohesion may be mutually promoting or mutually 
restricting, depending on the nature and targets of the group. If it is a separatist 
political group aiming to change the  status quo , the more cohesive that group, the 
more harmful it is to the society and its cohesion. Of course, this is an extreme case: 
Generally, group targets are compatible with and even in total accord with those of 
the society. As a result, group cohesion and society cohesion are usually mutually 
promoting. Let us stay with the enterprise example. 
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 In market economy, since an enterprise as commodity producer makes its own 
management decisions and takes full responsibility for its own profi ts and losses, it 
will take as its prime target the achievement of optimal benefi ts. It is in a competi-
tive relationship with other enterprises, and in order to win, it constantly adjusts its 
production and management direction and enhances its internal cohesion. On the 
premise of fair and legal competition, enterprises share common interests: The more 
stable the society and the more prosperous its economy, the more they are benefi ted. 
The prosperity of one enterprise is not necessarily predicated on the decline of 
another. In a stable and prosperous social environment, every enterprise has oppor-
tunities for development and for realizing its aspirations. However, reality shows 
that even in a benign environment, some enterprises, owing to poor production man-
agement, wrong investment decisions, and inability to adapt to rapidly changing 
technology, are obliged to shrink production, go bankrupt, or be merged with other 
enterprises. But these are normal refl ections of resource restructuring. Provided 
such restructuring can enhance the effi ciency of national economy and create new 
investment opportunities, cutbacks, bankruptcies, or mergers will not harm the 
common interests of the enterprise community as a whole. 

 Group cohesion and society cohesion are of two different types. Whether 
strengthening group cohesion can promote society cohesion is closely related to an 
important stimulating factor of group cohesion, namely, the development of a cul-
ture (such as corporate culture, community culture, campus culture, etc.). Staying 
with the enterprise example, let us suppose that an enterprise’s corporate culture 
sets store by both its own aims and those of the society; that it cares about its own, 
its employees’, and the public’s interests; and that it strives to foster its own corpo-
rate spirit and a fi ne social ethos too. This being so, then its building of corporate 
culture will strengthen its own internal cohesion and society cohesion as well. Such 
accordance of enterprise and society cohesion truly manifests the social function 
and value of successfully developing corporate culture. Conversely, if an enterprise 
values only its own and its employees’ benefi ts but neglects the social role and value 
of corporate culture, then, even with stronger internal cohesion, such cohesion can-
not help in promoting society cohesion or even keep pace with the latter. This point 
should not be ignored when analyzing the source of effi ciency. 

 If we take this analysis a step further, we will fi nd that increase in national wealth, 
economic prosperity, and the development of culture and education are all inter-
linked. A prosperous society with developed economy, culture, and education is 
more advantageously situated for building culture and promoting society and group 
cohesion. The role of regulation by custom and morality in promoting both types of 
cohesion is especially obvious and cannot be substituted by market regulation or 
government regulation: only moral force can make group members realize that their 
group aims are basically at one with those of society and that their individual and 
group interests are basically at one with public interests. With the members’ recog-
nition and acceptance of society’s aims, both group and social cohesion will be 
strengthened. Similarly, under the infl uence of moral force, both group effi ciency 
and social effi ciency will increase constantly. 
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 This brings us to the following conclusion: Previous studies on the source of 
effi ciency focus only on economic and technical factors to the neglect of noneco-
nomic and nontechnical factors, on the infl uence of interests but not on the effect 
of awareness of social responsibility and public aims, emphasizing only the real-
ization of material value but neglecting human value. Guided by such traditional 
ways of thinking and methodology, these studies cannot really explore effi ciency 
changes at a deeper level, neither can they reveal the fact that the real source of 
effi ciency lies in the role of people and person-to-person relations, not exclusively 
in the role of material or the people-to-material relationship. Group cohesion pro-
duces group effi ciency and society cohesion produces social effi ciency. This being 
the case, we should not go looking to market mechanism or regulation by govern-
ment to fi nd out how effi ciency is produced and increased but to moral force and 
its infl uence on people.   

2.2     Coordination and Adaptation 

2.2.1     The Signifi cance of Coordination and Adaptation 

 In the fi rst section, we pointed out that factors such as social and interpersonal har-
mony and people’s adaptation to society and to others are of very great signifi cance 
to the increase of effi ciency. In this section, we will follow and further explore this 
train of thought. 

 As we know, a society is formed by countless individuals. Once established, a 
society like a human being is capable of self-adjustment so as to maintain or recover 
balance, a mechanism to ensure its survival and development. In  Economics and 
Political Science of Socialism , I made this statement on society as a whole: Like a 
society, human beings also have the ability of self-adjustment. Once this ability is 
lost or weakened, a person will get sick, just as a society will lose balance. Such 
ability of a human body or society divides into two types: sthenic and inhibiting. 
Sthenic ability plays a role that is outer-directed, animated, and positive, whereas 
inhibiting ability’s role is inner-directed, conservative, and negative. In normal cir-
cumstances, the two play their roles simultaneously, helping the human body or 
society to self-adjust and to maintain or recover balance. That is to say, normally, 
the human body or society will not be over-sthenic or over-restrained. Even if there 
are occasions when the former surpasses the latter or vice versa, they will return to 
equilibrium naturally after some process. 1  

 Now what we must discuss is this: In the absence of regulation by government, 
would a society still be able to adjust itself? The answer is obviously yes: otherwise, 
how could human society survive for so long a time prior to the emergence of gov-
ernment and regulation by government? If there was no regulation by government 

1   See Li Yining [ 1 ]. 
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or by market, would the society still have this ability? The answer is still obviously 
yes: otherwise, before the emergence of regulation by government and market, or in 
areas where neither regulation can reach, or in periods of serious disturbance when 
neither regulation functioned normally, how could human society still exist and run 
normally? So, where exactly does this self-adjustment and self-balancing ability 
come from, and how does it exert its effect? 

 A society is formed by myriad individuals, who live or work together and are 
associated in various relationships. For every individual member of the society, 
order is one of the most important things determining whether that person can settle 
down and enjoy a peaceful life and normal work. Order in society is something 
desired by all. Irrespective of its nature, the existence of order is always better than 
lack of it. Lack of order always results in confusion which in turn harms people’s 
normal working and living, even threatening their continued survival. Accordingly, 
for members of the society, order is imperative to avoid such things. Regulation by 
market and regulation by government are both forms of order. Once regulation by 
market emerged, the reason that all places with market activities had order under 
regulation by market is because order is what people want. Once a government has 
formed, why is it that wherever there is government or wherever government power 
can reach, government always wants to maintain a kind of order? It is because peo-
ple wish for order and are glad to accept it and because governments also wish for 
order and require people to follow it. 

 Since people generally want order and abhor disorder, this gives society the 
ability to self-adjust and to recover balance. Self-adjustment means to incline 
toward and to adapt to order. Recovering balance can be seen as recovering order 
or rebuilding it anew. When a society’s economy is overheated or too cold, it 
 indicates damage to the normal rhythm of that economy and disruption to its order. 
This being so, through people’s need to recover balance, i.e., recovering order or 
building it anew, the economy will undergo constant self-adjustment. Therefore, 
even without regulation by market or government, after a period, possibly a long 
period, characterized by sthenic or restraining action, a society’s economy will 
gradually regain equilibrium. This tells us that the desire of the vast majority of 
people for normal, orderly life and work gives a society’s economy an internal 
balancing mechanism. If on top of that there is appropriate regulation by market or 
government, balance will be recovered more quickly. 

 Normal order has something to do with the harmonized and adaptive nature of a 
society. Since man is not purely “economic man” but also “social man,” social coor-
dination or harmony cannot be achieved through economic development alone. As 
regards adaptation of people to society and to other people, this can still less be 
summed up as economic adaptation. The signifi cance of harmonization and adapta-
tion goes way beyond questions of economy. Let us take real enterprise situations to 
illustrate this point. 

 To improve effi ciency, enterprise management often uses such economic tools as 
granting or withholding bonuses, increasing or reducing wages, etc. Although mate-
rial incentives and penalties certainly work, exclusive reliance on such methods evi-
dently has considerable limitations. In cases where the mentality of employees has 
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changed, or their income has reached a certain level and the bonus or fi ne represents 
only a small part of their wages, or the commodities they can afford are unavailable 
because of market shortage, the employees will no longer care about bonuses or 
fi nes, rendering such methods less effective than the previous. So, in the area of 
enterprise management, it has become an inevitable trend to replace the “incentive 
principle” with the “adaptation principle.” The latter emphasizes adaptation between 
the subject and the object, aiming to make the object feel that the subject is indis-
pensable and vice versa. Such adaptive relationship has been called “oneness,” refer-
ring to the coordination, in its most complete and perfect sense, of personal relations 
and interpersonal relations in an enterprise or between the leaders and the led. The 
“adaptation principle” implies that employees feel inseparable from the enterprise, 
seeing it as a family of which they are a part; the leaders feel that they and the 
employees are one and that the employees’ concerns are theirs also. The enterprise 
and its employees share the same fortune and their relations are harmonized. When 
technology reaches a certain level, such adaptation between the subject and the 
object is bound to produce high effi ciency. Adaptation is not limited to interpersonal 
relations within an enterprise; the principle is also applicable to relations among vari-
ous social forces and is similarly capable of raising effi ciency. We may analyze the 
relationship between government and public as follows: the maintenance of social 
order is among the duties of government, and to achieve this, it has to resort to com-
pulsive means. But the latter do have limitations, so in addition, the government must 
do all in its power to establish an adaptive relationship so that the public feels the 
government is their own, that its target is their own target, and that they and the gov-
ernment are inseparable. This is a manifestation of “oneness” of subject and object in 
the sociopolitical fi eld. From the point of view of government, if it has truly built 
adaptive relations in sociopolitical life, the cost of maintaining social order will 
greatly reduce and its management effect will constantly improve. In short, in the 
social fi eld, coordination and adaptation are both sources of effi ciency. 

 It’s hard to imagine that effi ciency will not decrease when the subject feels alien-
ated from the object. Similarly, it’s hard to see how effi ciency can increase when the 
object feels it can never agree with or unite in concerted effort with the subject 
whether in thinking or in action. What is true of an enterprise is true of society also.  

2.2.2     Coordination and Adaptation in a Changing Society 

 It is easier to realize social coordination and adaptation in a static society than in a 
dynamic one, where it is much more diffi cult to do so. 

 For a very long period, human society was basically a static one, which is to say 
a fi xed society. In this, the scope of activity in an individual’s life was usually very 
limited because of low social mobility. Life was lived from childhood to adulthood 
in the same environment and among the same narrow range of people. Moreover, 
from that person’s childhood environment, it would be possible to predict with a 
great degree of accuracy what that person’s future career, life, spouse, and children 
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would be like. This is the nature of static society. Being thus, it is very much simpler 
for individuals to adapt to the people with whom they come into contact. 

 But it is not possible for modern society to be like this. It is a dynamic, constantly 
changing, and non-fi xed society. Not only is its social mobility higher, it will keep 
on getting higher, and its pace of change will get ever faster. Development of sci-
ence and technology gives rise to such changes, and along with social changes, 
interpersonal relations are in a state of constant change. In a static society, the 
knowledge and manual skills acquired in youth can enable a person earn a lifelong 
living; in a dynamic society, what is learned in youth soon becomes outmoded, and 
one must keep on learning, never able to discontinue learning because of the ever- 
quickening pace at which knowledge is updated. In such a society, from childhood 
to adulthood, activities are conducted in various environments and contacts are 
made with different groups. The circumstances of an individual’s childhood cannot 
predict that person’s future. Opportunities keep coming up but may disappear before 
being grasped. Everything is in constantly accelerating fl ux. In order to survive and 
develop, it is vital to learn how to adapt to the environment, to social changes, and 
to changes in interpersonal relations. In general, adaptation is a life essential. 

 In static society, despite the minimal changes in an individual’s life, despite the 
fact that incomes and living standards remain very low because of slow or no eco-
nomic development, the great majority of people derive from it a feeling of stability; 
stability seems to equate to well-being and therefore contentment. Moreover, it tells 
people: This is what life is like, you don’t have to change it and no one can change 
it, either. In such a society, one usually knows spontaneously how to adapt to the 
surroundings. There are numerous groups, including groups formed by blood ties, 
regional ties, and economic or political relationships; every person can belong to 
more than one group. Following group standards forms the normal order: Individual 
behavior obeys group standards and individual interests are subordinated to group 
interests. Such things stem from people’s desire for normal order and also with their 
desire for stability and their dislike of unnecessary change. The more stable and 
contented people feel, the less likelihood there is for social change. 

 A dynamic society is totally different. The fast development of economy and 
technology brings people many opportunities and improves their income level and 
material life, but it also brings them a sense of instability. It seems that instability is 
a source of worry and that to live in a constantly changing society is to live in never- 
ceasing worry. Moreover, because groups are also changing, the sense of that stabil-
ity they provide to members is shattered. People frequently relocate and change jobs 
or even spouses and adult children live separately from parents, all of which means 
they change from one group (community, trade, profession, or family) to another. 
Sometimes the groups are incompatible or even opposed. This will undoubtedly 
exacerbate the sense of instability. 

 It’s inevitable for a society to move from static to dynamic. However, those in 
whom the change process produces a sense of instability cannot adapt to the reality 
and are very likely to fi nd the changes unacceptable or even feel hostile to the 
dynamic society. They want to return to the static society, the only one they feel able 
to adapt to and accept. They are unhappy with reality, hoping to fi nd their consolation 
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and spiritual moorings in memories, which always seem better than current reality 
even if life in the past was actually harder. They will have no passion or positivity for 
work, so effi ciency improvement becomes impossible. In some people, the strong 
hankering to go back to the old ways becomes a barrier to effi ciency improvement 
and social progress. This is really just a problem among some ill-adapted individuals, 
but it has the potential to gradually become a problem for society, a sociopsychologi-
cal problem. 

 Why do we say this? Once a society leaves the static phase, it cannot return to 
it. Some people who are quite clearly at odds psychologically with the change but 
can do nothing to stop it may well form a countercurrent against the tide of social 
progress. In his analysis of this problem, sociologist Elton Mayo found there to be 
just two principles of social organization: the “established” society and the “adap-
tive” society. The former, at the lowest level, we may look to the ritual procedures 
of native Australians and, at the higher level, to the British society in the Victorian 
age, early industrial society in New England, or some Australian cities in the 
1880s. With the advent of socioeconomic development, the established society 
ceases to exist. Since return is impossible, some will be discontented with reality. 
In Mayo’s opinion, most modern liberal or revolutionary movements had their 
origins in a fervent desire to return to the established society from the current 
unsettled situation, and these aspirations were really reactionary and counter to 
the spirit of the age. 2  

 There are four main aspects to adaptation to a changing society: 
 One, accepting reality: One should accept the fact that society cannot return to 

the past and that the reality is unchangeable. As long as there are important scien-
tifi c discoveries and application of new technology, there will be corresponding 
change in social organization or life. This is the reality, and if one cannot accept it, 
hankering after the static society, there can be no talk of adaptability. Therefore, 
accepting reality is the starting point for adaptation. 

 Two, understanding the reality: Accepting the reality is a prerequisite for 
understanding it. Compared with the past, the social environment has changed in 
many aspects. But deeper comparison is necessary to discover where these 
changes come from and where their signifi cance lies. An obvious example is an 
individual living in agricultural society, almost totally isolated from and having 
very limited contact with the outside world, knows little of the real situation there. 
Hence, he believes society is stable and adaptable. Once an agricultural society 
becomes an industrial society, everything changes. Those long accustomed to life 
in the agricultural society may feel things have changed too fast and too much, 
feel unable to get a handle on the outside world, and feel themselves unable to 
adapt to it or even discarded by it. And with the advent of the information society, 
those long accustomed to life in the industrial society may also feel things are 
changing too abruptly, exacerbating their sense of feeling outmoded and discarded 
by the world, which contributes to their inability to adapt. In light of this, for an 

2   See Elton Mayo [ 2 , pp. 25–26]. Mayo also used facts to prove his opinion. Indeed, adaptation to 
a changing society has been a prominent problem in modern socioeconomic life. 
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individual to adapt to the social environment, to feel in harmony with the outside 
world, he should get a deep understanding of the social reality and understand 
where this inability to adapt comes from. 

 Three, change of thinking mode: Once reality is accepted and understood, he 
should change his way of thinking in line with reality and abandon the misconcep-
tion that he is destined not to adapt to the changing society, so as to recover self- 
confi dence. For example, the transformation from a planned economy to a market 
economy is a profound social reform, a change that calls for a corresponding 
updating of one’s concepts. Those who lived and worked in the planned economy 
for many years got used to the “iron rice bowl” (lifelong secure job) and “big pot 
meal” (egalitarianism), but with the advent of the market economy, those things 
have disappeared, and new challenges have arisen, such as lay-offs and job-seek-
ing. It is by no means impossible to adapt oneself to a new reality and a changing 
social environment. On any occasion, provided one exerts oneself, it is possible to 
increase one’s adaptability. Complaining and sighing will only make the discon-
tentment worse; society will carry on changing, but the gap between them will only 
get wider and wider. 

 Four, positive engagement: One should actively engage in socioeconomic devel-
opment and help society move toward its target, positively adapting oneself to social 
changes rather than passively accepting them. In terms of China’s current stage, it is 
of particular practical importance to adapt to systemic changes. When a society 
undergoes change, so do its systems and the people living within the systems that 
are always changing. Systems are the products of social accumulation that build the 
social environment for life and work. Changes to systems are occasionally rapid, but 
more usually gradual. In fact, all are involved in gradual systemic change without 
necessarily being aware of it. Such gradual change is imperceptible in the short 
term, but looking back after a few years or decades, that systemic change becomes 
apparent. Hardly have people got used to the change before the next round of sys-
temic change has quietly got underway. Therefore, only by actively participating in 
social and economic development can people better adapt to social and systemic 
change.  

2.2.3     Relieving Individual’s Sense of Depression or Loneliness 

 In a context of constant social change, if an individual cannot adapt to the changing 
society or the changing interpersonal relations—neither of which are reversible—his 
psychological equilibrium will be disturbed, possibly resulting in depression and 
loneliness, a state of mind engendered by disturbed balance, a refl ection of feeling 
helpless, and a strong wish to escape the society. In other words, in a changing soci-
ety, the reason that some people feel depressed and lonely is because, after their rela-
tively stable life is broken, they feel unable to adapt to the changes, increasingly 
alienated, “forgotten,” and “discarded.” Even though the society has never actually 
abandoned anyone, some people at odds with reality believe themselves abandoned. 
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 In a changing society, such feelings are not confi ned to a handful of individuals. 
When such people get together, pouring out their discontent with real life, a “group 
sense of depression” or “group sense of loneliness” will emerge. It is one source of 
the discontented mood that appears in the process of social change and possibly one 
manifestation of the clash as the old culture is replaced by a new one. As a society 
changes, its culture changes from old to new. An old one incapable of adapting to a 
changed society will inevitably be replaced by the new one. 3  

 Individuals or groups harboring a sense of depression and loneliness will be, 
whether consciously or not, inclined to champion old culture, distancing themselves 
from new culture or rejecting it. When refl ected in social and economic life, this is 
bound to reduce effi ciency in an enterprise, an institution, or the whole society. 
Generally, such loss is not directly linked with the technology or educational level 
of its employees but comes from lack of adaptability and coordination. 

 An individual’s sense of depression and loneliness might also be connected with 
aging and life experiences. Social adaptability might decrease as a person’s age 
increases, giving rise to the phenomenon of being able to keep pace with social 
change as a young person, but not when old. When young, there is no sense of 
depression or loneliness, but when old it is present. Of course, this problem is not an 
insoluble one. It should be noted that in a dynamic society, even though there are 
clashes between new and old cultures everywhere, some people can fi t themselves 
only to old culture and never the new; others like neither, there are still many narrow 
cracks between the old and the new cultures. People who like neither culture can 
fi nd a shelter in these cracks or can just hang around by the entrance to the new 
culture. In real life such situations are not at all uncommon. 

 In fact, when a society is in fl ux, the new culture waxing and the old culture wan-
ing, the cracks between the two are also changing, and to run away from reality is 
no solution. People must always make choices. In the main it is the individual who 
can relieve his own sense of depression and isolation. The only way to solve the 
problem is: whoever you are, however old, and whatever your experiences, reality 
must be accepted and understood, outmoded concepts and ways of thinking must 
change to refl ect the demands of real life, and you must actively engage in socioeco-
nomic development so as to help society to proceed along the right track. 

 In its long process of socioeconomic development, a changing society has a tran-
sitional character: It never can be and never should be a terminal point. It is always 
a “work in progress” and will hence have shortcomings. Compared with static soci-
ety, a dynamic society will certainly have other defects apart from giving people a 
sense of instability. The fact that an individual does adapt to a changing society does 
not imply he considers that society to be defect-free, still less that he interprets its 
defects as good points: all it indicates is an acceptance of reality and an ability to 
adapt to reality’s demands by adjusting his behavior and way of thinking. If those 
defects are the inevitable results of the change process and not readily overcome or 
if they are the price that must be paid for the change, then a person understanding 
the reality should see the situation clearly, try hard to adjust, and participate actively 

3   See Jiang Bin [ 3 ]. 
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in socioeconomic development in a bid to rectify those defects and mitigate their 
negative impact. 

 In general, harmony and adaptation produce effi cacy whereas lack of them brings 
about loss of effi ciency. The three are constant companions. In the process of social 
change, only with constant harmonization and adaptation can effi ciency constantly 
improve.   

2.3     Mutual Relief and Effi ciency Improvement 

2.3.1     On Flood Containment and the Traditional 
Chinese Spirit 

 In Section II, we proposed that harmonization and adaptability is connected with the 
replacement of old culture by new. To further understand culture, we begin our 
analysis by looking into Chinese history and the containment of fl ooding. 

 Historical materials show that ancient China frequently suffered from cata-
strophic fl oods and rulers in all periods attached great importance to taming the 
waters. Some foreign sinologists concluded that it was the urgent need for fl ood 
containment that catalyzed the birth of highly centralized autocracy in China, 
reasoning that such enormous fl ood containment projects could hardly be orga-
nized without a highly centralized autocracy. It seems that the autocracy of 
ancient China was born of frequent fl ooding and fl ood-control projects. Flood 
control, centralization, and autocracy seem to be the three inseparable elements. 
This is the prevailing opinion in foreign publications on Chinese history. Some 
even regard the high degree of centralization and autocracy necessary for fl ood 
control as oriental traditions. 

 The establishment of a highly centralized autocracy in ancient China is too 
complex a topic to go into here. There is no denying that large fl ood-control proj-
ects were connected in some degree with autocratic governments, organizers of 
those projects. However, from the perspective of fl ood control, we see that what 
history has given to the Chinese people is certainly not the highly centralized and 
autocratic “oriental tradition.” If there is a relationship between the fl ood contain-
ment cause and Chinese tradition, it should be described as follows: to channel 
rather than to obstruct; to ease off rather than let stagnate; to act together on all 
fronts rather than going it alone; and to help each other rather than forget all moral 
principles at the sight of profi ts. This is China’s spiritual wealth, the legacy of mil-
lennia of fl ood containment. 

 To channel and not obstruct is one of the most precious crystallizations of experi-
ence from the fl ood-control efforts of many generations. From feudal dynastic mon-
archs down to government offi cials at lower levels, whoever had experience of water 
conservancy and managing fl ood prevention completely understood the rightness of it. 
Obstruction might work in the short term but would only lead to failure. To channel was 
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the only effective path to taming the waters. It was the natural way. This experience was 
later widely applied in other fi elds of political life, exerting a far- reaching and not to be 
underestimated infl uence on China’s past and present. People even use channeling and 
persuasion to address family confl icts and neighborhood disputes. The connotations of 
easing and channeling are similar and are invariably involved when dealing with the 
accumulated grievances produced by confl icts and frictions in interpersonal relations. 
It would not be going too far to claim that the greatest infl uence of hydraulic history on 
the Chinese people lies in their valuing of the concepts of channeling and easing. It was 
certainly no accident that “harmony is precious” became the principle for dealing with 
others among the Chinese people. 

 Through the lens of economics, human factors play an important role in effi -
ciency improvement. Running production, just like managing fl ood containment, 
calls for the human factor to be used to its fullest possible effect. Similarly, in deal-
ing with interpersonal relations, it’s important to create channels rather than obstruc-
tions, to clear confl icts rather than deposit problems like silt. Such actions are both 
the source and guarantee of higher effi ciency. 

 Thanks to the emphasis on “creating channels” and “clearing,” Chinese history 
has enjoyed long periods of peace and prosperity. It was in such periods that the 
spirit of “creating channels” was mainstream and many social confl icts were solved. 
By contrast, periods of turmoil and chaos were perhaps, in a certain sense, caused 
by government’s departure from this principle. 

 There are two characters in the Chinese expression “to channel”: the fi rst means 
to dredge and the second to guide. Similarly, the Chinese expression “to clear” con-
tains “to dissolve” and “to resolve.” To dissolve means to spate and dilute. To 
resolve means to dissect, untie, and disperse. These concepts are based on tolerance. 
Addressing friction and confl icts in interpersonal relations in a spirit of tolerance 
can gradually dissolve grievances accumulated over years, whereas an obstructive 
approach will pile even more grievances on top of those already built up and make 
it even tougher to solve problems. For this reason, the experience drawn from fl ood 
control is so precious for Chinese. 

 To tame a great river needs cooperation and help from different sides, such as the 
upper and lower and medium reaches, the left bank and right bank, towns and villages, 
this county and that one, and this village and that one, the whole forming a huge 
cooperative net. For the prevention and containment of fl oods, channeling and coop-
eration are both essential. Whether under the rule of a highly centralized regime or 
the fragmentary regimes of dukedoms, without interregional cooperation, fl ooding 
and consequent disasters would have been hard to eliminate or mitigate. Regional 
cooperation, nongovernmental cooperation in particular, is an excellent part of 
China’s national tradition. Cooperation produces and consolidates group and social 
cohesion, a cohesion that has enabled the Chinese people, the nation, and its econ-
omy to survive numerous civil disturbances, foreign aggressions, wars, and natural 
disasters. This is a high effi ciency, an effi ciency that few economists have studied or 
even noticed, and behind it lies the cooperative spirit of a society and enormous 
social cohesion.  
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2.3.2     Lessons from Mutual Help and Relief 

 Out of the history of fl ood containment from dynasty to dynasty rose a national 
tradition, one characterized by a spirit of “channeling,” “easing off,” “tolerance,” 
and “cooperation.” A historical and cultural tradition such as this is beyond market 
and government: society cohesion comes out of it and effi ciency is born of it. 

 For thousands upon thousands of years, China has suffered disaster after disaster, 
of which fl ooding is only one: fl oods, earthquakes, wars, and banditry have all 
infl icted enormous losses on the people. After fl ooding, riverbanks and homes 
needed rebuilding; after earthquakes, towns and villages needed reconstructing; and 
after the chaos of wars and banditry, people needed to return to their homeland and 
resume normal life. As refugees or in rebuilding homes, people needed to help each 
other. By mutual relief and support, the Chinese people have not only survived 
countless adversities but have kept on developing output, economy, and culture. The 
spirit of mutual help has equipped Chinese with more resilience in combating vari-
ous disasters. 

 This spirit originates with the general public. When a disaster strikes, people 
come from all directions to help the victims, donate, or provide shelters for rela-
tives, friends, and strangers, embodying this spirit. Such nongovernmental mutual 
help is a special social underpinning, because it is spontaneous in nature. If it 
were not spontaneous, could help to the disaster-stricken people last long? Or 
could the spirit of mutual help be promoted and passed on generation after gen-
eration? This spirit embodies the force of custom and morality, and the role of 
these factors in building this special social underpinning cannot be replaced either 
by market or government. 

 Of course, once governments took shape, they naturally took on the responsibil-
ity for social relief, spending more or less on helping refugees or the needy out of 
consideration for safeguarding social stability. But government relief to, say, refu-
gees was more often than suffi cient; thus, popular relief and help always played a 
very important role in this respect, especially in disaster years. The main priority of 
government relief was keeping social peace, whereas popular relief, though having 
an element of this, stems more from sympathy and concern for the lives of others in 
trouble. People give not for the sake of any return to themselves but to fulfi ll a social 
responsibility. The greatest distinction between regulation by custom and morality 
and regulation by market and government lies in the fact that, under the infl uence of 
the former, people’s assistance is purely voluntary and comes from the heart. 

 What connection is there between mutual help and effi ciency? In preventing, 
containing, and fl eeing fl oods and in rebuilding homes, villages, and towns after 
fl oods, mutual help promoted higher effi ciency. Had there been no popular mutual 
help, the loss of lives and property sustained by the disaster-stricken people would 
have been much worse and subsequent recovery and rebuilding nowhere near as 
effective. With the existence of mutual help, people’s daily lives were to some 
degree guaranteed and their confi dence as regards resisting disasters, self-help, 
and reconstruction increased. With greater confi dence comes greater effi ciency. 

2 Effi ciency and Coordination



39

History has proved this true on countless occasions. Therefore, the legacy of fl ood 
containment, quite apart from our valuing “channeling” and “easing off” and our 
cherishing of the cooperative and tolerant spirit, is the tradition of mutual help. 
Effi ciency is something that springs from interpersonal cooperation and increases 
constantly as relations become more harmonious, thanks to channeling, easing 
off, cooperation, and mutual help.  

2.3.3     Further Analysis of Mutual Help Behavior in History 

 Let us return to the newly emerged medieval cities of Western Europe for an exam-
ple of mutual help behavior, so as to understand further the correlation between 
mutual help and greater effi ciency: this will give a different perspective on the 
source of increased effi ciency. In medieval Western Europe, newly emerged cities 
suffered from frequent natural disasters and wars, and citizens had to rely for food 
and other daily necessities on outside sources. But the supply was not guaranteed, 
and once cut, the social order and normal economic activities could not be sus-
tained; even daily life could not carry on. When simply surviving was a big prob-
lem, how can one talk of effi ciency at all, let alone increased effi ciency! 

 Under such special conditions, some of these cities took certain measures and set 
rules to regulate the urban economy and life, measures that were greatly supported 
by the citizens. The setting of such measures and the fact that they were respected 
refl ect the spirit of mutual help. For example, some rules forbade coemptive buying 
of foodstuffs, some prohibited bakers buying wheat surplus for their actual needs, 
and some forbade urban workshops or citizens making forward purchases of grain 
in the countryside. Some cities set a limit on food purchases per household per 
period. All these rules were to prevent any one family dying from hunger for lack of 
access to food. 4  

 Some cities forbade “privileged purchase.” This meant that all commodities 
brought in from the outside had fi rst to be sold in designated markets and in retail 
within a certain period, with equal access for all residents. For example, in Wurzburg, 
Germany, when a ship with coal arrived, for the fi rst 8 days, the coal could only be 
sold retail, and moreover, each household could buy no more than 50 baskets. After 
8 days, wholesale selling of the remaining coal was allowed. 5  In some British cities 
such as Liverpool, all necessities arriving at the port would fi rst be bought by the 
city authority, which then allocated them to merchants, handworkers, and residents, 
so that everyone could have one portion. In some French cities such as Amiens, salt, 
as a necessity of daily life, was distributed by the city authority. And in Venice, all 
trade in food was in the monopoly of the city authority to ensure the needs of all 
Venetians would be met. Some Western European cities in the Middle Ages prac-
ticed a system along the following lines: When a merchant ship arrived carrying 

4   See Henri Pirenne [ 4 , p. 156]. 
5   See P. Kropotkin [ 5 , p. 167]. 

2.3 Mutual Relief and Effi ciency Improvement



40

goods from elsewhere, the merchants aboard had to attest an oath to the cost and 
transportation expenses of their cargo. This oral declaration formed the basis on 
which the city government’s price commissioner set the selling price, and only then 
could the goods be offl oaded and sold. Granted, all of the above were government 
actions to ensure normal supplies in their city, but they were undertaken in the spirit 
of mutual help, a spirit prevalent in cities in those days and one that contributed to 
citizens’ receptiveness to regulation by government and economic measures. 6  

 These mutual help measures were not limited to the supply of daily necessities. 
Some cities even set up “public ovens” for poor families to bake bread. Some cities 
set up publicly operated pawnshops, charging low or no interest so that the poor 
were not victimized by usurious rates. 7  In medieval Western Europe, city streets 
were narrow and fl anked either side by tightly packed timber houses vulnerable to 
fi re. To prevent fi re disasters, many cities set up community service fi re brigades 
and took fi re prevention as an important part of urban life. In order to maintain the 
peace, some cities set up night patrol systems requiring all adult males to do night 
patrol service. 

 The above examples show how, in medieval Western European cities infl uenced 
by the mutual help spirit, both city authorities and residents were fully aware of the 
importance of civic service and facilities. Economically speaking, this had to do 
with the low social productivity and the adversity prevailing in these newly emerged 
cities. Given low productivity, inadequate supply of necessities, and isolation from 
and even opposition to the country areas, how could these cities have survived with-
out taking such measures? It was the mutual help spirit that helped those cities stand 
the test of hardship and made them centers where more and more merchants and 
serfs gathered. If we bring this factor into our analysis of effi ciency, it becomes very 
clear that the ability of cities to survive and grow was itself a manifestation of effi -
ciency, a kind of effi ciency inseparable from the mutual help spirit. Mutual help not 
only protected the weak within the cities but also safeguarded the common shelters 
of the weak and the strong alike, namely, the medieval cities of Western Europe as 
a whole. In this sense, mutual help was a protection for every city dweller. No mat-
ter his origin, occupation, or wealth, as long as he came to the city, he would receive 
its protection, including the protection of its mutual help spirit.  

2.3.4     The Never-Fading Spirit of Mutual Help 

 From these examples it is evident that the spirit of mutual help truly did play an 
important role in ensuring and promoting effi ciency. But it brings us to another 
question: Since measures by the city authorities later become obstacles to techno-
logical progress and inimical to increased effi ciency, does this mean that mutual 
help also had something of a negative and oppositional effect? 

6   See Carlo M. Cipolla [ 6 , pp. 63–64, 278–279]. 
7   See Carlo M. Cipolla [ 7 , pp. 457–458]. 
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 To approach this question we need to begin with the medieval cities of Western 
Europe. When the cities were still in their infancy, in the interests of maintaining 
stability and creating good prospects for their trade and to ensure a peaceful life for 
its practitioners, urban handworkers took a series of measures to restrict market 
competition. For example, in many cities, the guilds set rules for their members: 
Those running shops were not allowed to engage in transportation business; work-
shops were not allowed to post advertisements to attract customers, to pull custom-
ers into their shops, or to sell goods at discounted prices. In some cities, the guilds 
did not allow its members to provide door-to-door services. For example, in early 
fourteenth-century Germany, tailors in Helm were not permitted to solicit customers 
from door to door, and in Frankfurt shoemakers were also prohibited from selling 
their making and repairing services in this fashion. Door-to-door selling was 
regarded as a practice that would sharpen competition, deepen friction, and widen 
income disparities among people of the same trade. 

 According to guild rules, working hours of the manual workshops were restricted. 
Normally, the production and running hours were from sunrise to sunset; workplaces 
could only be illuminated by natural light, no work should be done by lamplight, and 
night shifts were strictly forbidden. The guilds had rules on payment too: Apprentices 
had board and keep supplied but no wages. The wage level and working day duration 
for journeymen were both fi xed, and no extra payment or bonus was allowed. They 
were paid once a day or a week. Piece-rate payment was forbidden in many cities lest 
it should intensify competition, but later, when epidemics left many cities short of 
workers, this was relaxed somewhat and piece-rate payment was adopted in some 
fi elds. Even so, the payment level was still subject to a unifi ed standard. The guilds 
also forbade its members to affi liate or merge with each other in a bid to prevent the 
formation of large-scale workshops. 

 The role of such restrictive measures on competition shall be analyzed from a 
historical view. In the early period of the medieval cities, such restrictions played a 
positive role in promoting urban stability and development, peaceful life of the 
inhabitants, and increased effi ciency. However, with economic development and 
enlargement of market scale, those measures became obstacles to productivity 
development because they bound the initiative and creativity of the producers and 
hindered the progress of technology and effi ciency increase. As a result, they were 
gradually abandoned. The question we now need to discuss is this: how do we see 
the mutual help spirit? Since the competition restricting measures taken in the light 
of this spirit played a positive role in the early stage of medieval cities in Western 
Europe, this spirit should be regarded as positive. When those measures became 
obstacles in the later Middle Ages, does it mean this spirit had become outmoded? 
The answer is no. The fact that the measures had become outmoded does not at all 
mean that the mutual help spirit was obsolete. 

 As discussed previously, the mutual help spirit is spontaneous, emerging from a 
sense of sympathy and social responsibility: people are motivated to help those in 
diffi culties, not by what return they might get. Under its benign infl uence, in differ-
ent historical periods and situations, governments or organizations took measures 
aimed at ensuring that none should starve, particularly the most vulnerable poor. 
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We should evaluate the objectives of the measures taken by medieval Western 
European cities. 

 Evaluation of measures taken by government or organizations, including the city 
authorities and guilds of medieval Western Europe, is possible without taking into 
account the historical context. Once the economy had developed to a certain stage in 
the above-cited medieval cities, the measures became obstacles to productivity devel-
opment and effi ciency increase and were inevitably abandoned. But this means only 
that the measures had become obsolete, not the spirit of mutual help as an embodi-
ment of moral force. In a new historical period with a new social and productivity 
level, this spirit can and should be manifested in forms appropriate to the time. To 
hold that the mutual help spirit can only be manifested under such old measures and 
that they therefore should remain unchanged is to misunderstand and distort that 
spirit. Changes in historical conditions will always necessitate specifi c changes to 
policies and measures, whereas the spirit of mutual help will live forever. 

 In his famous work  Mutual Aid , P. Kropotkin has a brilliant statement to this 
effect: The absorption of all social functions by the State necessarily favoured the 
development of an unbridled, narrow-minded individualism. In proportion as the 
obligations towards the State grew in numbers the citizens were evidently relieved 
from their obligations towards each other. In the guild—and in medieval times every 
man belonged to some guild or fraternity two “brothers” were bound to watch in 
turns a brother who had fallen ill; it would be suffi cient now to give one’s neighbour 
the address of the next paupers’ hospital. In barbarian society, to assist at a fi ght 
between two men, arisen from a quarrel, and not to prevent it from taking a fatal 
issue, meant to be oneself treated as a murderer; but under the theory of the all- 
protecting State the bystander need not intrude: it is the policeman’s business to 
interfere, or not. And while in a savage land, among the Hottentots, it would be 
scandalous to eat without having loudly called out thrice whether there is not some-
body wanting to share the food, all that a respectable citizen has to do now is to pay 
the poor tax and to let the starving starve. 8  

 Arresting though Kropotkin’s statement is, it fallibly smacks more of emotional 
reaction than rational analysis. State behavior is not the same as popular mutual help 
and the two should not be mixed up. The mutual help spirit should be championed 
and will carry on, though in certain circumstances, it is stronger and in others 
weaker. State policies and measures, on the other hand, should be adjusted in accor-
dance with historical conditions rather than copied blindly irrespective of the age. 
Kropotkin used three examples here: that of the medieval age, of barbarians, and of 
the unenlightened. 

 As regards the example of the medieval age, the group (guild) behavior, i.e., 
guild members taking turn to care for the sick, was not a government behavior, but 
a behavior of mutual help and a duty its members willingly took on in accordance 
with their spirit of mutual help. The guilds disbanded, but such spirit should be 
preserved and continued: as to how people should take care of their sick neighbors 
or colleagues, that is another question, and it is not essential to follow the ways of 

8   See P. Kropotkin [ 5 , pp. 205–206]. 
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the old guilds. The real problem, and one that must concern us, is that with the 
disintegration of guilds and the change of times, the mutual aid spirit has faded. 

 In Kropotkin’s example, the barbarians blurred the boundary between law and 
custom or between law and morality. In a prelegal age, everything had to be dealt 
with in the light of custom or moral principles. Therefore, an onlooker failing to 
intervene to stop a fi ght would be punished according to these principles. This 
means that the barbarians respected mutual help as a moral principle. However, with 
the coming of government and laws, things changed. Murders had to be handled by 
policemen, not by following tribal custom as the barbarians did; otherwise, social 
order would be lost. No longer could a nonintervening onlooker be convicted as a 
murderer for not stopping a fi ght, but this did not imply the acceptability of a third 
party to look on without helping. From the perspective of social order, that third 
party should not idly stand by with folded hands: there is a social responsibility to 
try to prevent it. 

 As to Kropotkin’s example of the unenlightened, sharing food was normal at that 
stage, as well as refl ecting custom and morality. But if modern    people were to emu-
late the Hottentots’ behavior by yelling three times before eating, it would be 
unworkable or quite likely to bring disorder to the distribution and consumption in 
the society. But surely modern people have their own equivalent of the Hottentots’ 
sharing. They have their own way of caring for the needy without having to adopt 
the customs of primitive society: The spirit of mutual help should be preserved and 
promoted, but its forms should change in line with the historical situation.   

2.4     The Moral Basis of Effi ciency 

2.4.1     The Dual Basis of Effi ciency 

 It is generally accepted that effi ciency has a material and technological basis. This 
basis is constituted by possession of certain production equipment and raw materi-
als, a certain technology level and workers with a certain level of technical skills, 
and a certain level of social infrastructure (transportation and communication facili-
ties, water and heat supply, energy supply, etc.). The importance of this material and 
technological basis is also widely recognized: without improving this basis, efforts 
to improve effi ciency will be hampered. 

 However, is this the only sort of basis? If one has the requisite material and tech-
nology basis, does it inevitably follow that effi ciency will rise? The fi rst three sec-
tions have made clear that a pure material and technology basis is not in itself 
enough reason for effi ciency increase. There is another basis, namely, morality. It is 
the people who make use of production facilities and raw materials, and the deploy-
ment of technology is something determined by the qualifi cation, initiative, and 
creativity of people. People, a component in the material and technology foundation 
of effi ciency, are animate beings with thoughts, ideas, emotions, and goals: they are 
not machines. They have individual attitudes, some being enthusiastic about work 
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and others indifferent. They are not isolated entities but have various contacts and 
relationships with different degrees of harmony. All these form another basis of 
effi ciency, namely, a moral basis. 

 The two bases coexist and neither one on its own can account for an increase or 
decrease in effi ciency. Suppose two enterprises have the same technology level and 
produce the same products with the same level of demand, but one has high 
 effi ciency and the other low. Why? The answer lies in their different moral bases. 
Therefore, the correct point to draw is that effi ciency has a dual base: a material and 
technology base and a moral base. 

 In any age and for any group—from a family, to an enterprise, to a village, to a 
society, and to a country—there is a need for spiritual cohesion, a moral standard as 
behavioral guide, and ethical concepts. They do not confl ict with or disrupt science. 
In handling interpersonal relations, an area where science is impotent, regulation by 
custom and morality comes into play. When interpersonal relations become harmo-
nious and individual creativity and initiative are fully deployed, effi ciency will 
increase naturally. This shows that effi ciency does have a moral basis. 

 The follow-up discussion is as follows: Economic development, technology 
progress, technical improvement, and the updating of workers’ knowledge have 
changed the material and technology basis of effi ciency, and this is a constant, 
ongoing process. This being so, is the moral basis subject to change also? Is there 
any constant moral principle as the moral basis of effi ciency? If the moral basis does 
change along with the material and technology basis, is this proactive change or 
adaptive change? “Proactive change” indicates that the change of moral basis is 
directly caused by the factors forming the moral basis, such as moral norms, code of 
conduct, evaluation standards, etc. “Adaptive change” means the change of moral 
basis comes about because of change in the material and technology basis. Of 
course, distinguishing proactive change from adaptive change can be diffi cult, since 
they often coexist and are interwoven with each other. 

 To better explain this point, we will explore the relation between the two types of 
basis.  

2.4.2     The Relation Between the Two Bases of Effi ciency 

 Changes in moral norms, codes of conduct, and valuation standards are infl uenced 
by changing economic and technological conditions and the development of pro-
ductivity, but we cannot regard changes in the moral basis of effi ciency simply as 
adaptations to changes in the material and technology basis. 

 If we take as example the change of the attitude toward interest on loans in 
Europe, this can show why changes in ideas of morality do not necessarily have a 
close or direct connection with the material and technology basis of effi ciency. In 
medieval Western Europe, the Roman Catholic Church forbade charging interest on 
loans and regarded it as immoral. According to J. W. Thompson, the position of the 
Church drew on Aristotle’s maxim—“Money cannot bear fruit”—and a quote from 
the New Testament “lend, expecting nothing in return.” Strict observance of this 
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teaching was required and it was generally practiced. Any charging of interest was 
forbidden by the Church as an immoral act contravening Christian doctrine.” 9  Given 
this perspective, the ban was an unquestionable moral truth for the Church and the 
common people. In the twelfth and thirteenth centuries, papal decrees were issued 
that people need not pay any loan interest and that interest already charged should 
be returned. Naturally enough, this papal instruction was received with enthusiasm 
among the people, who thought it as the embodiment of morality. 

 However, the real situation is not as simple as how the Church envisaged it when 
issuing the banning decree. People dislike the charging of interest on loans, regard-
ing it as against morality, but in reality loans are a necessary evil. If interest charges 
were banned, the following consequences would ensue: Those in need of funds 
would have no way to borrow, or loaning activities would be carried out in secret at 
higher interest rates, or interest would be charged in disguised forms. Hence, the 
belief that “interest on loans is immoral” gradually began to waver and their doubts 
about the ban grew day by day. The theory that “money should not produce money” 
also lost ground. “There was a huge gap between theory and reality, and the monas-
teries themselves often violated the Church’s banning decree. Nevertheless, the reli-
gious spirit had left such a deep impression on the world that it took several centuries 
before people got accustomed to new routines fi tting the subsequent economic 
recovery, became used to regarding as legal such concepts as commercial profi t, 
employment of capital, and loan interest without a lingering sense of guilt.” 10  

 The question of interest on loans never went away, despite changes in people’s 
belief or their reevaluation of moral principles. When it came to the Protestant 
Reformation period, the problem intensifi ed with the divergence of different 
Christian denominations. The Lutheran and the Calvinist churches, despite both 
being reformist, had opposite attitudes on the issue of loan interest and infl uenced 
their followers with their respective doctrines, which later become moral principles 
for their adherents. According to Eric Roll, “The same divergences existed even 
among the leaders of the Reformation, in spite of the fact that Protestant teaching 
was in general more advanced and, therefore, more in harmony with the economic 
trends of the time. Luther held views which were not very different from those of 
the canonists. With regard to trade, he still believed in the “just price,” and his 
condemnation of usury was as strong as that of any of the schoolmen. Calvin, on 
the other hand, in a celebrated letter written in 1574, denied that the taking of pay-
ment for the use of money was in itself sinful. He repudiated the Aristotelian doc-
trine that money was infertile and pointed out that money could be used to procure 
those things which would bear a revenue. He nevertheless distinguished instances 
in which the taking of interest would become sinful usury, as in the case of needy 
borrowers oppressed by calamity.” 11  

 From this it appears that people’s judgment on loan interest is linked to particular 
beliefs or ethical principles and not necessarily directly connected to changes in 
economy and technology. Otherwise, it’s hard to explain why, on the issue of interest 

9   See J. W. Thompson [ 8 , p. 323]. 
10   See Henri Pirenne [ 4 , p. 13]. 
11   See Eric Roll [ 9 , pp. 50–51]. 
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charging, there should be divergence of opinion between the Lutheran Church and 
Calvinist Church and why two different moral principles formed among their respec-
tive followers. 

 The moral basis of effi ciency is independent of its material and technology basis, 
and for this reason, change to it is positive in nature. But change in the material and 
technology basis may to some extent produce change in the moral basis. Changed 
attitudes toward consuming are a case in point: When new kinds of consumer prod-
ucts appear, because of their scarcity and high price, they are affordable to just a few 
elite families, but such luxuries are beyond the reach of ordinary families. Then 
common people will regard consuming luxuries as degenerate behavior rather than 
virtuous. For example, when tea was fi rst imported to Britain by the East India 
Company, it was undoubtedly a luxury item, but as tea imports increased, by the 
mid-eighteenth century, it had become a popular beverage among ordinary people 
too. When coffee fi rst came to Britain, it was drunk only by wealthy families, and 
the London coffee houses were the exclusive preserve of gentlemen; it was not until 
the 1830s that cafés for the general public appeared and even later that working 
people started drinking coffee. As to smoking, it was originally seen as an upper 
class indulgence in Europe and took a long time to spread to the lower social classes. 
There are countless similar cases. In  The Theory of the Leisure Class , T. Veblen 
wrote: “It frequently happens that an element of the standard of living which set out 
with being primarily wasteful ends with becoming, in the apprehension of the con-
sumer, a necessary of life; and it may in this way become as indispensable as any 
other item of the consumer’s habitual expenditure. As items which sometimes fall 
under this head, and are therefore available as illustrations of the manner in which 
this principle applies, may be cited carpets …waiter’s services, silk hats….The 
indispensability of these things after the habit and the convention have been formed, 
however, has little to say in the classifi cation of expenditures as waste or not waste 
in the technical meaning of the word.” 12  This explains why consumers’ judgment on 
the rights and wrongs of consumption behavior changes as the economic and tech-
nological situation changes, and, obviously, the latter will lead to changes in peo-
ple’s ethical values. 

 In conclusion, the moral basis of effi ciency is independent of but capable of 
being infl uenced by changes in its material and technology counterpart. The former 
will react to changes in the latter, producing corresponding changes. This is adap-
tive change in the moral basis of effi ciency.  

2.4.3     Potential for Effi ciency Increase 
and Supranormal Effi ciency 

 Since effi ciency has a dual basis, the next questions to be posed are: Where does 
potential for effi ciency increase lie? Where does supranormal effi ciency come 
from? Which of the two bases makes the greater contribution to effi ciency? 

12   See T. Veblen [ 10 , p. 74]. 
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 The supranormal effi ciency of migrant societies in history has always interested 
scholars. In ancient China, for example, wars and chaos drove the Hakka people 
away from the Central Plains of China to Guangdong and Fujian in the southeast, 
where they blazed trails and drained the land for agriculture, totally changing the 
wild landscape. More recently, people from Shandong and Hebei provinces moved 
to northeast China and cultivated large tracts of land into fertile arable fi elds, mak-
ing the region a huge granary of China. In Europe, from the twelfth century on, 
migrants started to reclaim wasteland in the north of the Netherlands. They built 
water conservancy projects, developed agriculture and animal husbandry, and 
formed autonomous organizations such as village associations for water conser-
vancy, turning what had been deserted wasteland into bountiful fertile fi elds. In 
North America, wave after wave of European migrants came and built new com-
munities and then spread westward, opening up vast areas of land. These are exam-
ples of high effi ciency. Strictly speaking, they are supranormal, that is, to say, they 
are rarely seen outside nonmigrant societies. With crude tools, inadequate man 
power, and harsh conditions, how could such supranormal effi ciency keep coming? 
During the course of migration and in the considerable period after the formation of 
an immigrant community, in the absence of regulation by market and government, 
what power was it that made people so enthusiastic and produced such high effi -
ciency? We are drawn to the inevitable conclusion that it was the effect of moral 
factors, of cohesion and of creativity. 

 We may also conclude as follows: Migrants in history completed their mission of 
reclaiming wasteland with supranormal subjective powers in supranormal objective 
circumstances and even their social organizations were supranormal. They can be 
seen as miracles of human history. Without a corresponding moral basis, supranor-
mal immigrant organizations and individual subjective power would be impossible, 
as would supranormal effi ciency. 

 The many examples of supranormal effi ciency demonstrate the potential for 
increased effi ciency. To develop this potential, the main keys are the existence of a 
moral basis and the role of moral force. There are many further examples to illus-
trate how moral force, belief, or faith can inspire man’s resolution and capability: 
heroic resistance to invaders regardless of personal danger, selfl ess efforts in fi ght-
ing natural disasters, and in safeguarding the targets and honor of a group (e.g., 
family, clan, religious organization, nation). This is how supranormal effi ciency 
comes about. Does the material and technology basis also contribute to supranor-
mal effi ciency? Of course, effi ciency increase is always inseparable from material 
and technological conditions: for example, in the case of migrants opening up 
uncultivated land, irrespective of their levels of energy and enthusiasm, certain 
means of production were essential, and the same goes for combating natural 
disasters. But we should be aware that without the effect of moral force, belief, or 
faith and with reliance on materials and technology alone, the best one could hope 
for would be normal effi ciency; supranormal effi ciency would be unachievable. 

 The contentious academic debate about the confl ict between the effi ciency 
standard and morality standard has actually been settled in our discussion of 
supranormal effi ciency. The so-called confl ict between the two standards usually 
refers to the existence of two different standards for judging economic behavior, 
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namely, effi ciency- oriented standard and morality-oriented standard. Under the 
fi rst, effi ciency increase is regarded as good and decrease as bad. Under the sec-
ond, conformity to ethical principles is regarded as good and violation of them as 
bad. It is said that the two standards are often at odds, because sometimes effi -
ciency increase is not consistent with ethical principles and sometimes what is 
consistent with them may result in reduced effi ciency. This is an age-old conun-
drum: the intractable diffi culty being that one’s judgment of what is right and 
wrong depends on one’s perspective. 

 Effi ciency standard and effi ciency judgment are both research topics of econom-
ics, but moral standard and moral judgment are not. But when the question involves 
the relation between moral standard and effi ciency standard or whether moral judg-
ment and effi ciency judgment are identical, then it enters the sphere of economic 
debate. In  Economics and Political Science of Socialism , I make the following state-
ment on this topic: “Moral judgment on economic behaviors must be integrated 
with testing in practice. Otherwise, ethical principles in economy will be elusive…
We can use ‘workers’ maximum interests’ as a moral standard of economic behav-
ior. That is to say, anything meeting the requirement of ‘workers’ maximum inter-
ests’ is ‘right’ or ‘good’ and whatever does not is ‘wrong’ or ‘bad’.” 13  

 This is one way of coordinating effi ciency standard and moral standard and also 
a reference for judging certain economic behaviors. However, in judging other eco-
nomic behaviors, confl ict between the two standards persists, something that has 
long troubled economists. From the phenomenon of supranormal effi ciency, we 
may well fi nd that effi ciency standard is actually at one with moral standard. The 
generation of supranormal effi ciency on itself means a substantial increase in effi -
ciency, so effi ciency standard is totally applicable here. But how is supranormal 
effi ciency born? As discussed above, it is directly linked to the effect of moral force. 
Without its infl uence, supranormal effi ciency would not appear in migrant commu-
nities, in wartime resistance, or in combating natural disasters. Therefore, using 
moral standard as our measure, we can say the birth of supranormal effi ciency is 
consistent with both effi ciency standard and moral standard.  

2.4.4     More Thoughts on Moral Standard 
in Economic Behaviors 

 There are various viewpoints in society regarding moral standard in economic 
behaviors. For example, is it justifi able to award a huge amount of money to some-
one for a signifi cant invention or for a great contribution to society? Is it justifi able 
to pay a very high salary for success in turning a loss-making enterprise into a 
highly profi table one? Responses range from “absolutely,” “not entirely,” to “abso-
lutely not.” How should we look at such questions? Obviously, they cannot be 

13   See Li Yining [ 1 , pp. 438–439]. 
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discussed in the abstract, because any economic behavior should be analyzed by 
bringing in specifi c situations, without which one cannot come to a judgment. 

 At least one thing is clear: moral evaluation cannot be divorced from estimation 
of the objective effect. Judging what is morally right or wrong has to do with the 
objective effect of certain economic behaviors. If someone is rewarded for an inven-
tion with a huge amount of money, it is surely because that invention has produced 
a good objective effect and benefi ted society greatly. If an executive is paid a very 
high salary, it must be because that person has brought huge profi t for the enterprise. 
By comparison, what the society or enterprise receives is much larger than the 
inventor or the executive does. In this sense, a prerequisite for getting a reward 
bonus or high salary is extraordinary innovation or effective management, which 
makes the reward justifi able. 

 On further analysis, we may fi nd that the great benefi t to society is not confi ned 
to the innovation itself and, similarly, it is not just effective management that bene-
fi ts an enterprise: effective management not only benefi ts the enterprise itself, but 
the society at large shares in it. This is because the reward has an exemplary effect 
in society. 

 A huge reward for a great innovation is public declaration that rewards are forth-
coming for important innovations. The hope is that more people will devote them-
selves to science and technology and produce innovations. In the fi nal analysis, the 
society will be the biggest benefi ciary. 

 Similarly, paying a high salary for success in helping make a loss-making enter-
prise profi table is a declaration to all executives that rewards await those who can 
emulate such achievement. The hope is that executives will be spurred on to greater 
things and that capable talents will be attracted to the enterprise. Moreover, other 
enterprises may be inspired by such economic behavior and its objective effect: to 
pay capable managers a high salary will make the enterprise the biggest benefi ciary. 
When many enterprises follow this example, thereby improving their performance 
and profi t, is society at large not the biggest benefi ciary? 

 This makes it possible to assert that in economic behaviors such as rewarding 
innovators or capable executives, effi ciency standard and moral standard are not in 
confl ict; rather they are organically combined, internally unifi ed. Effi ciency is mea-
sured according to the objective effect of a behavior, i.e., whether the behavior can 
benefi t the society and to what extent. Similarly, judgment on morality is insepara-
ble from measuring the objective effect of a behavior, i.e., whether it can benefi t 
society and to what extent. 

 We may shift to a new vantage point to examine the abovementioned economic 
behaviors. 

 Suppose society is indifferent to a great innovator and the huge benefi ts he brings 
to society makes no comment and bestows no reward. Suppose it is generally 
believed that what the innovator has done is no more than duty and no reward is 
necessary at all. The result of such thinking will be unhelpful to society because 
people will not devote themselves to science and technology or to innovation, 
believing that society pays it no respect and the effort will not be worthwhile. Their 
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enthusiasm will disappear, and effi ciency decrease correspondingly. It will be the 
same with an enterprise if it fails to reward capable and effective executives. 

 Suppose society decides to reward an innovator but that person fails to go accept 
the prize or an executive refuses to accept the high salary the enterprise will pay him 
for his effective management, what would the result be? In discussing this question, 
let us begin with two stories in Zhang Yuyan’s article “To Know What Is Righteous 
and Act Heroically” published in  Dushu  ( Reading ) magazine in July 1996. 

 During the Spring and Autumn Period of ancient China, the state of Lu had a law 
that if a man of Lu came across a fellow citizen enslaved in another state, he could 
pay to redeem that person and on return to Lu he could apply to the state treasury to 
be reimbursed. It is said that one of Confucius’ disciples paid to redeem a fellow 
citizen in a foreign state, but he did not submit a reimbursement claim on his return 
to Lu; this as an expression of his determination and sincerity in pursuing “righ-
teousness.” When Confucius heard this, he took the disciple to task, saying: Your 
action will prevent more Lu people being rescued from slavery. You were noble, 
paid to save another, and asked for no return. You may be celebrated by society, but 
from now on, when any Lu person encounters a fellow citizen in slavery in another 
state, he will think: “Should I pay to free him or not? If I do, shall I get the money 
back when I return to Lu? If not, won’t I lose a great amount of money? If I do sub-
mit a claim, will I be sneered at by others as a miser?” The most likely outcome is 
that if he does come across an enslaved fellow-citizen he will pretend not to see. 
Will your behavior not deter others from rescuing enslaved citizens of Lu? 

 The second story goes like this. A disciple of Confucius, seeing someone falling into 
the water, jumped in and rescued him. The man gave his rescuer a cow as a gesture of 
thanks gift and he accepted it. Confucius highly praised his action, on the grounds that 
a rescuer’s acceptance of gift of thanks would encourage more people to take a risk and 
rescue others, and therefore, more people would be saved from drowning. 14  

 In the fi nal part of his article, Zhang comments: “People usually think ‘righ-
teousness’ and ‘gains’ as being diametrically opposed. In the stories of Confucius 
and his disciples, the situation seems a little different. For Confucius, the ‘great 
righteousness’ is fulfi lled by setting aside the ‘lesser righteousness,’ doing which 
will undoubtedly satisfy people’s need for ‘lesser gains’.” 15  The only possible con-
clusion must be: “Individual behavior of ‘benevolence and righteousness’ may have 
results in opposition to the aims of society at large, whereas making ‘righteousness’ 
and ‘gains’ compatible may result in the needs of society being met.” 16  

 Now we come back to discuss the moral standard of economic behaviors. The 
previous analysis looked at rewarding innovators and paying high salaries to effective 
executives. If the innovator does not wish to accept the reward or the executive the 
salary, that depends on his own will and has to do with a spirit of dedication, a pre-
cious spirit indeed. The question would be much simpler if the majority of people had 
this spirit. But the reality is that they do not: most people hope to be rewarded for their 

14   See Zhang Yuyan [ 11 , p. 74]. 
15   Ibid., p. 75. 
16   Ibid. 
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efforts. Therefore, refusing rewards or high salary may lead to the following: Will it 
infl uence other great innovators to accept rewards? Will it infl uence other high-
achieving executives to accept high payment? They might think acceptance could lay 
them open to being sneered at as inferior in character compared with those who refuse. 
The objective effect of such ambivalence, doubt, and misgiving is not conducive to 
socioeconomic development. In the end, it will be the society and enterprises that suf-
fer losses. Some accept the reward and some forego it; some accept high salary and 
some reject it. Do any of the refusers ever wonder how such behavior might embarrass 
or upset others? Effi ciency standard and moral standard are capable of being compat-
ible and unifi ed, but such behaviors make a simple situation complicated. 

 What is the right way to handle things? One way is simply to accept. To do so is 
in line with both effi ciency standard and moral standard. A second option, if the 
amount is considered excessive, is just to take it and then donate an amount to chari-
table organizations, which is also in line with both standards. 

 There is a supplementary point here: If some dedicated people only want to work 
hard but don’t want to take rewards or high salary, we should, on the one hand, 
affi rm their work achievements and their choice and, on the other hand, ensure that 
they understand the reward or high salary to be totally justifi ed as the society’s 
acknowledgement to them. Moreover, such reward plays a role of encouraging more 
people to work harder and contribute more to society. So they should be persuaded 
to take the reward or high salary. In this way, both effi ciency standard and morality 
standard have been taken into account. 

 There is another question which should be conscientiously explored. What are 
the rules determining rewards? If an enterprise hopes to reward its employees 
(including executives) when it makes profi ts, it has to follow some rules, and the 
rule-making must also follow certain procedures. Once the rules are set, everything 
should be done according to them and any subsequent revisions must go through 
certain procedures too. Making rules without following procedures is wrong, and as 
well as inhibiting the stimulatory effect of rewards, it may also lead to a variety of 
negative effects. 

 It reminds us of an ancient allocation method. Suppose a pot of food or a big pie 
is to be shared out so that everyone receives a portion. The fairest method is that 
whoever spoons out the food or cuts the pie should take the last portion. Shouldn’t 
such a method be considered in discussing the payment or reward of senior execu-
tives of an enterprise?  

2.4.5     Individual Autonomy and Harmonizing 
of Interpersonal Relations 

 In discussing the moral basis of effi ciency, we need fi rst to explore the following 
questions: Is it true that the stronger an individual’s autonomy, the bigger the poten-
tial effi ciency will be? Or is it true that the weaker an individual’s autonomy, i.e., the 
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closer the individual’s affi liation to a group or organization, the greater the potential 
effi ciency will be? 

 Why do we raise such questions? They have to do with the moral basis of 
effi ciency. When the technology level and the objective conditions of production 
are certain and when the educational and technical levels of an individual pro-
ducer or worker are known, if an individual has greater autonomy, his initiative 
and creativity will be greater, which means greater potential effi ciency. In other 
words, the more autonomous producers or workers in the economy, the more 
dynamic it will be, the greater effi ciency potential it will have, and the more eas-
ily that potential can be deployed. Therefore, it is incorrect to think of autonomy 
of producers or workers as not benefi ting the economy. But seen from a different 
perspective, since the source of effi ciency is in harmonious interpersonal rela-
tions and in individual’s adaptability to group or society, when an individual 
subordinates himself to a group, an organization, or society as a whole, it is more 
likely that interpersonal relations will be harmonious and individual’s adaptabil-
ity to group or society will be strong. Does this not mean greater potential for 
effi ciency increase? 

 In fact, the two aspects, individual autonomy on the one hand and subordina-
tion to group, organization, or society on the other, can be compatible and coexist 
rather than the reverse. The moral basis of effi ciency encompasses both full exer-
cise of people’s initiative and creativity and coordination and adaptation in inter-
personal relations. It is wrong to emphasize one and neglect the other. It’s hard to 
imagine effi ciency increasing constantly in a society where individuals subordi-
nate themselves to group, organization, or society but are without autonomy, ini-
tiative, and creativity, nor can we imagine effi ciency increase lasting long in a 
society where people have autonomy, initiative, and creativity but where interper-
sonal relations are not harmonious or inadaptability keeps on worsening. 
Therefore, a reasonable situation would be one in which individual autonomy 
coexists in a balanced way with harmonious and adaptive interpersonal relations; 
subordination of the individual to group, organization, or society should coexist 
with encouragement of individual initiative and creativity. It is coexistence that 
ensures constant increase of effi ciency. 

 However, although individual autonomy is compatible and coexists with subor-
dination to group, organization, or society, is it possible that the two have different 
priorities? This is another contentious question. In the history of economic theory, 
we have not seen extreme emphasis on either one. Rather, we see some theories 
focusing more on the former, some on the latter. Actually, the debates on different 
economic doctrines such as liberalism vs. statism, individualism vs. collectivism, 
etc., took place around this central question. 

 However, in those debates, we sometimes fi nd the main theme distorted by one 
side. One manifestation is this: They represent individualism as being self-seeking 
and caring solely for profi t; liberalism as acting on one’s own will and ignoring any 
restriction; and statism or collectivism as a denial or obliteration of individual 
autonomy and pioneering spirit, an ideology that sees the nation or organization as 
overwhelmingly more important than individuals. Of course, this is not to claim that 
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no such extreme opinions have been voiced in history of economic theory, but they 
are not the mainstream. The mainstream still focuses on individual autonomy and 
subordination to group, organization, and society. 

 Individual autonomy should be put fi rst, because groups, organizations, and 
societies are formed of individuals. An individual should have self-respect, strive 
for self-improvement, and be capable of using personal initiative and creativity. 
The group, organization, or society should respect an individual and his auton-
omy, which is the prerequisite of his subordination to them. For effi ciency to be 
increased constantly and for supranormal effi ciency to be produced and sustained, 
individual subordination must be whole hearted; it cannot be reluctant or forced. 
If an individual or his autonomy is not respected, how can there be any sincere 
allegiance to the group, organization, or society? Furthermore, to maintain har-
monious interpersonal relations, in addition to having self-respect, there should 
be respect for others too. 

 Real life is like this: Anyone who lives in a society is per se a member of society 
and will surely be part of some group or organization. At the very least, he belongs 
to a family, the smallest grouping of a society. If he works for an enterprise, he is 
possibly in a workers’ union. If he is a farmer, he may be a member of the village 
autonomous organization. If he is an urban resident, he belongs to the street or com-
munity where he lives. If he owns a private enterprise or is a self-employed busi-
nessman, he belongs to some trade or professional association. In short, he is both a 
member of society and of groups or organizations. In this sense, he has to keep good 
relationship with others, seeking mutual accommodation and adaptation. At the 
same time, he has his own aspirations and needs and his own principles in dealing 
with others, so he must feel autonomous before his initiative and creativity can be 
manifested. In other words, he is an animate creature. Autonomy is a prerequisite 
for his proper handling of interpersonal relations and adapting to group, organiza-
tion, or society. If he has not the least autonomy, vitality, or energy, like a tool to be 
manipulated and ordered about by others, it will be meaningless for him to build 
good relations with others, let alone keep the relations harmonious and adaptive. 
Does this mean that individual autonomy should take precedence over harmonious 
interpersonal relations? 

 Furthermore, a society is formed of countless individuals, and in a group or orga-
nization, there are a certain number of individuals. If all of them have autonomy and 
dynamism, can make use of their initiative and creativity, and can conduct activities 
in light of their own personal aims while trying to coordinate and adjust their aims 
in line with those of the group or society, they will surely handle their relations with 
others well, which will in turn help effi ciency to increase more rapidly and more 
widely. Is this not precisely what a group or a society hopes to see? 

 From the above analysis, we see that the moral basis of effi ciency does 
 objectively exist. However, effi ciency increase may be realized or may just be a 
possibility. In order to bring this potential fully into play, one must respect indi-
vidual autonomy so as to stimulate initiative and creativity. By the same token, 
individuals should coordinate their interpersonal relations and adapt themselves to 
the group, organization, or society.      
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    Chapter 3   
 Fairness and Identifi cation 

3.1                        A Deeper Understanding of Fairness 

3.1.1     A Rational Income Divide 

 The issue of fairness has been a perennial subject of study and contention in the 
history of economic theory. For some, the very existence of disparity of income and 
property assets demonstrates unfairness. On a superfi cial level, this is not wrong. 
Since all are born equal, how does it come about that some are rich and others poor 
and that some have plenty and others little? The distribution gap does indeed refl ect 
unfairness in society. But this is not the right way to look at things. If we look 
deeper, we must enquire: what are the causes of wealth and poverty, and how wide 
is the gap between them? Without clarifying these issues, judgments on what is fair 
and unfair will be diffi cult. 

 For example, some get rich by dint of hard work, whereas others are poor because 
they are too lazy to work or indulge their every whim and squander all their money. 
Can we call this unfair? Similarly, suppose two people work in the same place. One 
works hard with outstanding achievements, so he earns much money. The other is 
lazy, with no achievements at all, so he earns little. Is this unfair? How wide must 
be the income disparity before it is considered unfair, and how narrow to be consid-
ered fair? There is much to be said on the subject, and it is plain that judgment on 
fairness and unfairness in income distribution will not be easy. 

 If equality of income and property is seen as a symbol of fairness, to suppose that 
fairness has been achieved if everyone has the same income and property is a more 
serious misinterpretation and one that does great harm to economic development 
and effi ciency. I have expressed my views on this topic in several of my books. 1  
I outline below the main ideas about this question as set out in my writings: 

1   See Li Yining [ 1 – 3 ] . 
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 First and foremost, fairness means equality of opportunity; i.e., in socioeconomic 
life everybody begins from the same starting line and objectively there is no dis-
crimination against anyone. Equalizing income and property is a manifestation of 
egalitarianism, which cannot be taken as fairness without distorting the concept. 
It is more reasonable to understand fairness as equality of opportunity. 

 Can fairness be understood as coordination of income distribution? Yes, to some 
extent it can, but we need to remember that coordination of income is not equivalent 
to equalizing income. Actually, the concept of income distribution here implies a 
rational disparity of income, since the existence of a disparity is a form of coordi-
nated income distribution. In addition, this understanding is compatible with seeing 
fairness as equality of opportunity. This is because it is only through engaging in 
economic activities on an equal opportunity footing that people truly get what they 
deserve in return for their efforts. Thus, although there is still an income gap, the 
size of the gap can be kept within reasonable bounds. Conversely, if there are no 
equal opportunities to engage in economic activities, an excessively large income 
divide will inevitably appear, causing uncoordinated income distribution. 

 This gives rise to a further question: Can equality of opportunity be realized? 
If not, fairness remains an empty phrase and the discussion is rendered meaningless, 
but to look at the question in such terms is to be too absolute. In real socioeconomic 
life, people have different family and educational backgrounds and live in different 
places, so unequal opportunity is an objective fact of life. But this does not mean we 
cannot draw close to equal opportunity through regulation by government. The gov-
ernment can do something about it, such as forbidding discrimination by law,  setting 
up rules on fair and open competition, fi xing penalties for unfair competition, etc. 
Even if equality of opportunity in the fullest sense cannot be realized, at least it is 
possible to gradually get closer, and, by and large, the conditions for equal opportunity 
will appear. With effective government regulation, coordinated income distribution 
will gradually be realized. 

 Since coordination of income distribution implies shrinking income disparity, 
i.e., keeping the gap within reasonable bounds, and since fairness can be seen as 
coordinated income distribution predicated on equality of opportunity, then it is 
essential that the gap is kept within reasonable bounds. So what constitutes a rea-
sonable gap? How to decide whether it is reasonable or not? In my book  Ethical 
Issues in Economics , I distinguish between the economic sense and the social sense 
the term reasonable income gap, which is a key to the meaning of fairness at a 
deeper level. 2  

 In the economic sense, the rationality or otherwise of the income gap hinges on 
whether or not income is distributed according to the benefi t principle. In a market 
economy situation, provided the income distribution is the result of activities of pro-
duction element suppliers in the market with equal opportunity as a prerequisite and 
provided every supplier gets income distributed according to profi t principle, then, 
irrespective of the size of the gap, the primary distribution can be regarded as reason-
able and coordinated. If the government, from its policy and target considerations, 

2   See Li Yining [ 4 , pp. 27–35]. 

3 Fairness and Identifi cation



57

deems it necessary to adjust the result of the fi rst round distribution, it can reduce the 
gap by such measures as individual income tax and inheritance tax or by means of 
poverty relief, subsidies, etc. The result of regulation by government or secondary 
income distribution, however, does not negate the reasonable nature of the gap in the 
primary distribution, i.e., the distribution focusing on economic results. What the gov-
ernment adjustment of income distribution focuses on is whether or not the distribu-
tion is reasonable in the social sense. 

 Undoubtedly, to demarcate the boundary between rational and irrational income 
gap in the social sense is far more diffi cult than to do so in the economic sense. This 
is because: 

 Firstly, when coming to a judgment on whether the gap is reasonable in the 
 economic sense, one can consider whether production element suppliers have, by 
and large, equal opportunities for market activities and whether their income is 
based on the profi t principle. But in judging the disparity in its social sense, it is 
harder to fi nd strict standards than it is with the economic sense. 

 Secondly, provided the income gap in terms of economic results is rational in 
the economic sense, irrespective of its size, the economic results it refl ects will 
be effi ciency increase, productivity improvement, and increase in per capita 
income. Therefore, we can say the existence of a gap that is rational in the eco-
nomic sense will produce positive results, results that are perceptible within a 
short time frame. 

 However, if the income gap in the social sense is dramatically out of balance, it 
may lead to social instability, even if the gap is rational in the economic sense. But 
such instability cannot be perceived in the near term, since the problems accumu-
late over a long period, becoming more acute by the day before ultimately explod-
ing. This shows the similar diffi culty in judging the rationality of the income gap 
in the social sense on the basis of the results it produces. Despite this, given no 
other choice, one can still come to a judgment on the basis of whether it will lead 
to social instability. 

 One important aspect of making a distinction between the social and economic 
rationality of income gap is that it provides an objective basis for judgment on fair-
ness, namely, the existence and size of a gap. Moreover, it also considers people’s 
feelings, i.e., whether they feel fairly treated or unfairly in the distribution. Such 
feelings will infl uence their level of satisfaction with their income, to what degree 
they accept the gap, and further infl uence the level of social stability. In light of this, 
we need to shift our focus to absolute income and relative income of individuals.  

3.1.2     Individual Absolute Income and Relative Income 

 Before delving into this topic, we should fi rst briefl y review the points made by J. A. 
Geschwender. 3  

3   See J. A. Geschwender [ 5 ]. 
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 In his analysis, scholars make fi ve hypotheses about why a social group can 
become dissatisfi ed and revolt. 

 The fi rst hypothesis is absolute deprivation: When a group feels its living condi-
tions are worsening, it will become dissatisfi ed and ultimately revolt. 

 The second is increased aspiration: Although the living conditions of a group are 
improving, the group’s aspirations are growing faster than the pace of the former. 
This leads to discontent and revolt. 

 The third is relative deprivation: Although the living conditions of a group are 
improving, it notices that living conditions of other groups are improving faster. 
This leads to discontent and revolt. 

 The fourth is rise and fall: On the heels of improvement, a group’s living condi-
tions then go into decline. Since the process is irreversible, people will be dissatis-
fi ed and rise up. 

 The fi fth is status inconsistency: Income level and living conditions are just two 
of many status attributes apart from educational status, career status, racial equality 
status, etc. Therefore, even if a group experiences improved living conditions, if it 
believes its other status attributes to be inferior to those of other groups, it may still 
become dissatisfi ed and revolt. 

 Geschwender gave the example of the black Americans in the early 1960s. He 
argued that the black men’s discontent and revolt could not be explained by the fi rst 
hypothesis, since their living conditions were not worsening, nor could it be 
explained by the fourth hypothesis, since their living conditions had not declined 
subsequent to improvement. The second hypothesis of increased aspiration could 
not explain it either, since, as Geschwender pointed out, this hypothesis had neither 
been proven nor refuted by any data. That left us only the third and the fi fth. The 
third hypothesis, relative deprivation, was supported by the data, which showed that 
black Americans were dissatisfi ed with the society because by comparison with 
white Americans, they felt their own living conditions had not improved as much. 
The fi fth hypothesis, status inconsistency, was also proven by the data. There was a 
widespread sense among black Americans at that time they were not treated equally 
with whites in terms of education, employment, income, etc. He concluded that a 
combination of the third and fi fth hypotheses would provide a convincing explana-
tion for the social instability of American society at that time. In addition, in 
Geschwender’s opinion, the two hypotheses were the same in character, except that 
the fi fth had richer content. 

 Although Geschwender’s discussion was about the situation of black Americans 
in the 1960s, it remains inspirational for studies of how changes of absolute income 
and relative income may cause social unrest. The question of social unrest is one of 
great complexity since irrational income gap is just one among many possible 
 infl uencing factors and social unrest is not necessarily the result of an irrational 
income divide. People’s living standards may rise and then fall, but even a small fall 
after a large rise may lead to social unrest, but this has nothing to do with the ratio-
nality or otherwise of any income gap. A more typical situation would be: Even if 
the income gap is constant, a decline in absolute income level across the board may 
lead to social unrest. However, social unrest is always to a great extent linked to 
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change in relative income, since people are inclined to compare themselves with 
those around them in terms of income, employment, benefi ts, promotion opportuni-
ties, etc. Few will seriously consider the real meaning of “fairness” when they make 
such comparisons. For the most part, people consider themselves unfairly treated on 
the grounds of lower income, less good careers, or fewer benefi ts than others. If the 
number of people experiencing feelings of unfairness is small, this will not gener-
ally lead to social unrest, but if a great many do or if their level of dissatisfaction 
grows, this may develop into trouble. It means that social unrest originates with the 
disappointment, complaints, and dissatisfaction of some members of society when 
they deem themselves unfairly treated by the society. Although the latter is the basis 
of the former, the two differ as regards how they infl uence social instability: the 
former is often more infl uential than the latter, since comparison is more likely to 
ignite feelings of unfairness and dissatisfaction with the society. 

 For    instance, under the planned economy system, despite limited productivity 
growth, very low personal incomes, frequent product shortages, and rationing, the 
income divide was small and the degree of individual satisfaction with relative 
income was passable. The mindset of “everyone getting roughly the same” miti-
gated social dissatisfaction. “Leveled-down income” characterizes that time, but it 
did give people a sense of “fairness,” albeit a distorted one. 

 With the change to a market economy, productivity and incomes improved, 
 product supplies became suffi cient, and coupon rationing came to an end. However, 
because income improvement did not happen everywhere at the same rate, the 
income gap grew wider. As a result, the degree of individual’s satisfaction with rela-
tive income fell, giving a sense of “unfairness” and social discontentment among 
some people, which could clearly impact social stability. 

 Then, how are we to regard the income gap in real life? It has always been a 
fundamental task to develop economy and raising the absolute income level of 
society’s members. To achieve this goal, the government needs to employ certain 
adjustment measures to shrink the income gap without hampering effi ciency 
increase, to rectify discrimination in socioeconomic life, and to create equal oppor-
tunity conditions so as to reduce the sense of “unfairness” experienced in certain 
parts of society. The government also needs to educate people in the true meaning 
of “fairness,” to clear up misunderstanding so that they will no longer mistake 
“egalitarianism” for “fairness.” The more that “fairness” is properly understood, 
the greater the benefi t to social stability. 

 Of course, it is not always easy to help everyone correctly understand “fairness” 
from their own rank and situation. People with different ranks and situations surely 
have different feelings on the issue. It is not hard to imagine that the question of 
“fairness” will continue to bother people so long as there is any income gap at all, 
whatever the government’s efforts to regulate and to educate the public as to the real 
meaning of “fairness.” Moreover, there is no objective standard to judge individual 
satisfaction or dissatisfaction with relative income. The degree of satisfaction may 
actually be higher when the economy or income per capita is at a low level, since all 
are in the same boat. In a situation where the economy and income per capita have 
grown but some incomes have improved more than others, the degree of individual 
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satisfaction will inevitably decline and the sense of “unfairness” will increase. As a 
result, the society will have to work hard constantly to dispel such feelings, which, 
though genuinely experienced, are nevertheless a misperception. 

 It at least reveals one point to economists: Exploring the concept of fairness 
from the angle of the rationality of income gap leads only to a dead end and a new 
road must be opened up. In light of this, we will discuss fairness from a new angle: 
identifi cation.   

3.2     Meaning of Identifi cation 

3.2.1     Identifi cation and Outlook on Common Fate 

 A person is a member of a group and the term identifi cation refers to the relationship 
between an individual and the group. As a member of a group, an individual should 
feel it is his/her own organization, adapting to and coordinating with the group and 
with other members. In other words, identifi cation means recognizing the self and 
the group as one and being part of that entity. 

 Groups of whatever size are formed by a certain number of people. A country, 
ethnic group, and society are examples of big groups. A block, village, community, 
small enterprise, and small family are examples of small groups. A family can be 
big or small depending on the number of members. But whatever the size, all groups 
face the question of whether its members identify with it or to what extent they do 
so in essence, not just superfi cially. 

 An individual probably belongs to several groups. For example, a college stu-
dent is fi rstly a member of his immediate and extended family, then of a college, a 
department, a class, and a team. If he joins a student association, he is an associa-
tion member. Before college, he has been a member of a high school. According to 
his local origin, he is also a member of the association of fellow townsmen. If he 
has religious belief, he will be a member of a religious group and if politically 
active a member of a party. It goes without saying that he is a member of his moth-
erland. Belonging to so many groups, he inevitably identities with many, although 
to varying degrees. 

 The degree of identifi cation refl ects the level of concern a person feels for a par-
ticular group or the extent of the “oneness” experienced. The degree of group or 
society cohesion discussed in Chap.   2     also refl ects the extent to which an individual 
identifi es with a group or society. The extent varies among different individuals and 
different situations. An    enterprise is a case in point: its employees, though all being 
members of it, have different degrees of identifi cation with it, which means that 
their individual attitudes toward it differ. When the enterprise is booming, the 
 differences are not so obvious, but when it encounters hard times, the different 
degrees of identifi cation will become glaringly obvious. Employees with a low 
degree of identifi cation are indifferent to the enterprise’s current and future situa-
tion, and if it gets into real diffi culties, their only concern is to fi nd a new job. Those 
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who identify more with the enterprise feel real concern for its troubles, regard them 
as their own troubles, and will do all in their power to help minimize them. In light 
of this, an alternative interpretation of identifi cation is individuals regard the group 
as their own organization. They and the group form a community sharing a common 
fate, honor, and frustration—“we’re all in this together.” The greater the level of 
identifi cation, the more obvious the belief in a common fate will be. 

 What makes an individual identify with a group cannot be merely summed up as 
“self-interest.” Though this may be a consideration, on many occasions there are 
other considerations that transcend one’s own interests. For instance, identifi cation 
with a family or clan cannot be interpreted as self-interest. Some people join an 
academic association and greatly identify with it, not for any benefi t they may derive 
but because of interest in the fi eld or they respect and trust it or from a sense of duty 
to promote academic research. Joining a charity or public welfare organization may 
have nothing to do with self-interest but is motivated by a passion for such activity. 
Therefore, we cannot write off considerations beyond self-interest, since these fac-
tors are often more dominant in identifi cation with a group. 

 Identifi cation with a native country can better explain that self-interest is not 
necessarily a basis for identifi cation, nor do people always identify with a group for 
this consideration. 

 We should bear in mind that country and government are two different concepts. 
Who exercises government power and whether they care about the people and pro-
tect the interests of the nation is determined by the character of those in power. 
Citizens might support or even oppose some governments, but this has nothing to do 
with how they identify with their country. China’s history has given many examples 
of this. In some dynasties, the ruler was incompetent, the court was corrupt, and the 
people were opposed to the government, but they still loved their country and identi-
fi ed with it. Their opposition to the government was for national salvation. Although 
dissatisfi ed with or actually opposed to the government, in the face of foreign inva-
sion, citizens would risk death in fi ghting to save their country. So it is plain that 
self-interest is an inadequate explanation for identifi cation: patriotism, sense of 
national honor, society cohesion, or national cohesion trump self-interest by a mile.  

3.2.2     Identifi cation and Interest Groups 

 The last section elaborated that on many occasions group identifi cation is not 
spurred by self-interest, but this does certainly not imply that a person’s interests do 
not play a role. There are many different types of groups, especially in the economic 
world. For instance, if some investors cofound an enterprise, the relation of 
 individual investors with the enterprise is bound to be profi t oriented. There is also 
an interest relationship between the enterprise and the employees working for it. 

 We can analyze such interest-oriented relations further. Sometimes people use 
the term “interest group” to describe such relations, but its meaning is not very 
precise and there are different interpretations of the term. But a generally agreed 

3.2 Meaning of Identifi cation



62

view is this: people who share the same or roughly the same social, political, and 
economic interests, and who accordingly have similar propositions and aspirations, 
work together to maintain and expand their interests and thus form, tangibly or 
intangibly, an interest group. 4  

 In his famous work  An Economic History of Modern Britain , J. H. Clapham illus-
trated the nature of interest groups by citing the examples of the West Indies interest 
group and that of mine workers in British history. He pointed out the long tradition 
of interest groups. The West Indies interest group, a lasting and powerful political 
group, was formed by people living in London but with links to the sugar- producing 
British colonies of the West Indies. As to the mine workers, in the eighteenth century, 
isolated from urban life, they kept some old clan traditions, refusing to marry with 
the outside world and seldom going to church. Even in the mid- nineteenth century 
when they had moved from the mine area into towns, they remained isolated and had 
little to do with other manual workers. 5  

 The two interest groups in Clapham’s book are similar to classes or social ranks. 
But both in history and in real life, some interest groups cannot be pigeonholed as 
class or rank groups. In his  Democratic Ideals and Reality , H. J. Mackinder pointed 
out the important role of dialect and education in forming interest groups: Speakers 
of the same dialect were more likely to congregate, and a society with diverse dia-
lects was likely to have different groups. The same went for education. In England, 
the professional and upper class and landowners went to the same schools and uni-
versities, and important men of business circle sent also their children to the same 
institutions. 6  Of course, after graduating, they belonged to the same group, a group 
that cannot be defi ned in terms of class or social rank but of interests. Sometimes 
interest groups have a tangible form, but in most cases they do not. 

 One point is certain, namely, that in analyzing individual identifi cation with a 
group, we can approach it from the perspective of interests, of noninterests, or of 
transcendence of interests. Since an interest group does not equate to class or social 
rank, an individual can belong to more than one interest group. For example, take a 
number of privately owned food production and export enterprises in a region. In 
terms of export production and operation, the owners have interests in common with 
their business counterparts in other forms of ownership, so they can be included in 
the same interest group. In terms of food production and operation, the owners have 
common interests with other food producers and can be included in the same 
interest group. In terms of private ownership, they have interests in common with 
privately owned enterprises in other regions and can be included in the same interest 
group. In terms of local enterprise, they can be included in the same interest group 
with all other enterprises in the region. This situation is a good illustration of the 
point raised above that one individual may belong to several different groups and 
identify with all of them. 

4   See Li Yining [ 6 , pp. 233–234]. 
5   See J. H. Clapham [ 7 , pp. 255, 275]. 
6   See H. J. Mackinder [ 8 , pp. 168–169]. 
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 The different groups one belongs to are not necessarily mutually incompatible. 
One group’s gain is not necessarily built on the loss of another group. Different 
interest groups do have confl icts, but they also have common interests. If the econ-
omy is developing, there is every reason to believe that all groups can benefi t. In this 
way, the signifi cance of identifi cation can be further elaborated: Even if an indi-
vidual belongs to different groups and identifi es with them all, there is not necessar-
ily a confl ict. Even if he does act from interest considerations, it is still possible for 
him to identify with this or other groups. 

 The above analysis took a social perspective, but things might appear different 
when taking a historical perspective. In the course of history, the relative status of 
an interest group will change, rising or falling, its power waxing or waning. 
Especially in periods of social disturbance, some interest groups will leave the stage 
of history and new ones emerge. Confl icts between the old and new groups undeni-
ably exist. Old groups feel they are less and less valued, are being overtaken by the 
new ones, and are losing more and more while the new ones are gaining. But is this 
surely to be expected as the inevitable result of social change? Not necessarily. The 
rise of certain interest groups and the decline of others is just one possible result of 
social change. The result might be that an old interest group, after some differentia-
tion, gradually integrates with a new one and forms a different new interest group. 
The interests of the old and the new are both refl ected in the integrated group, but 
with a different weighting. 

 Now we may discuss how people’s identifi cation changes. Membership of a 
group or of an interest group is not necessarily a permanent thing. Changes in an 
individual’s income, status, outlook, and aims may alter the extent of his identifi ca-
tion with a particular group or interest group: As this identifi cation diminishes, he 
may become estranged from the old group and join a different one with which he 
increasingly identifi es. It is understandable that such things happen, especially in 
periods of social change, with changes in the relative status of old and new interest 
groups and the likelihood that they will merge.  

3.2.3     Identifi cation and Factors Beyond Interests 

 We have seen that what causes an individual to identify with a group cannot be 
merely summed up as self-interest. Although this factor is a consideration on some 
occasions, on others considerations beyond one’s own interest weigh more heavily. 
Therefore, we should explore the relationship between these latter considerations 
and identifi cation. 

 To explain what these considerations are, we need to begin with the relationship 
of an individual with a group. An individual’s membership of a group can be classed 
into four different situations: (1) non-optional; (2) optional; (3) from non-optional 
to optional; and (4) from optional to non-optional. 

 Obligatory non-optional: One belongs to a group not from free will but because 
there is no room for choice. For example, one cannot choose family, birthday, birth 
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place, and how and where he lives and studies in childhood. One’s relationship with 
these places and groups are not subject to choice. 

 Optional: Having reached a certain age, a person is free to make choices regard-
ing education, job, and life, also which groups to be part of. For example, a high 
school graduate can choose his/her future major, college, degree, career, and as a 
consequence with which groups he/she wants to be linked. He/she is free to choose 
a spouse and thus becomes a member of the spouse’s family. The same goes for 
decisions on political party, social organization or religion, and the kind of people 
he/she wants to make friends with, therefore becoming a member of those groups. 

 From non-optional to optional: This is relatively unusual, but a typical case 
would be a change of nationality. One’s nationality by birth is non-optional, but one 
may change it in adulthood, shifting from nation A to nation B. Correspondingly, he 
has a further group with which to identify, namely, nation B. For another example, 
in a society where careers are hereditary, it is a convention for a son to inherit the 
career of his father. But later on, he may change his career for some reason and it 
follows that the group with which he identifi es will also change. 

 From optional to non-optional: This is even more uncommon, but a possible 
example would be clandestine religious sects or mysterious organizations whose 
members are not permitted to quit. Before joining such a group, the individual is 
free, but having made the choice to join, lifelong identifi cation is obligatory and 
quitting is impossible. 

 Non-optional membership of a group has nothing to do with either interest or 
interest-transcendent considerations, since belonging to the group is not a choice. 
People consider interest or interest-transcendent factors mainly in situations where 
they are free to join in or leave a group. On some occasions, interest weighs heavily 
with them, on other occasions interest-transcendent factors are the more important, 
and on others both types play a role. There is nothing strange about this. After all, 
man is both “social man” and “economic man.” So his considerations are multifac-
eted, and he may consider any identifi cation with a particular group and the extent 
of that identifi cation from many angles. 

 There are fi ve types of interest-transcendent considerations in optional identifi -
cation with a group. 

 One, emotion: For instance, in choosing a spouse and thus being a member and 
identifying with the spouse’s family, emotion is often a major factor. 

 Two, faith or convictions: For example, when one is free to choose which 
religious group of political party to join, identifi cation in these aspects plays an 
important role. 

 Three, reasoning: After careful consideration, one believes that compared with 
other groups, the group chosen is more suitable for practice of his/her ideals or more 
consistent with his/her own moral standards. 

 For instance, someone feeling a responsibility to develop the economy, educa-
tion, and culture of his hometown or believing charitable causes benefi cial to the 
society will choose to be part of the group he fi nds better suited for realizing his 
goals and will identify with it greatly. 

 Four, personal enthusiasms: This consideration may prompt someone to join an 
association or club. 
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 Five, a sense of honor: One may choose to become a member of a group enjoying 
social prestige and respect in order to share in these things by association. 

 The abovementioned fi ve interest-transcendent motivations in free-choice situa-
tions (emotion, beliefs, reasoning, personal enthusiasm, sense of honor) are not 
mutually exclusive: indeed they may overlap. For example, identifi cation with a 
particular group might derive from one’s belief, reasoning, sense of honor, or all 
three. In sum, in free-choice situations, interest-transcendent factors cannot be 
neglected when considering identifi cation. 

 Having discussed the meaning of identifi cation, we can proceed to further dis-
cuss sense of fairness with a view to a new understanding of the concept.   

3.3     The Relationship Between Fairness and Identifi cation 

3.3.1     Individual Sense of Fairness in a Group 

 Where should we look for fairness criteria? As previously concluded, it’s hard to 
fi nd answers if we confi ne the analysis to income distribution and income gap. From 
the perspective of either absolute or relative income, there is no objective and stan-
dardized measurement for fairness. As for the perspective of equal opportunity, the 
diffi culty lies in defi ning an equal start line, since in reality not all start from the 
same. Therefore, we need to approach the question of fairness from a different 
angle, and perhaps identifi cation may lead us to the answer. 

 To put it simply, fairness is based on an individual’s identifi cation with a group. 
The more its members identify with the group, the greater sense of fairness they will 
have. Conversely, the less they identify with it, the weaker their sense of fairness 
will be. If members do not identify with their group but nevertheless remain part of 
it, they are likely to have no sense of fairness at all. 

 Why is there such a correlation between the level of identification and sense 
of fairness? Through his interpersonal relations with other group members, an 
individual member will get a sense of his position and other members’ attitude 
toward him. If he gets along with others and handles those relations well, he 
will have greater identification with the group and stronger sense of fairness. 
Conversely, if he fails to maintain harmonious relations with others, always 
feeling being left out in the cold, marginalized, or discriminated against, he 
will certainly have little identification with the group, giving rise to a sense of 
unfairness. From the perspective of the relation between individuals and their 
group, the sense of fairness or otherwise reflects the degree to which the indi-
vidual identifies with the group. 

 Groups can be big or small, comprising different numbers of individuals. We 
may start our analysis with small groups and work our way up. 

 The family is possibly the smallest group. Being a member of a family is not 
usually a matter of personal choice, but an individual’s identifi cation with the 
family is a different matter. Provided there is strong family identifi cation, he will 
not quibble over differential treatment of him, for example, parents favoring a 
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sibling. A sense of fairness comes from identifying with the family itself. Of 
course, there are exceptions: people whose relations with family become strained 
or whose identifi cation decreases when they fi nd themselves less well treated than 
a sibling. Of course, such occasions are not very common. Generally, despite 
some sense of unfairness, it does not decrease his identifi cation, and the individ-
ual still loves his family. 

 In an enterprise, big or small, employees’ sense of fairness is directly linked to 
the degree of identifi cation with this group. There may be different salaries for dif-
ferent people, different promotion opportunities, and different levels of labor inten-
sity. As long as there are such differences, even though rational in an economic 
sense, employees may not see this rationality as fairness. What if there were no 
differences? Some people would probably regard the lack of differential in salaries 
and benefi ts as unfairness. Only from the angle of individual identifi cation with the 
group can we get a reasonable explanation of sense of fairness. 

 We may say, therefore, that when employees identify highly with the enterprise 
and their salary differentials are economically rational, they will accept such dif-
ferences and have no sense of unfairness. Even when salary differentials are not 
so rational and a sense of unfairness is aroused, provided employees identify with 
the enterprise and can voice their opinions via proper channels, this need not give 
rise to disharmony in employee-enterprise relations. Conversely, if employees 
have little or no identifi cation with the enterprise, they will have a sense of unfair-
ness even if the salary difference is economically rational. Staffs with low or no 
identifi cation will have a strong sense of unfairness and may even go against the 
enterprise. 

 Stepping up the scale, society is a large group in which an individual is just one 
of the countless individual members. But irrespective of that society’s size, the indi-
vidual’s level of identifi cation with it will infl uence his judgment on whether he has 
had fair treatment in many areas, including income, job, education, and social sta-
tus. Through comparison with other members, he will form his sense of fairness or 
unfairness. Assuming a high level of identifi cation with society, he will accept ratio-
nal differences in those respects and will not have a sense of unfairness, nor will he 
go against the society if he has channels to express his dissatisfaction with the dif-
ferences. The sense of unfairness increases as social identifi cation decreases and 
vice versa. In other words, the higher the social identifi cation, the stronger one’s 
sense of fairness and the weaker the sense of unfairness.  

3.3.2     Further Explanation on the Correlation Between 
Fairness and Identifi cation 

 Based on the above examination of the correlation between fairness and group iden-
tifi cation, we can proceed to further explanation. 

 Firstly, although the above analysis has shown us that the degree of identifi cation 
directly produces a cause of sense of fairness or unfairness, it does not deny the 
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point that income gap rationality is related to fairness nor does it deny the proposi-
tion that equal opportunity implies fairness. The latter two concepts, namely, ratio-
nal income gap and equal opportunity, are useful for understanding the meaning of 
fairness, except that their limitations in judging fairness standards do not facilitate 
further exploration of the fairness issue. Therefore, we must return to the identifi ca-
tion perspective so as to make up for what is lacking in the previous studies. In 
addition, as previously stated, even if the income gap is rational, if members have 
little identifi cation with the group, they will still feel it unfair. Conversely, when 
their identifi cation is great and they have proper channels to express their opinions, 
even if the income gap is not so rational, they will still accept the gap and not go 
against the group. This is enough to show that income gap rationality is too limited 
to be a criterion for fairness. 

 Secondly, groups can vary greatly in size. The smaller the group, the easier it is 
for an individual to identify with it, and the more helpful that level of identifi cation 
is in showing the source of a sense of fairness or unfairness. It is a little diffi cult for 
members to identify with too large a group, and the degree of identifi cation will be 
of less importance in explaining fairness or unfairness. Take the case of two differ-
ent enterprises, one with tens of thousands of employees and the other with fewer 
than one hundred. Staff in the larger one may fi nd group identifi cation more diffi cult 
than those in the smaller one. Correspondingly, those employed in a small enterprise 
are more likely to have sense of fairness based on their high degree of identifi cation; 
those employed in a large enterprise are less likely to have a sense of fairness and 
more likely to feel unfairness. 

 Thirdly, if employees fi nd it diffi cult to identify with a large enterprise and pro-
ducing a sense of fairness is diffi cult, does it not follow that citizens will fi nd it 
diffi cult to identify with their country, this being a group much larger than an enter-
prise? And would it not also follow that for citizens to have sense of fairness would 
be diffi cult? But as also mentioned above, citizens’ identifi cation with their country 
is different from employees’ identifi cation with their enterprise, since the latter is 
based on interests and the former on interest-transcendent considerations. Therefore, 
even though a country is much bigger than an enterprise, this does not make it 
harder for citizens to identify with a country. Interest-transcendent considerations 
play an important role. If a big enterprise can cause its employees to identify with it 
from interest-transcendent considerations, a high degree of identifi cation will more 
easily be achieved. 

 Fourthly, one can be member of several different groups—family, community, 
company, academic society, association or club, to name just a few. No matter the 
group, all will engender a feeling of fair or unfair treatment within the group. 
Therefore, a sense of fairness is multisourced, and the number of groups will deter-
mine how many kinds of fairness or unfairness the individual senses. He may feel 
one group to be fair, another group unfair, and other groups to have varying degrees 
of fairness, from minor to extreme. To an extent this is related to group size: the 
smaller the group, the more easily its members coordinate with each other and vice 
versa. On the other hand, it is linked to the nature of the group and to whether its 
individual members are in it for the sake of their interests. The more important to 
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them such considerations are, the harder it will be for the individual to identify with 
the group and the greater the sensitivity to fairness and its opposite. Conversely, the 
more important the interest-transcendent considerations, the easier group identifi ca-
tion becomes and the less the sensitivity to issues of fairness. 

 Fifthly, precisely since fairness is linked to social stability, an acute sense of 
unfairness may lead to social instability. It will be conducive to the maintenance of 
social stability and reduction of destabilizing factors if the correlation between 
 fairness and identifi cation is clearly understood, since a sense of fairness or unfair-
ness comes from more than just income differences (including individual absolute 
income level and income gap) or equal or unequal opportunities. The more a society 
is in tune with its members and the more its members identify with it, the easier it 
will be to reduce any sense of unfairness and the more stable the society will be. 
This is a seemingly indisputable conclusion, but achieving such social coordination 
and group identifi cation so that members identify highly with the society is no easy 
matter. Those working in social coordination should make a particular effort to 
solve this problem. 

 Sixthly, if an individual joins a group for interest-transcendent considerations, it 
is very likely that this group has lofty ideals and aims and it is these factors that 
inspire great identifi cation from its members. However, if the group’s leaders or 
responsible persons do not work hard to realize these ideals, do not live up to their 
words, or are incompetent to achieve the goals, the members will be disappointed, 
seeing the truth. As the level of identifi cation falls, the members’ sense of unfairness 
will intensify, thinking that they have been cheated and taken for fools by those 
above them. They feel duped by the leaders and squeezed out or discriminated 
against by their followers; in consequence, their sense of unfairness grows more 
acute by the day.  

3.3.3     Identifi cation with Fairness of Starting Point 
and Fairness of Outcome 

 Fairness of starting point and fairness of outcome are not the same concept, but 
identifi cation with the two can be unifi ed. 

 The general explanation of starting point fairness is that all stand at the same start-
ing line. Equality of opportunity implies fairness of starting line. But in reality, owing 
to differences of family background, place of residence, or educational level, the 
same starting line for one is diffi cult, so equality of opportunity may not necessarily 
be achievable. 7  Even so, equality of opportunity is always better than discrimination. 
The fact that laws do not discriminate against anyone is a major stride toward achiev-
ing a fair starting line. If jobs or trade are open to every person with the requisite 
qualifi cations and if the discrimination and exclusiveness in careers and competition 

7   See Li Yining [ 4 , pp. 10–12]. 
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are eliminated, this will be the best form of equal opportunity we can achieve in real 
life. This is the only way for us to interpret starting point fairness. 

 The general interpretation of outcome fairness is that, as results of fair competition, 
jobs go to the most qualifi ed or outstanding persons and that income in all trading is 
in accordance with the quantity and quality of production factors supplied. It is rea-
sonable to see outcome fairness in this way despite differences still existing. It stands 
counter to the egalitarianist concept of outcome fairness, which is a serious distortion, 
but even so it does have its limitations in interpreting outcome fairness. 

 For example, it is true that jobs should go to the most qualifi ed or outstanding 
candidates through competition, but why should we not ask: What is the standard 
for being the “most qualifi ed or outstanding”? Is the judgment comprehensive and 
accurate? Are the decision makers just and disinterested? Do they have a complete 
grasp of the information? In other words, are the decision makers themselves proven 
to be the most qualifi ed persons? 

 For another example, distribution based on labor was once regarded as manifest-
ing outcome fairness, being consistent with the principle that income produced in 
trading activities should be distributed in accordance with the quantity and quality of 
production factors supplied. Distribution based on labor is at least an applicable stan-
dard for judging whether an individual’s absolute income is fair or not. But it has 
defects. What does “labor” exactly mean here, the qualifi cation for income that one 
has achieved through one’s “labor” in the past or the “labor” one is contributing to 
the current work? Can we convert all kinds of “labors” into one universally accepted 
“labor”? Furthermore, who is the allocator of labor here? How can he do his job in a 
proper way? These theoretical questions still await solution. Besides, as a standard of 
judging outcome fairness, distribution based on labor faces many problems in opera-
tion. Who can tell which salary levels for government or enterprise employees are 
reasonable and consistent with this distribution principle? Since it is hard to say 
distribution based on labor is a manifestation of outcome fairness, it is harder to 
make the case for distribution based on production factors. However, pending the 
appearance of anything better, the principle of being “in accordance with quantity 
and quality of production factors supplied” is still feasible, because at least it links 
outcome fairness with supply of production factors and with economic outcome. 

 For people to accept starting point and outcomes as fair, we must fi rst help them 
correctly understand the meaning of fairness, and this is by no means an easy task. 
Each person will    understand the concept in the light of personal experience and cur-
rent status, and they are bound to have different feelings about it. 

 A person may count the starting point as being fair only when, in addition to 
equality of opportunity, his starting point status, income, or fi nancial circumstance is 
roughly comparable with others. Suppose he has equal opportunities but none of the 
other aspects are of comparable status at the starting point, he probably will feel 
unhappy; perhaps he can tolerate this, perhaps not. If he has generally the same social 
rank, etc., but not equal opportunities, he will also feel unhappy; perhaps he can tol-
erate this, perhaps not. If he is far behind others in social rank, etc., and moreover 
does not have equal opportunities, he will surely not tolerate it since he believes the 
starting point to be patently unfair. Therefore, we see    that only when all conditions 
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are met—equal opportunities, roughly equal rank, equal income, and equal property 
status at the starting point—will people deem the starting point fair. 

 Acceptance of the fairness of outcomes might be more diffi cult to achieve. If the 
starting point is believed unfair, then whatever the outcome—for example, the 
 absolute income level and income gap being within rational range—it will still be 
deemed insuffi ciently fair. If a person believes the starting point is fair, then he will 
make his own judgment regarding fairness of the outcome on the basis of specifi c 
circumstances: When absolute income level lies within a rational range, he might 
think the outcome is fair and acceptable. If he thinks the relative income level—i.e., 
the income gap—is not rational, he will still deem the outcome insuffi ciently fair. If 
one believes in the fairness of neither the starting point nor outcome, one is bound 
to regard this as unacceptable. Social stability can only deteriorate if there are 
increasing numbers of people who feel this way. 

 From the above analysis, we know that we should not only consider people’s 
feelings about the starting point and outcome fairness but also help them to inte-
grate the two: accepting the starting point as fair but not the outcome is not enough 
and neither is the converse. So how can we approach this question of integration? 
We shall need to return to the discussion of harmonization between individuals 
and the group. 

 If an individual has harmonized relations with the group and other members, he 
will more easily integrate his acceptance of fair starting point with his acceptance of 
fair outcome. Even if neither aspect is totally satisfactory, provided such things are 
quite easily pursued through proper channels, the contradiction will generally not 
intensify. For a large group such as a society, the more its members identify with it, 
the easier it is for them to integrate their acceptance of starting point fairness with 
outcome fairness. Just as pointed out previously, in the absence of an objective or 
universally accepted standard for fairness, we only have harmonious interpersonal 
relations to increase the sense of fairness and reduce the sense of unfairness.   

3.4     Identifi cation and Mutual Understanding 
and Accommodation 

3.4.1     Historical Overview of Correlation Between 
Identifi cation and Mutual Understanding 
and Accommodation 

 In a group, mutual understanding and accommodation are very important for har-
monizing members’ relations and enhancing their group identifi cation. It is also an 
effective way of abating an individual’s sense of unfairness within the group. 

 Mutual understanding and accommodation among members have been 
 present. Without this, members or groups could hardly survive in diffi cult 
 circumstances, let alone make progress. Even in favorable conditions, this spirit 
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is still indispensable for strengthening group cohesion, improving group 
 effi ciency, and enhancing members’ identifi cation with the group. Otherwise, 
friction or disharmony among members might lead to the group splitting, possi-
bly even to its collapse and extinction. 

 In static society, small producers provide the most obvious illustration of mutual 
understanding and accommodation helping the survival and development of groups 
and their members. Unfortunately, when discussing small producers, it is often their 
conservatism, egalitarianism, and fear of reform that is emphasized, while ignoring 
their spirit of mutual understanding and accommodation and related attributes of 
tolerance, diligence, teamwork spirit, and group cohesion. In his  Mutual Aid , 
Kropotkin had the following passages:

  As to the social characters of the medieval guild, any guild-statute may illustrate them. 
Taking, for instance, the skraa of some early Danish guild, we read in it, fi rst, a statement 
of the general brotherly feelings which must reign in the guild; next come the regulations 
relative to self-jurisdiction in cases of quarrels arising between two brothers, or a brother 
and a stranger; and then, the social duties of the brethren are enumerated. If a brother’s 
house is burned, or he has lost his ship, or has suffered on a pilgrim’s voyage, all the 
brethren must come to his aid. If a brother falls dangerously ill, two brethren must keep 
watch by his bed till he is out of danger, and if he dies, the brethren must bury him—a 
great affair in those times of pestilences—and follow him to the church and the grave. 
After his death they must provide for his children, if necessary; very often the widow 
becomes a sister to the guild. 8  

   Mediation, as an approach for solving disputes between people, has been around 
for a long time, probably even longer than guilds existed in medieval Western 
Europe. Meditation is carried out according to custom, and moral force plays an 
important part too. Effective mediation relies not just on authority and prestige. If 
one of them refuses to compromise in the slightest, the mediation will be in trouble 
and reconciliation will be impossible no matter how much authority and prestige the 
mediator enjoys. Mutual understanding and accommodation is about how to coexist 
in the same group. The two parties to the argument could be members of a small 
group, such as two brothers in a family. They might not be in the same group, fam-
ily, village, community, etc., but they are members of the society as a large group. 
Thus, what mutual understanding and accommodation is really about is this: In the 
same group and for the common interests of the group and its members, it is neces-
sary on some occasions for parties to give ground for the sake of harmony. This 
applies in good times and in bad. 

 Mutual understanding and accommodation of members cannot be regarded as a 
negative force. Being negative or positive depends on how it infl uences socioeco-
nomic development. In fact, it can strengthen group cohesion, raise members’ iden-
tifi cation with the group, and reduce their sense of unfairness. Isn’t it helpful to 
group growth as well as socioeconomic development? So it’s convincing to say 
mutual understanding and accommodation is a positive force. 

8   See Kropotkin [ 9 , pp. 158–159]. 
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 A group may be a temporary organization, but the same spirit is essential. This is 
clearly refl ected in a record of a Hanseatic League voyage in medieval times: 

 When the captain of a Hanseatic League ship called a meeting of the crew and 
passengers on deck, according to the record of one witness, he made this announce-
ment: “As we are now at the mercy of God and the waves,” he said, “each one must 
be equal to each other. And as we are surrounded by storms, high waves, pirates and 
other dangers, we must keep a strict order that we may bring our voyage to a good 
end. That is why we shall pronounce the prayer for a good wind and good success, 
and, according to marine law, we shall name the occupiers of the judges’ seats 
(Schöffenstellen).” Thereupon the crew elected a Vogt and four scabini, to act as 
their judges. At the end of the voyage the Vogt and the scabini abdicated their func-
tions and addressed the crew as follows: “What has happened on board ship—we 
must pardon to each other and consider as dead (todt und ab sein lassen). What we 
have judged right, was for the sake of justice. This is why we beg you all, in the 
name of honest justice, to forget all the animosity one may nourish against another, 
and to swear on bread and salt that he will not think of it in a bad spirit. If anyone, 
however, considers himself wronged, he must appeal to the land Vogt and ask jus-
tice from him before sunset.” On landing, the Stock with the fredfi nes was handed 
over to the Vogt of the sea-port for distribution among the poor. 9  

 Without mutual understanding and accommodation, it’s hard to envisage crew 
and passengers remaining in harmony when cooped up together on the same ship 
for days on end, especially in the economic and technical conditions of that age. 
It was precisely that accommodating spirit that enabled this temporary group to 
overcome all the diffi culties and arrive safely. 

 Of course, we cannot claim that tolerance and yielding has no negative infl uence 
at all on socioeconomic development. Actually, this may have extended the life of 
the outmoded traditional socioeconomic structures and thereby slowed down socio-
economic reforms. However, if we look at the process of economic development 
through history, the positive effects still predominate. Now, let’s turn to the question 
of how to evaluate the role of mutual understanding and accommodation in modern 
socioeconomic times.  

3.4.2     Identifi cation and Mutual Understanding 
and Accommodation in Modern Socioeconomic Times 

 In modern socioeconomic times, the positive infl uence of mutual understanding and 
accommodation extends beyond small groups such as family, reaching large groups 
such as entire societies, and moderately large groups such as enterprises. We may 
begin our analysis with the partnership enterprise. 

9   See Kropotkin [ 9 , p. 157]. 
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 A partnership enterprise is a group founded on mutual understanding and 
accommodation, and this is its distinctive feature. As we know, a partnership 
enterprise is established on the basis of agreement between all partners who 
invest, share benefi ts, assume risks together, and bear unlimited joint and several 
liabilities. Such liability in particular needs mutual trust between partners. 
Besides, harmonious relations and mutual respect are a premise for the sound 
operation and development of such an enterprise. If the partners cannot accom-
modate with each other or put the overall interests of the enterprise fi rst, it’s hard 
to imagine they will coalesce. 10  

 Partnership is a long-standing form of enterprise. Some countries have estab-
lished laws for partnership enterprises, but in the long period before those laws 
existed and in countries that still have no such laws, how did partners found partner-
ship enterprises for which they bore unlimited joint and several liabilities? The 
answer is reliance on custom and identifi cation on the basis of moral force. Only by 
such means could they establish an enterprise and ensure its survival and growth. In 
fact, legal    provisions, though being specifi c in rights and obligations of partners, 
under what circumstances they can transfer assets, when one partner should com-
pensate others, when a partner can withdraw from the enterprise, etc., are not 
exhaustive and cannot cover every detail of running an enterprise. The special 
feature of a partnership enterprise is “people together,” in other words “people in 
harmony.” Without mutual trust and respect, there is no harmony and no partnership 
enterprise. If partners quarrel fi ercely over every disagreement, their business 
cannot go soundly. All in all, the partners are well aware that without harmonious 
relations, the enterprise has no chance of surviving. 

 Moreover, since partners are investors with unlimited joint and several liabilities, 
they identify themselves with the group to a high degree. Each partner is expected 
to feel a sense of fairness; i.e., each one thinks he has the same status as all the other 
partners and is treated equally. Otherwise, no partner would shoulder the liabilities. 
In other words, in a group like a partnership enterprise, if one partner has a sense of 
unfairness, he will eventually withdraw from the group. How could he be willing to 
carry unlimited joint and several liabilities for other partners if he thinks himself 
discriminated against? 

 In modern socioeconomic times, the limited liability company is a common 
form of business organization. Like a stock corporation, it is a kind of stock com-
pany, but it differs from the former in its method of stock transfer: In a stock cor-
poration, a stockholder does not need the approval of other stockholders to transfer 
his stocks, but in a limited liability company, a stockholder must have the approval 
of the majority of stockholders before he can do this. This shows that in a limited 
liability company, harmonious people-to-people relations are still very important 
even if each investor shoulders only limited liability; i.e., each stockholder bears 
responsibility based on the amount of his investment and the company assumes full 
liability, with its total assets as pledge. With harmonious human relations, a limited 
liability company can be built up, survive, and grow. Without these, the company 

10   For further discussion on mutual trust in enterprises, see Chap.  7 , Sect.  7.5 . 
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may be established but will not survive. Therefore, the stockholders’ identifi cation 
with the company and their mutual understanding and accommodation are vital 
and inseparable. All limited liability companies are required by law to protect the 
rights of investors, but the law cannot cover each and every specifi c issue relating 
to business operations. When there is dispute or disagreement among investors, 
only negotiation, mutual understanding, and accommodation can work to resolve 
the problems. Mutual understanding and accommodation functions on the premise 
of protecting the rights of investors; they result in better cooperation among them 
and smoother development of the company. An investors’ sense of fairness comes 
from his identifi cation with the group, i.e., the limited liability company and the 
shareholder committee, since he believes his status is equal to that of all other 
group members. A sense of fairness will in turn foster mutual understanding and 
accommodation, since no one thinks he will be forced to give way. Mutual under-
standing and accommodation and the good it does to the company will further 
strengthen the sense of fairness among stockholders, because they all consider 
themselves benefi ted by the company’s development and their mutual understand-
ing has deepened too. 

 Apart from relations between investors (partners in partnership enterprises or 
shareholders in limited liability companies), mutual understanding and accommo-
dation has a positive role in building relations between employees, traders, or differ-
ent interest groups. Mutual understanding and accommodation does not equate to 
weakness, surrender, or a deviation from principles but tells us that since there are 
all kinds of relations involved in the modern socioeconomic age and only with 
sound development can everyone benefi t, if all yield a little, problems are more 
readily solved. This point can be seen more clearly from the perspective of human 
beings as “social men.” 

 Even in a modern family, the smallest group, identifi cation and its inseparable 
partner—the spirit of mutual understanding and accommodation—have positive 
importance. With the highly developed economy and great increase of income per 
capita, family size has become smaller and smaller: Once grown up, children leave 
their parents and form their own families. They have less and less contact with their 
parents, the lonely residents of the “empty nest.” Consequently, within the family a 
feeling of  ennui  emerges or boredom with family life. In this context, it is extraor-
dinarily important to advocate family identifi cation and mutual understanding and 
accommodation among all generations of family members. It is not only an issue of 
restoring pleasure and confi dence in family life, but one of better deploying the role 
of the family group. 

 Now, we have a new interpretation of the sense of fairness or unfairness: 
Identifi cation and mutual understanding and accommodation will increase group 
members’ sense of fairness and reduce any sense of unfairness. This is particularly 
so in the absence of a universally accepted standard for evaluating equality of 
opportunity and coordinated income distribution.      
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    Chapter 4   
 Law and Self-Discipline 

4.1                        Market, Government, and Law 

4.1.1     Regulation by Market and Regulation by Government 
Must Be in Accordance with Law 

 In modern society, regulation by market and regulation by government must operate 
in accordance with law. 

 It is extremely important that market operation is underpinned by a sound 
legal system and strict legal enforcement. Markets comprise multiple traders, 
each one of them independent from and in competition with other traders; they 
are the market actors, and their behavior must be subject to standards and their 
competition must be carried on in the economic context of a normal market 
order. The lack of a complete legal system makes it hard for traders to make 
judgments and choices or to understand other traders’ choices. We can imagine 
that in a market without a reliable and enforced legal system, traders will have 
diffi culty in formulating strategic decisions. 

 Law can prevent illegal operation and unfair competition in trading activities and 
at the same time protect legal operations and fair competition. Any infringement on 
the legal rights of traders, namely, enterprises or individuals, will be investigated. 
Without law, the market will suffer from chaos and nobody wins. Even supposing 
some enterprises or individuals benefi t from a disorderly market, there is no guaran-
tee that it won’t crash in the next round of disorderly competition. Therefore, regu-
lation by market must be in accordance with law. Provided there is law, even 
incomplete law, and it is strictly followed, traders can make proper choices and their 
trading will be sustainable. 

 Regulation by government, manifested in government socioeconomic administra-
tion and control of the macroeconomy, also needs the support of a legal system. The 
government itself should act within the legal framework. Regulation by government 
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and regulation by law are not opposites and nor can one replace the other. When a 
government organ acts as a party in a trading activity, such as procurement, hiring new 
staff, or selling assets, it must be subject to law and the stipulations of the contract. 
As a party to the contract, out of respect for the contract and for the legal rights of the 
other party, the government position should be equal to that of the other party, not 
higher. In this way, government behavior in market economy can be normalized. 

 It is worth making the point that whether under regulation by market or by gov-
ernment, integrity and credit are principles that must be observed. In regulation by 
market, all competitors enjoy equal legal rights and bear equal responsibilities, and 
traders violating the principles of integrity and trust are subject to legal penalties. 
Under regulation by government, the government, in the capacity of socioeconomic 
manager, should also follow this principle and earn respect from the public. Without 
this its management will be ineffective. The government cannot circumvent the 
principle of integrity simply because it is not in the role of trader. When a govern-
ment organ is one party of a contract and a trade, it should follow the principle of 
integrity and credit, so that it does not encroach on the rights of other traders. In 
short, government, both as manager and trader, is subject to the restricting power of 
law. This premise is an important guarantee of effective regulation by government. 

 History has proven this to be the case on countless occasions. Any government 
that is not bound by law, no matter how powerful the state machine or how mighty 
its control, would forfeit the trust of the people when trespassing beyond legal 
boundaries. What’s worse, the loss would be huge and not quickly retrievable. 
Unfortunately, those governments behaving this way would mistakenly assume they 
were omnipotent and could succeed forever, getting deeper and deeper into this 
delusion and ultimately being unable to extricate themselves. 

 In short, the authority of law lies in its generality, equality, and openness. Law is 
universally applicable, rules that all see as having to be followed, and treating every-
one by the same standard. At the same time, the law must be known in order for 
people to obey it. Such things embody the authority of law, without which it would 
serve no useful purpose. 

 The above-cited attributes of law—generality, equality, and openness—also 
apply to government employees. Regulation by government implies that govern-
ment staff should know, obey, and handle affairs in accordance with law. This often 
involves the relationship between power and law and the perennial question of 
which one is superior. Is power subordinate to law or vice versa? We now proceed 
to discuss how this confl ict should be handled, strict observance of law ensured, and 
legal violations investigated and punished.  

4.1.2     Contradiction Between Power and Law 
in Regulation by Government 

 Regulation by government is implemented by government departments and organs, 
whose leaders wield power proportional to their positions. They may employ their 
power in regulation, sometimes conducting normal and effective socioeconomic 
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management, but sometimes seeking private benefi ts for themselves or their relatives. 
This is what is meant by the term “abuse of power for personal gain.” 

 To extirpate this abuse phenomenon, the government’s management and regula-
tion should be conducted in accordance with law. Of course, the fi rst problem is to 
establish a legal system. Once a legal system is established, will things be handled 
according to law? Will those who have power be spared of penalties if they ignore 
the law? Will such people put power over law in their regulation and management? 
These questions are the crucial points of the law-power relation. If those who have 
power think law is not essential and things can be handled without following the 
law, if they think provided they have power they can just discard a law or change its 
articles, if they think law is just for restricting people other than themselves and has 
no personal signifi cance, if they think provided they wield power they can interpret 
law according to their own will, if they think their words are law and that their 
authority is higher than law, etc., this is not law bestowing, restricting, and standard-
izing power, but power controlling and overriding law. The confl ict between law and 
power is a millennia-old struggle that still awaits a very good solution. 

 This question is particularly important for developing countries undergoing the 
change from traditional political and socioeconomic structures to modern struc-
tures. Socialist countries are no exception. To develop their economy, developing 
countries must break through many barriers including the abovementioned two 
closely related traditional structures. The traditional political structure protects the 
traditional socioeconomic structure and vice versa; both are precapitalist in nature, 
mainly feudalist. Under a feudal political structure, no matter how the rulers have 
gained their power, the governments they form are autocratic in character. The 
power of the supreme ruler overrides everything. There is no law and even if there 
is, it exists in name only, being subordinate to power and interpreted at will by the 
ruler. In such a society, the government’s control of or intervention in socioeco-
nomic life is direct, arbitrary, and peremptory. The confl ict between power and law 
exists in all developing countries but to different degrees of intensity. 

 In some developing countries, especially in rural areas, rule by family or rule by 
a family elder or clan elder is part of the traditional political structure, and the same 
can be said of religious power in some areas. Rule by family, rule by a family elder 
or clan elder, or rule by religious power is usually the basis of the political structure 
in underdeveloped urban or rural areas. What is law to them? Family elders, clan 
elders, or religious power are the true authority in local life. Law is an alien concept 
for local people. Even if there is law, it plays no role or is subordinate to those in 
power locally. 

 In fact, an important question involved in the confl ict is the relative importance 
of power and rights. Power is both bestowed and defi ned by law; rights are some-
thing safeguarded by law and defi ned by it too. A further manifestation is that those 
given with power should use it to protect the rights stipulated by law. The two 
aspects can be unifi ed. Overemphasis on power to the detriment of rights is a viola-
tion of legal principles and tantamount to riding roughshod over law. When an ordi-
nary person acts this way, it refl ects a weak legal awareness, but for a ruler it is much 
more than that: it refl ects a sense of superiority and privilege cultivated in the tradi-
tional political structure and refl ects contempt for law. 
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 The central question for law is how to guarantee rights. To emphasize power only 
will give insuffi cient prominence to this aim. In the power-rights relation, rights 
should take priority, and power should be regarded as a means of protecting rights. 
Rights should also take precedence over obligations in the rights-obligations rela-
tion. Obligations are formulated to ensure the realization of rights, so in the absence 
of rights, obligations become meaningless. The abuse of law or riding roughshod 
over law often begins with solely emphasizing citizens’ obligations and neglecting 
their rights. Such distortion of law should be supervised so that power will be stan-
dardized and restricted by law, no power abused, and no law overstepped. In Chaps. 
  6     and   7    , there is more detailed discussion on the question of supervision. Now let us 
discuss the relation between custom, morality, and law.   

4.2     Custom, Morality, and Law 

4.2.1     The Role of the Third Type of Regulation Since 
the Birth of Law 

 In Chap.   1    , we defi ned the notion of regulation by custom and morality as the third 
mode of regulation, one distinct from regulation by market and regulation by gov-
ernment, and in the fi rst section of this chapter, we discussed the relationship 
between regulation by market and regulation by government and law in modern 
society. In this section, we will discuss the relationship between the third-mode 
regulation and law. 

 As mentioned above, regulation by custom and morality emerged long before the 
other two modes. It is only after a government is formed and its rule is effective that 
laws are enacted and implemented. Therefore, when regulation by custom and 
morality or even when regulation by market was at an early stage, there was really 
neither government nor law. That is to say, in the absence of law, both regulation by 
custom and morality and regulation by market were at work. 

 With the appearance of law, although regulation by custom and morality contin-
ued to have a role, it must act within the boundaries defi ned by law and never break 
it. The question is: what is the relation between regulation by custom and morality 
and law? Can we say the former is subordinate to the latter? Apparently, we cannot 
reach that conclusion. To say that regulation by custom and morality must stay 
within legal bounds and not violate the law is not the same as saying it is subordi-
nate to law. 

 We begin our discussion with the supplementary role of regulation by custom 
and morality following the emergence of regulation by market and by government, 
especially when regulation by market is the basic regulatory form. We can examine 
this in three aspects: 

 Firstly, in the market economy one must have and protect fair competition, in 
order to maintain normal trading order and prevent panic if trading order is at odds 
with traders’ anticipation. How to ensure fairness of competition and allay the fears 
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of traders? As we know, regulation by market is a mechanism in which changes of 
supply and demand will cause prices to rise or fall. The price movement has nothing 
to do with morality: it is obeying the objective law of supply and demand. But in the 
market, whether one party in a trading behavior has business morality or not and 
whether this behavior breaks the principle of fair competition or not, they will cer-
tainly infl uence price. The market is not short of traders violating business ethics, 
cheating other parties, and making exorbitant profi ts; punishment for such behavior 
is necessary under a complete and effective legal system. But this is not enough. 
Since trading activities are going on at every moment of every day and countless 
traders are involved, even the most complete legal system has loopholes and even 
the strictest legal provisions cannot ensure that every law breaker gets his just des-
erts. It’s obvious that one cannot rely purely on law to maintain fair competition, 
maintain trading order, and eliminate cheating behavior. Cultivating and promoting 
business ethics is important too. On the one hand, trading activities should be 
restricted and standardized by law, and violators should be punished. On the other 
hand, traders should be educated in law; business ethics should be inculcated, teach-
ing how to resist behaviors inconsistent with business ethics. Traders should exer-
cise self-discipline. The greater their self-discipline, the greater will be their 
likelihood of following business ethics and keeping their trading activities within 
the law. Consequently, regulation by market will better exercise its role as the basic 
form of regulation, and the role of law in maintaining fair competition and trading 
order will be more prominent. This is one embodiment of the supplementary role of 
regulation by custom and morality to regulation by market. 

 Secondly, enterprises and individuals are both behavioral agents in market econ-
omy. An enterprise is a group formed by a certain number of individuals and has 
many different person-to-person relations such as between investors and between 
managers. Interpersonal enterprise relations would normally include those of 
investor- to-manager, senior executive-to-manager, manager-to-lower-level 
employee, and employee-to-employee. In a market economy situation, if an enter-
prise harmonizes those relations well, its effi ciency will be improved, an effect dis-
cussed in Chap.   2    . In harmonizing those relations, improving effi ciency, and fully 
motivating all individuals involved (investors, managers, and staff), it is essential to 
keep to the law, but one should not rely totally on law since it cannot reach such 
details as interpersonal relations. The role of law in regulating interpersonal rela-
tions boils down to putting standards on those relations so that they do not violate 
law and at the same time protect the rights of everyone. These relations need to be 
made harmonious through regulation by custom and morality, particularly when 
they are at odds with but not actually violating any law. This is regulation by custom 
and morality supplementing the role of regulation by market. 

 Thirdly, from the perspective of trading activity, we can regard enterprises and 
individuals as behavioral agents in a market economy. But as pointed out in 
Chap.   1    , socioeconomic activity covers diverse fi elds, some belonging to the 
traded sector and others to the non-traded sector, the latter often accounting for 
the lion’s share. Even in a developed market economy, a large portion of socio-
economic activities are non-traded in nature, and in these regulation by custom 
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and morality plays an important role, the law just defi ning the boundaries for 
these activities so they will not overstep them. Within these boundaries, they rely 
on regulation by custom and moral force. This is the third aspect of the supple-
mentary role of regulation by custom and morality. 

 From these three aspects, it is evident that even in market economy, in the pres-
ence of regulation by market and government and where law is seriously enforced, 
regulation by custom and morality not only exists but plays a role that neither law 
nor the other two forms of regulation can replace. Even if its role is supplementary, 
it is nevertheless indispensable. With this third form of regulation, the other two 
forms are more effective and the role of law is better deployed.  

4.2.2     Relationship Between Law and Regulation 
by Custom and Morality 

 Since regulation by custom and morality plays an irreplaceable role in supplement-
ing the other two forms of regulation, then in modern-day society, its relation with 
law is very clear. There are two aspects to this relation. 

 Firstly, law defi nes the boundaries within which all the three types of regulation 
must operate. Take regulation by custom and morality, for example. It can function 
both in a very small group (family, small village, or small enterprise) and a large 
group (society), but once effective law is operating, the regulation cannot overstep 
the boundaries defi ned by law. This does not mean that there is no such thing as 
confl ict between law and regulation by custom and morality or that it does not play 
a role. But since this form of regulation transcends legal boundaries, there will be 
friction and confl ict with law, accumulating, intensifying, and fi nally becoming an 
obstacle to normal order and possibly losing its original role. 

 Take the question of property inheritance, for example. Different places have 
different customs governing inheritance of family property, for example, the oldest 
son being the heir, the youngest son being the heir, all sons co-inheriting, all family 
members co-inheriting, etc. The inheritance mode is decided by many factors. 
Before the establishment of relevant laws on inheritance, people followed the cus-
tomary ways and no one raised objections: even if there were objections, it would 
not change the custom at all. However, once laws on property inheritance were 
stipulated, such as all children, sons, and daughters alike having the right to inherit, 
confl ict between law and regulation by custom and morality became apparent on 
this question. Some advocate property inheritance according to convention, but this 
is inconsistent with legal requirements; others advocate inheritance according to 
law, but this is inconsistent with convention. The result is confusion, and when regu-
lation by custom and morality oversteps the boundaries defi ned by law, crisis occurs. 
At the very least, the convention of family property inheritance is shaken and will 
no longer be embraced by so many people, the fi ssure between law and this form of 
regulation will widen, and in the fullness of time, inheritance conventions are gradu-
ally replaced by legal stipulations. 
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 The hiring of apprentices is another case in point. Small enterprises, especially 
manual workshops, frequently hire apprentices. In different periods of historical and 
different places, different conventions have been applied in the hiring of apprentices. 
There were situations where apprentices received no payment at all, received very low 
pay, or paid to become apprenticed. There were similar variations concerning whether 
masters or bosses had the right to infl ict physical punishment on their apprentices. In 
some places, apprentices were even required to sign a disclaimer of warranty. 
Apprenticeship periods also differed from place to place, lasting 3 years in some and 
7 years in others. The way apprentices were hired was determined by many factors, 
not just on the say-so of the master or boss. The conventional ways were followed by 
local people for many years without any objections raised, because this was how 
things were always done. Apprentices had to work in excess of 10 h a day, not only 
doing productive labor but domestic service for the master or boss. However, with the 
setting of legal rules on hiring apprentices, the clash between custom and law would 
become evident. For example, law might set the maximum daily or weekly working 
hours of apprentices, their minimum age, and minimum wage and prevent employers 
from meting out physical punishments or getting them to sign lifelong contracts. The 
customary modes of apprenticeship were unreasonable in many places and the legal 
rules aiming to rectify these shortcomings were to protect the apprentices. However, 
since these conventions have been accepted for a very long time, the clash between 
law and convention may not be correctly understood by all. Consequently, the retreat 
of customary apprenticeship from the stage of history will be a slow one, and the 
process of making convention subject to law will be a long one. 

 On the other hand, there are other situations in the relation between law and regu-
lation by custom and morality. On some occasions, certain aspects of custom and 
morality or some of its regulatory methods could be adopted and written into law, 
becoming permanent legal articles. This is a quite normal phenomenon since the 
laws of a society are always a refl ection of its values and concepts, and one function 
of law is to regulate the interests of all sides. Hence, in enacting laws certain moral 
principles have to form the basis for regulating these interests. If certain specifi cs of 
regulation by custom and morality are inconsistent with law, then the friction or clash 
between law and this mode of regulation will intensify. Although the clash will per-
sist for a rather long period, regulation by custom and morality will gradually draw 
close to law and fi nally become subject to it. If some ways of regulation by custom 
and morality confi rm to law, it is entirely possible that they will be absorbed into law. 

 One example of this is the autonomous organizations that have existed and 
evolved in various forms in rural areas. In many places, under the chronic infl u-
ence of feudal rule, the autonomous organizations of rural residents were autono-
mous in form only, mere appendages to power-wielding clans, with a strong tinge 
of feudalism and superstition. But, undeniably, in some places, despite the feudal 
infl uence, since the autonomous organizations are of a mass character, they still 
have a certain function in mediating disputes between residents, in initiating 
social programs, and in promoting mutual aid among residents; hence, they are 
supported and trusted by local people. This helps to account for the longevity of 
such autonomous organizations of rural residents. Here the role of law is, in line 
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with ethical principles: to discard the unhealthy and irrational content of those 
organizations and their activities and to introduce things consistent with the aims 
of law into the legal articles on autonomous organizations, so that the majority 
interests of residents will be protected. If this can be realized, regulation by cus-
tom and morality will not weaken; instead, its role will become more important. 

 For another example, nongovernmental associations have been around for a very 
long time. Formed on people’s own initiative and in accordance with custom, they 
have their own objects, activity modes, and discipline. They regulate the custom and 
morality of their members within a certain scope. As they evolve through history, 
some associations gradually fall apart and disappear; others change their properties. 
These are all normal phenomena and show that it is impossible to prohibit nongov-
ernmental organizations. Governments usually deal with them in three ways: to ban 
those that are harmful for achieving social targets; to let them run their own course, 
neither banning them nor acknowledging their legality; and to set up rules and bring 
those conforming to the rules into the scope of legal restriction and protection. The 
third of these entails establishing law on associations and absorbing into law rele-
vant aspects of regulation by custom and morality. In this way, regulation and law 
can be unifi ed. Of course, there is no confl ict between the third way and the fi rst. In 
other words, government can admit the legal status of associations that conform to 
the rules and ban those that do not.  

4.2.3     The Relation Between Law and Self-Discipline 

 Self-discipline is a manifest effect of regulation by custom and morality. The fact of 
some aspects being absorbed into law does not mean this mode of regulation itself 
has lost importance; it means these aspects now have a legal basis and can play their 
role better within the scope of law. Furthermore, these aspects account only for a 
small part of regulation by custom and morality. 

 Whether adopted as part of the law or not, regulation by custom and morality will 
still play a role according to their own nature, because they regulate people’s behav-
ior and defi ne their behavioral and social norms, i.e., principles all members of 
society should follow in their daily activities and life. Individuals may have various 
activities and lifestyles motivated by their own will, interests, hobby, sense of 
responsibility, public spirit, or pursuit of personal advantage. But all behaviors 
should conform to social norms; otherwise, they will be harmful to the society, to 
others, and to the individual personally. As one of the countless individuals of a 
society, an individual should not seek advantage or pursue aims at the cost of other 
peoples’ advantage and aims. If harm transpires, the rationality of such aims and 
behavior should be questioned. What seems reasonable    to one person may not seem 
so to another, and social norms, i.e., the principles that are required to be followed, 
can be the only standard for judging the rationality of the behavior. If a person’s 
behavior does not conform to social norms, in other words if his aims and his way 
of realizing them violate these principles, he should have restrictions imposed— 
by society and by himself. If law refl ects social norms or social norms have been 
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absorbed into law, a society’s restriction on individual aims and way of achieving 
them is tantamount to legal restriction and self-restriction amounts to being law- 
abiding and self-disciplined. Self-discipline amounts to spontaneous observance of 
social norms. 

 It is important to point out the signifi cance of self-discipline in circumstances 
when law is in effect. In market economy, the role of law lies in maintaining market 
order and guaranteeing the legal rights of traders or every behavioral agent in the 
market. No matter what his occupation, if an individual can always and everywhere 
restrict himself with social norms, the effect of regulation by market and  government 
will be evident and socioeconomic order will become normal. Law requires self-
discipline on the part of individuals for it to operate more effectively. 

 Self-discipline means following a certain code of conduct established by regula-
tion, by custom, and by morality, a code that defi nes what an individual in a society 
“should” and “should not” do, “how to do,” and “how not to do.” As repeatedly 
stated in the previous chapters, individual behavior is not driven just by personal 
interests. Otherwise, it would be diffi cult to account for their sense of social respon-
sibility, public spirit, their awareness, and protection of public interests and goals. 
But it would also be off the mark to say individual behavior is driven by public 
interests and goals, since for most individuals, their initiative and motivation is not 
separate from their personal interests. In other words, you cannot set up a code of 
conduct for people without considering their own benefi ts. In an economy, an indi-
vidual’s self-discipline is based on an awareness of both public and personal inter-
ests and goals, and such self-discipline is consistent with legal rules. 

 The consistency can be explained as follows: How an individual considers public 
interests and goals is infl uenced both by legal rules and by regulation by custom and 
morality; the same goes for his personal interests and goals. Since an individual 
belongs to and identifi es with one or several groups, he must participate in group 
activities within the boundaries defi ned by law. At the same time, under regulation 
by custom and morality, his concern for and identifi cation with the group equates to 
concern for and identifi cation with the public interests represented by the group. His 
personal interests are connected with his group identifi cation as well as whether he 
obeys law. Therefore, his self-discipline, from the perspective of observing the law 
and identifying with group interests and goals, includes consideration of his per-
sonal interests and goals.   

4.3     Further Discussion on Self-Discipline 

4.3.1     Self-Discipline and the Heidegger Controversy 

 We have clarifi ed the nature and meaning of self-discipline, so now let us discuss this 
question further. Traders are required to follow business ethics and administrators to 
follow professional ethics. That is to say, people in all walks of life, businessmen, 
enterprise, government employees, etc., should be self-disciplined. But self-discipline 
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is more than business or professional ethics. It also means law observance and the 
restriction of moral factors on people’s behavior. 

 In the intellectual world, the meaning of self-discipline might be broader. One 
feature of this community is that intellectuals involve in social, political, and eco-
nomic activities not only by action but by expressing their thoughts and opinions on 
those fi elds. Any government that hopes to realize its goals must rely on the support 
of intellectuals and their knowledge and technology. Their academic status, infl u-
ence, and reputation serve as a standard and demonstration for the public. Therefore, 
intellectuals face bigger tests than other social groups, since in their view they face 
a severe choice between the so-called truth and power. 

 The actions, words, and writings of scholars in relation to the Nazi regime provide 
a good example of the extreme and necessary self-discipline exercised by intellectuals 
in that period. The prominent German philosopher Martin Heidegger (1889–1976) 
was regarded as “perhaps the most infl uential philosopher of this century…whose 
thought shook the world of philosophy,” 1  but that did not prevent him from being a 
controversial fi gure. He was elected rector of the University of Freiburg in April 1933, 
just 3 months after Hitler took offi ce as Chancellor. His predecessor had been dis-
missed for forbidding pro-Nazi students to stick up anti-Jewish posters. The predeces-
sor and some professors supported Heidegger for the rectorship, believing his 
international reputation would help preserve academic freedom and stop the most 
destructive behavior of the Nazis. Heidegger agreed to stand and the school board 
passed the proposal unanimously. 2  In his inaugural address on May 27 “The Self-
assertion of the German University,” he expressed his support of Nazism, and many of 
his proposals were exactly in tune with the Nazi propaganda. But in February 1934, 
he resigned the rectorship and refused to attend the ceremony handing over to the 
incoming Nazi rector. His lectures about Nietzsche starting in 1936 marked his sepa-
ration from the Nazi movement, and thereafter, he was subjected to Nazi surveillance 
and persecution. In summer 1944, he was drafted to dig trenches on the west bank of 
the River Rhine, the oldest of the enlisted teachers, because he was not on the list of 
the 500 most prominent scholars, scientists, and artists exempted from hard labor. 
After Germany was liberated by the Allies, Heidegger was forbidden to teach because 
of his Nazi connections, and the ban was not lifted until 1951, shortly before he 
retired. 3  The words, actions, and thoughts of such a scholar with a short record of Nazi 
cooperation left commentators many topics to explore. In his book  Introduction to 
Heidegger’s Philosophy , Chen Jiaying comments: “Heidegger’s involvement in the 
Nazi Movement was no mistake or accident. He always detested civilian politics and 
longed for elite rule. Even in his twilight years, he made clear his distrust of democ-
racy. He probably still sympathized with Nazism, even if disappointed with it. Scholars 
have long been aware that even though Heidegger cut his connection with Nazism 
later, he never directly condemned the Nazis for their crime against humanity.” 4  In an 
intellectual’s academic viewpoint and standpoint, what he approves and opposes is 

1   See Thomas J. Sheehan [ 1 , p. 1]. 
2   See Chen Jiaying [ 2 , pp. 11–12]. 
3   Ibid., pp. 14–15, 19. 
4   Ibid., p. 17. 
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one thing; his political attitude, particularly if he yields to and cooperates with a dark 
force even for a very short period, is quite another. It is his self-discipline in his politi-
cal attitude that is germane to our discussion. 

 In his article “Don’t Let Bygones Be Bygones: On the Heidegger Controversy,” 
Zhang Rulun commented: “If intellectuals do not act in defense of the truth and 
justice they claim to believe in and advocate, what is the value of justice and truth? 
And what indeed is the value of intellectuals? Not every intellectual has the courage 
of Bruno, but at the very least they should not tell lies if they cannot tell the truth; 
even if they are not strong enough to resist the Devil, they should never sell their 
souls to him.” 5  He also made the point: “In modern society, an intellectual should be 
the inheritor and creator of culture, the critic of reality and represent the conscience 
of society. He should be both pro-science and pro-democracy. A convincing exam-
ple is the contrast between the great scientist Albert Einstein and the philosopher 
Martin Heidegger. Both thinkers exerted important infl uence on human culture, but 
when justice was being trampled on, Einstein stood up to safeguard the conscience 
and justice of humanity, whereas Heidegger compromised with the Devil, fancying 
it could produce good. So, Einstein became the perfect role model for modern intel-
lectuals whereas Heidegger has a stain on his character that can never be washed 
clean even if his great academic achievements were the greater.” 6  

 Let us further analyze some of Zhang’s comments, bringing in specifi c times and 
places. “Even if they are not strong enough to resist the Devil, they should never sell 
their souls to him” is the right attitude to have on whatever occasion. An intellectual’s 
self-discipline, indeed any person’s self-discipline, should encompass this. “At the 
very least they should not tell lies if they cannot tell the truth” is correct too. But there 
are lies and lies: In circumstances where one has no choice and where even silence is 
not permitted, the insincere parroting of a formula, going through the motions, such 
lies are pardonable. But Heidegger’s lies in his cooperation with the Nazis clearly do 
not fall into this category. They were either the truth, i.e., his opinions were in line 
with Nazism, or a different sort of lie, i.e., he did not agree with the behavior of the 
Nazis, but he fl attered them for his personal purposes. This is why Heidegger has 
been blamed in German academic circles for so long. Even though his cooperation 
with the Nazis was of short duration, the stain on his character is indelible. The 
Heidegger controversy tells us how essential self-discipline is for intellectuals.  

4.3.2     More on the Relation Between Observing Law 
and Self-Discipline 

 Above we discussed the relation between observing law and self-discipline, but since 
this question involves how intellectuals could exercise self-discipline in the context 
of Nazi Germany, it is necessary to go deeper into the issue of observing law. 

5   See Zhang Rulun [ 3 , pp. 105–106]. 
6   Ibid. 
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 Normally, observance of law goes hand in hand with following moral standards. 
We often say an individual who does not observe law does not follow moral stan-
dards or the generally recognized code of conduct either. However, this statement 
makes the assumption that the law is consistent with moral standards and embodies 
the generally recognized code of conduct. The questions are: Who makes the law? 
Who interprets and enforces it? Without law, the question of abiding by law is 
meaningless; moreover, in its absence no one knows where the boundaries of indi-
vidual behavior lie, and moral restriction will replace legal restriction. However, if 
law is made, interpreted, and enforced by a tyrannical regime, how can it be in tune 
with moral standards or the generally recognized code of conduct? Must people at 
any time in history and in any country unconditionally accept laws made in their 
times? Clearly not. But are all laws created in conformity with legal procedure and 
voted through by representatives consistent with public interests and goals? Not 
necessarily. Nazi Germany is a case in point. As we know, Hitler came into power, 
not through a military coup, but by due process of German law, in the sense that he 
was voted into by the majority of the German people. The electorate chose him 
because they were misled by the guiding principles of his party, were attracted by 
his personal charisma, or pinned all their hopes on him, believing he could rescue 
the German nation from crisis. That majority included many German intellectuals. 
Of course, at the time of that election, they might have not foreseen the dramatic 
change of politics, a change that would take the German people into the abyss. But 
surely they could see the possible disaster when Hitler enacted measures immedi-
ately after assuming power? Surely, violence against Jews on city streets would 
waken them to the danger? This brings us to the question of intellectual self- 
discipline, without which, black can be seen as white in terms of legal issues. 

 When an autocratic government uses laws it brought or interprets as it will in 
order to strangle truth and justice, it isn’t hard to tell the character of such laws. But 
why do some people retreat in the face of morality? Why does the spirit of self- 
discipline fall apart? It undeniably has to do with personal interest. In other words, 
they do so either in defense of or to increase their individual interests. One    might 
ask, since the government issued the laws, should they surely abide by them? What’s 
wrong with that? Under Nazi rule, how could German intellectuals not obey law as 
they had always done since there were laws to obey? This is actually self-deception. 
As previously pointed out, as soon as Hitler took offi ce, the injustice of the policies 
he implemented was plain for all to see. An individual might not have the power to 
resist such government and rule, but at least he could keep silent. Isn’t silence also 
a form of observing law? Couldn’t such famous scholar, professor, and philosopher 
as Heidegger keep silent if he had self-discipline? And if remaining silent was not 
permitted, could he not have uttered a few empty phrases? Why did he have to coop-
erate even for a short time with the Nazis? Why did he defend and even praise them? 
The answer is he lacked self-discipline. Therefore, he ended in retreating and falling 
apart in the face of morality. 

 Let us subject individual interest to further analysis. On the assumption that moti-
vation comes from individual material interest, individual behavior is controlled by 
this, and the term material interest usually refers to the increase of individual income 
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or property. We also assume that individual behavior is controlled by material as well 
as nonmaterial interests such as getting more honors, spiritual fulfi llment, etc. As 
individual income increases, nonmaterial interest accounts for an ever greater pro-
portion of individual interest in the broad sense. On the assumption that motivation 
comes from not only personal interest (including material and nonmaterial interest) 
but also from factors beyond interest (concern for public interests and targets, etc.), 
it follows that individual behavioral standards are actually infl uenced by two coexist-
ing factors, namely, personal interest and public interest. Law and self-discipline 
play a positive role in both factors. Whether striving in one’s own or the public inter-
est, individuals should never overstep legal boundaries. Self- discipline means abid-
ing by law. Individuals striving to achieve public interests and targets are usually 
inspired by morality. In drawing up personal goals, in evaluating personal gains, and 
especially in striving to achieve them, individuals should restrict themselves with the 
moral standard that they should not fi ght for what is not worthwhile and abandon 
measures that are not proper. Self-discipline is shown as moral restriction. 

 Self-discipline is probably an individual’s last line of defense: it is through this 
that moral strength is fully displayed. Why is keeping to the law not the last line? It 
is because, as discussed above, before following the law, we need to judge what 
kind of law it is, who makes it, who interprets it, and who executes it. Under tyran-
nical regimes, are the laws consistent with moral principles? In circumstances where 
“one cannot tell the truth but should not utter lies,” to remain silent is to observe law, 
but more important is self-discipline. Suppose a ruler, in the name of law, violates 
moral standards and does as he pleases, then strictly self-disciplined people will 
never be his blind followers or try to win his favor. Strict self-discipline will cause 
them to keep silent even in the most dreadful circumstances and safeguard their last 
line of defense—their moral standard. 

 Thus, we learn that since individual behavior is infl uenced by both private and pub-
lic factors, an individual’s code of conduct too is infl uenced by these things and indi-
vidual behavior is restricted by moral standards; therefore, in judging a person’s 
behavior, we should not forget the public interest principle, one that comes above pri-
vate interests and should be followed by all. Although individual behavior differs 
between members of the society, provided such behavior does not harm the public 
interest, this is a normal and reasonable thing to happen. Self-discipline makes us safe-
guard our last line of moral standard, namely, not going against the public interest.  

4.3.3     Fairness of Punishment and Limitations 
of Self-Discipline 

 Since self-discipline is an embodiment of regulation by custom and morality, we 
must ask: In practicing self-discipline, what are the criteria for judging between 
good and bad? For regulation by custom and morality, such criteria do really exist, 
not criteria drafted by the minority that wields power but gradually formed and 
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accepted by the majority. We can take public interests and targets as the criteria, 
which people will accept. So, by what criteria do we judge public interests and tar-
gets when, as we know, public interests and targets have been used as a pretext for 
many shameful and immoral actions in history? And are there not many different 
interpretations of public interests and targets? Sometimes, they are used as a fi g leaf, 
covering up all kinds of disgraceful deals. Even among dark forces have “martyrs to 
the cause” who disregard their personal interests, but can we say such people are 
without self-discipline? We cannot. Though the aims of the dark forces are unwor-
thy of protection and practice, they see them as public targets. This shows self- 
discipline has its limitations, in that when there is no precise knowledge of what 
constitutes public interests and targets, self-discipline can lead individuals along a 
dark road counter to public interests and targets. In such situations, the greater one’s 
self-discipline, the deeper and more inextricable the pit one may dig for oneself. 

 Let us take fairness or justice as the basis for judging right and wrong in self- 
discipline. Then what is fairness and what is justice? In Richard T. Nolan’s  Living 
Issues in Ethics , there is a passage to this effect: Since Aristotle, people have usually 
divided fairness into retributive fairness and distributive fairness. Retributive fair-
ness means to punish those who violate other people’s rights or to restore enjoyment 
of a right. Distributive fairness means to ensure, on the basis of proper differences, 
fair allocation of rights and privileges among members of society. 7  In Chap.   3    , we 
discussed fairness of distribution. Now we will discuss the issue of fairness of retri-
bution, which involves whether justice can be upheld. Fair retribution means, as a 
Chinese folk saying puts it, “bad deeds, as well as good, may rebound upon the doer. 
If it hasn’t rebounded, it is because it is not yet the time.” Unfair retribution means 
not distinguishing evil from good, turning good and bad on their head; the good 
cannot get a good outcome; and the bad escape their due punishment. When moral 
force exerts its effect, even if a person cannot change the perverse situation, he can 
at least by self-discipline tell right from wrong and refuse to do or support evil but 
despise and condemn it. However, self-discipline cannot realize fair retribution or 
punish the bad. 

 It is quite plain that since the emergence of governments, fair retribution has 
never been realized through the self-discipline of individuals. “Bad things redound-
ing on the bad” cannot be brought about by self-discipline. Fair retribution must rely 
on fair legal verdicts, and if law cannot produce them, other means are needed to 
bring law onto the road of upholding justice, and people’s self-discipline is not one 
of them. This illustrates the limitations of self-discipline. 

 Therefore, to uphold fairness and ensure that it lasts depends on the joint func-
tioning of law and self-discipline. Law can do things that self-discipline cannot, and 
the self-discipline of the makers and enforcers of law can ensure its fairness. In 
other words, in terms of fairness, if more people in the society have self-discipline 
and constrain themselves with moral standards, bad things will greatly decrease; in 
terms of law, it ensures that the good are protected and the bad are punished, thereby 
achieving fair retribution. 

7   See Nolan et al. [ 4 , pp. 406–407]. 
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 In life we often come across the following situation: the legislators are fair and the 
laws are fair, but because the enforcers of law do not follow the law, citizens’ rights, 
though guaranteed by law, come to nothing, for example, law enforcers’ arbitrary 
arrest and detention of citizens, random body searches, constraints on citizens’ free-
dom, and even siding with offenders. Retributive fairness cannot be realized at all in 
such situations. Of course, the above violations of law and justice cannot happen if 
law enforcers are self-disciplined. But what if they are not? Self- discipline on the 
part of others is no substitute for law enforcers’ self-discipline, nor can it rectify the 
lack. Only law can do that job, rectifying the behavior of law enforcers and punishing 
all offenders including the law enforcers.  

4.3.4     Self-Restriction in Abnormal Situations 

 Ever since the emergence of governments, corruption of government employees, 
bribery, and other such problems have been present. At times when supervision 
departments had tighter control, corrupt practices would decrease or be more covert; 
when control was looser, such practices would increase greatly and even be more 
fl agrant. But corruption in the supervision department itself was an even tougher 
problem to eradicate. 

 In a market economy, the market needs fair competition and normal trading 
order. Normal trading order in turn helps market mechanism play its regulating role 
to good effect and helps to prevent corruption in socioeconomic life, because the 
breeding and spreading of corruption are connected with market disorder and unfair 
competition based on power, and this in turn is connected with unsupervised and 
unchecked abuse of power. Those who abuse their power support unfair competition 
and get benefi ts from it, and traders who try to gain benefi ts by unfair competition 
always count on those in power and their abuse of power to achieve this. So, inevi-
tably, embezzlement, bribery, and other corrupt practices grow and spread. In gen-
eral, the joint effect of law and self-discipline includes not just the maintenance of 
market and trading order and prevention of corruption but also restraining those in 
power and preventing abuse of power. 

 In this sense, for government employees, self-discipline has at least two aspects: 
One, they should expect the very best of themselves, not violate professional ethics 
under any circumstances particularly when the market is in disorder, obey law, and 
perform their duties well; two, they should be careful in using power at their dis-
posal, not abusing power in their private interest, or applying it according to their 
own likes and dislikes. The self-discipline required of government employees is to 
protect social justice. Any casual and arbitrary use of power and deciding policy is 
a violation of social justice. The law forbids such behaviors, and self-disciplined 
government employees should keep their distance from them, prevent them, and 
expose people who act this way. Detachment from, prevention, and exposure of 
wrongdoing are manifestations of moral constraint; they are the results of the infl u-
ence of moral force. 
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 The great importance of stronger self-discipline on the part of government 
employees can be more clearly seen through further analysis of the abnormal situa-
tions that actually exist on a large scale in reality. In normal situations, the legal 
system is complete, law enforcement is strict, and lawsuits follow formal proce-
dures. Abnormal situations are characterized by incomplete legal system, haphazard 
law enforcement, and lawsuits not following formal procedures. In normal situa-
tions, all actions have legal basis, boundaries and responsibilities are clearly defi ned, 
and people are allowed to express their opinions on and appeal against government 
actions. In abnormal situations, the basis of law is absent, boundaries and responsi-
bilities are unclear, people are without freedom of speech and thought, etc. The 
most worrisome thing for enterprises is to operate in abnormal situations, and what 
individuals fear the most is to work and live in such an environment. In both cases, 
this is because they don’t know what to do: in the absence of traffi c rules, with no 
one on traffi c duty and no traffi c lights, drivers don’t know how to drive and any 
action on the part of a driver faces a high possibility of penalty, without the possibil-
ity of appeal. How could the driver not worry? 

 Abnormal situations give the best opportunity for government employees with 
no self-discipline to abuse their power to further their own interests, or to attack 
anyone they dislike. They are also a breeding ground for all manner of corrupt phe-
nomena in socioeconomic life. In abnormal situations, there are either no game 
rules at all or they have ceased to be effective; they are increasingly likely to be 
interpreted at will or not followed at all. Given such a situation and add to this gov-
ernment employees without self-discipline, then deterioration in the socioeconomic 
order is quite conceivable. It should be pointed out that in abnormal situations, 
supervision of government employees is often ineffective; even worse, some 
employees under inspection actually use the supervisors to work in their service. 
When government employees are not self-disciplined, can legal restriction have any 
effect on them? It is a question worth further study and needs to be solved. It is 
discussed further in Chap.   6    .   

4.4     Moral Inspiration 

4.4.1     Source of Enduring Initiative and Positivity 
in Individuals 

 Self-discipline is usually regarded as a kind of voluntary moral restraint, but this is 
a rather narrow understanding of the concept. Self-discipline also has positive and 
enterprising aspects: Whatever the profession or occupation pursued, an individual 
should be dedicated and enterprising and should work hard to make achievements. 
The spiritual motivation is important, so moral inspiration can be regarded as 
another aspect of self-discipline, one that complements moral restraint. 

 Concerning the relation between one’s moral inspiration and the spirit of dedica-
tion and of enterprise, we could do worse than start by discussing the driving force 
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of economic life. In economic analysis, the assumption that motive comes from 
personal material benefi ts has its limitations since personal interests are not just 
material gains. Man is “social man,” whose interests range wider than purely mate-
rial or economic considerations. Therefore, we make the assumption that motivation 
does not completely lie with interests. At any income level, individual behavior will 
be infl uenced by factors other than this, and when personal income rises, noninterest 
considerations come increasingly to the fore. That is to say, when a person’s income 
reaches a certain level, his initiative and positivity will become less driven by mate-
rial considerations, his perspective will increasingly consider nonmaterial benefi ts, 
and these may become a bigger, or perhaps the biggest, source of initiative and 
enthusiasm in his economic activities. 

 Precisely because some motivation comes from noninterest factors, a person’s 
motivation in economic activities is less likely to diminish. Diminished motivation is 
the phenomenon in which an individual’s initiative and positivity weakens as his eco-
nomic activities go on and his income increases. When motivation has its only source 
in material benefi t, diminished motivation may well occur, since income is no longer 
the spur it once was. Here we come to the substitution relationship between getting 
income and the effort expended in order to get that income. When an individual’s 
income has increased, he will consider whether it is worth continuing to invest the 
same effort in order to get a certain income, as time and energy are now possibly more 
important to him. This is how income and material interests lose their incentivizing 
power. However, when factors other than material benefi ts take a more and more 
important part in a person’s economic activities, it does not necessarily follow that his 
motivation drops off as his income rises. On the contrary, he may be as active and 
positive as ever and perhaps even more so, because he no longer has economic worries 
and can invest most of his time and energy in non-benefi t- driven causes. 

 From this perspective the limitations of the premise that motivation has its source 
in personal material benefi ts become plain, and we can now proceed to further 
explore the source of lasting initiative and positivity in an individual’s socioeco-
nomic activities. 

 Of course, in considering this topic, we should not solely take the individuals’ 
perspective: analysis of objective conditions is equally necessary. Personal effort is 
undoubtedly important for lasting initiative and positivity, but equally important is 
the capacity of the enterprise to inspire these qualities among its employees. If it 
neglects such things, it will be hard for an employee to sustain initiative and positiv-
ity. An enterprise’s attention to these things is very closely linked to the economic 
system operating. For example, when market mechanism has replaced the plan and 
control mechanism, when fair competition has replaced differential treatment, and 
when sole responsibility for enterprise fi nancial performance has replaced state- 
unifi ed revenue and expenditure, an enterprise has no choice but to stimulate the 
initiative and enthusiasm of its employees. 

 So, supposing economic and enterprise mechanisms are consistent with the 
requirements of a market economy, how is personal initiative and positivity generated 
and made long lasting? This question leads us to the issue of moral inspiration, because 
of its connection to the source of lasting initiative and positivity among individuals.  
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4.4.2     Compatibility of Morally Inspired and Interest-Driven 
Motivation 

 Is it possible for a person’s own moral inspiration to be compatible with his benefi t- 
oriented motivation? To discuss this question, we cannot simply say that the moral 
inspiration will disappear once he is benefi t oriented nor can we refuse to admit that 
he is still infl uenced to a certain degree by benefi t even though he has formed lasting 
initiative and enthusiasm because of moral inspiration. The qualities under discus-
sion may be motivated partially by interest and inspired partially by personal morality. 
The same can be said about the enduring character of these qualities, except that 
moral inspiration plays a bigger part here. Furthermore, when one’s activities are 
interest driven, one still needs to be dedicated and trustworthy in dealing with oth-
ers, which is also an aspect of moral inspiration. 

 Most people in the society probably take personal benefi t as their target while 
also wanting the public targets to be achieved, since they do not consider the two as 
contradictory. For example, an entrepreneur may believe that if he succeeds and his 
enterprise booms, his personal gains will increase and society will benefi t too, and 
this surely helps the achieving of public targets. An employee believes if he does 
well in his job, he can improve the living conditions of his family as well as help 
improve the enterprise’s results, which will in turn benefi t the society. In this way, 
the motivation of personal benefi t and public targets is unifi ed in that individual. 
Granted, every period in history has had totally selfl ess individuals considering only 
public targets, but they are very few indeed. 

 For anyone valuing personal benefi ts and public targets, it is a big challenge to 
make a choice between the two considerations when they clash. Most of the time, 
for most people personal benefi ts and public targets are a single, combined consid-
eration, which means they need not choose between them, since achieving the for-
mer will benefi t the latter and vice versa. However, when it is compulsory to choose 
one, no means everyone can make the right decision. On these occasions, moral 
force comes into full play. Those who choose private interest over public targets 
obviously have shrunk back before moral force. History and modern life is full of 
such cases. Nevertheless, many people still put public targets ahead of their own 
interests, a result of their self-discipline. Self-discipline means they are both con-
strained and inspired by morality. Their personal restraint causes them to guard the 
defense line of moral standards, doing nothing injurious to public interests and tar-
gets. Meanwhile, if they are forced to choose between private interest and public 
targets, they will not sacrifi ce the latter for the former. Moral inspiration will drive 
their enthusiasm and concern for public interests and targets, causing them to put 
public targets ahead of private interest if ever the two should clash. In general, 
morality-inspired restraint and inspiration are equally important. 

 The concept of personal morality inspiring one’s socioeconomic activities is 
sometimes misunderstood: it is believed wherever there is an element of interest 
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motivation in an individual’s socioeconomic activities and he gains benefi ts, then he 
is seen as acting from his private concerns only. Self-imposed moral restraint exists 
but moral inspiration does not and has no role. According to this analysis, we can 
make the following judgment. Such misunderstanding is based on the premise that 
moral inspiration is incompatible with benefi t-oriented motivation. According to the 
above analysis, we can infer as follows: 

 When a person does not need to choose between private interest and public tar-
gets, the two things seem mutually compatible, and both are helped by personal 
moral inspiration. Here, moral inspiration and private interest motivation are in line 
with each other because, inspired by his spirit of dedication and principle of integ-
rity, an individual will do a better job to realize his private interest goals and his 
products and services will be better received in society. 

 When an individual has to make a decisive choice between his private interest 
and public targets, whether he chooses the former and gives up the latter or vice 
versa, he will feel the confl ict of the two. If he opts to follow his private interest 
over public targets, then clearly moral inspiration has not had an effect or his 
moral inspiration is not in line with his private interest motivation. If he chooses 
public targets, this shows that moral inspiration is at work and that moral inspira-
tion is compatible with his private interest motivation. Consequently, he is mak-
ing the right choice. Therefore, whether he strives for one’s personal interest 
without harming public interests and targets or chooses to give up his own inter-
ests if they confl ict with public targets, both choices demonstrate that moral 
inspiration is at work in him and that this is not incompatible with private interest 
motivation. This compatibility is based on the recognition that public targets 
encompass personal benefi ts. 

 From this we see that moral inspiration and private interest motivation can be 
compatible, but not necessarily in each and every case. If an individual must choose 
between his private interest and public targets and opts for the former at the expense 
of the latter, the incompatibly of the two motivating forces is exposed.  

4.4.3     Self-Discipline as the Unifi cation of Moral 
Self-Restraint and Inspiration 

 Previous analysis shows the undoubted importance of one’s own moral restraint and 
moral inspiration. In socioeconomic life, if individuals have the former but not the 
latter, society may lose its vitality and enterprising spirit and its people are likely to 
be ultracautious, concerned only not to make a mistake. If there is only individual 
moral inspiration and no moral restraint, people might let slip their standards of 
behavior and possibly fail to safeguard the moral standard defense line. Only when 
these two driving forces work together can a society be energized and give due 
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attention to both public targets and individuals’ benefi ts. A producer or worker with 
strict self-discipline is likely to be a dedicated and enterprising person, one whose 
income constantly rises. This dedication, enterprising spirit, career success, and 
increasing income are all linked to his own moral inspiration and restraint. 

 In abnormal situations it is even more necessary for an individual to have his 
own moral restraint and moral inspiration. Just in terms of modern-day life, in 
order to live in society, man must survive, develop, and adapt to all kinds of living 
and working environments. Apart from the ability to survive and progress in nor-
mal situations, he needs such abilities to face the challenges of abnormal situa-
tions, for without them, he will be too fragile to survive or to endure any frustration 
or attack. The often used term “adaptability” means more than just an ability to 
adapt to normal situations: It means an ability to adapt to the abnormal. An impor-
tant standard for judging a person’s ability and vitality is whether he can survive 
and progress in abnormal situations and whether he can adapt to various adverse 
circumstances. 

 But, given the same abnormal situation, why do some people get depressed 
while others remain enthusiastic? Why do some go to the bad while others rise 
above things? It is the joint effect of personal moral restraint and inspiration. The 
reason for an individual’s ability to maintain enthusiasm and morale in abnormal 
situations should be sought in attitude of spirit, in particular the effect of moral 
inspiration. Having moral inspiration in the service of his convictions, ideals, and 
goals allows an individual to squarely face and overcome diffi culties, treating the 
hard environment as character building. Moral inspiration helps him adapt to 
abnormal situations and develop his capabilities. In this sense, the worse the situa-
tion, the greater the need for moral inspiration and the more obvious the role of 
moral strength. 

 No matter who the person, on occasion, apathy can be a problem and a restraint 
on action. How can it be overcome? We need to depend on the formation and 
infl uence of a good social ethos on the one hand and on unfl agging individual 
moral inspiration on the other. Under the infl uence of the former, when those 
around can overcome apathy and remain creative and enterprising, it is more 
likely that the apathetic person can shake off this feeling. But personal moral 
inspiration is more important in such circumstances for this reason: Irrespective 
of the morale of those around, provided the individual draws on moral inspiration 
to try hard, he will not only overcome his own apathy but also infl uence others, 
giving them the resolve to emulate him. 

 To sum up, as a unifi ed manifestation of personal moral restraint and inspiration, 
it goes without saying that self-discipline is highly valued by society. Moral restraint 
requires people to be strict with themselves in socioeconomic activities and to do 
nothing that violates moral standard or harms public interests and targets. Moral 
inspiration requires people to be enterprising and dedicated, qualities that enable 
them to defeat apathy, overcome diffi culties, and achieve more in their work even if 
conditions are adverse.      
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    Chapter 5   
 The Third Distribution 

5.1                        Overview of the Third Distribution 

5.1.1        Defi nition of the Third Distribution 

 In Chap.   4    , we discussed moral inspiration, a concept that involves dedication, 
enterprising spirit, adaptability to abnormal situations, ability to overcome apathy 
and determination to overcome adversity, etc. All the foregoing can have a positive 
impact in the area of production and thereby stimulate effi ciency and national 
wealth to a great extent. Now, let us turn our attention to the fi eld of distribution. 
Through the following analysis, we may conclude that regulation by custom and 
morality, including moral restraint and inspiration, exerts considerable infl uence on 
income distribution. 

 In the market economy, income distribution via the market is usually called the 
fi rst distribution and that via government the second distribution. The fi rst distribu-
tion is conducted according to the economic results of the market. All suppliers of 
production factors get income corresponding to the quality and quantity of the pro-
duction factors they provide and through examination and endorsement by the mar-
ket. The basic principle of the fi rst distribution is the higher the economic returns, 
the higher the income; no returns, no income. That is to say, in a market economy, 
we cannot just use the supply of production factors to judge whether there is income, 
and if so how much, because it involves examination and recognition by the market. 
Market is ruthless. If the production factors supplied are not endorsed by the mar-
ket, cannot stand up to its examination, or cannot produce economic returns, then 
there will be no income. The second distribution is conducted by the government. 
The government has its own targets and can adopt various regulatory tools to realize 
them. For example, on the one hand, it collects personal income tax from those 
whose income reaches a certain threshold and collects legacy tax, gift tax, property 
transfer tax, etc. On the other hand, it provides subsidies or allowances to the needy 
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so as to coordinate income distribution. In works about economics, personal income 
after tax is called disposable personal income, income that can be used in consump-
tion or be saved. 

 So, is there a third distribution following the fi rst two; if so what is its nature? 
In my book  The Share-holding System and Modern Market Economy , I made a 
preliminary discussion on the third distribution: “Besides the two distributions, 
there is a third distribution, a kind of income distribution based on moral belief.” 1  
It shows that the fi rst distribution is the effect of regulation by market, the second 
the effect of regulation by government, and the third the effect of regulation by 
custom and morality. 

 The third distribution is transfer of private income. “Under the infl uence of 
morality, the transfer of private income, voluntary payments and donations may 
happen across a broad range. For example, an individual may be willing to donate 
to his hometown, to disabled welfare organizations, to disaster-stricken areas, and 
to various cultural, sports, educational, healthcare and religious groups. These are 
not compulsory actions, but made under the infl uence of morality.” 2  In other words, 
“The third distribution, or distribution under the infl uence of morality, has to do 
with personal belief, sense of social responsibility or a feeling for particular causes. 
Government regulation or compulsion is not involved here. That is to say, it is a 
voluntary transferring of some of one’s private income to others.” 3  

 Income distribution out of personal faith, sense of social responsibility, or feel-
ing for particular causes (e.g., education, arts, charity, religion, etc.) is actually a 
behavior resulting from moral inspiration. People are under no outside pressure to 
donate. If they do not, they are breaking no law or group rule (assuming they 
belong to the group). So why do they donate of their own accord? They do so under 
the infl uence of their own moral inspiration, because they see making a donation as 
their social responsibility or contribution to society. Some people possibly do so 
from religious enthusiasm, from humanist considerations, or from compassion and 
are all based on moral inspiration, since they are very likely to see donating as a 
way of moral improvement. 

 With moral inspiration, many people work hard to create new business, increase 
income, accumulate wealth, and then donate again. The increase of private prop-
erty always accompanies the increase of private donation. The former can stimu-
late the latter, and the latter can encourage people to keep on working hard and 
accumulating wealth. Such cases are not rare both in history and today. As 
I pointed in  The Share-holding System and Modern Market Economy : “The greater 
the number of people with such belief, sense of social responsibility or feeling for 
particular causes, the greater the amount of money they volunteer to pay or to 
donate, the more prominent becomes the role of morality in narrowing the income 
gap. At the present stage, the number of people willing to transfer part of their 

1   Li Yining [ 1 , p. 77]. 
2   Ibid., p. 78. 
3   Ibid., p. 79. 
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income to others is very small and so the narrowing infl uence is small, but in the 
long term, the role of morality in narrowing the income gap, is becoming increas-
ingly important, albeit slowly.” 4   

5.1.2     Several Points on the Third Distribution 

 Having defi ned the third distribution, we need to elaborate a few things. 
 Firstly, suppose a society has no fi rst or second distribution, how is its distribu-

tion conducted? 
 This brings us once more to the “gap-fi lling” role of regulation by custom and 

morality. In the long period following the appearance of market and government, 
distribution of means of subsistence at the early stage of human society was con-
ducted on the principle of custom and morality. Otherwise, old people and children 
could not survive. After tribes were formed, for a long time, the distribution within 
the tribe, including the distribution of means of production and means of subsis-
tence, was regulated by custom and morality. At that time, there was no distribution 
regulation by market or second distribution regulated by government. Later, even 
with the advent of market and government, in remote villages or in times of great 
social chaos without market or government regulation of income distribution, it was 
the role of regulation by custom and morality in income distribution that ensured 
normal socioeconomic operation. 

 History makes it very plain that distribution in light of regulation by custom and 
morality not only existed but played its due role. However, it is only when regula-
tion by market and by government have a role in income distribution that distribu-
tion under regulation by custom and morality can be called the third distribution. 
When neither regulation by market nor by government operates, distribution under 
regulation by custom and morality is the sole mode of distribution. 

 Secondly, following the appearance of market and government, the role of the 
third distribution became supplementary. The degree of its infl uence on income 
distribution depends on the amount of income put into the third distribution, which 
in turn depends on the amount of gross income, the amount net of government taxes, 
and the extent to which morality can infl uence behavior. 

 If we merely recognize the fi rst and the second distributions by market and by 
government, respectively, while neglecting the third distribution which is beyond 
regulation by either of these, it is actually to oversimplify socioeconomic activity 
and to deny the fact that human beings as the main body of economic activities have 
different targets and that income distribution is infl uenced by moral inspiration. 
Without the third distribution, the economy can still run normally because of the 
effect of the fi rst and second distributions. But with it, income distribution in society 
can become more coordinated and the economy runs more smoothly. Furthermore, 

4   Ibid. 
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under the infl uence of morality, the third distribution can help promote cultural and 
public welfare causes, etc. 

 Thirdly, the third distribution happens more frequently in smaller groups. The 
smaller the group, the more common third distribution among its members will be. 
The bigger a group, the rarer the distribution will be. 

 The family is the smallest group, and within a family, the individual members 
have different earning capacities and different income levels. One embodiment of 
mutual help among family members is income transfer, and this has nothing to do 
with market or government regulation but is purely a result of regulation by custom 
and morality. 

 The clan is also a small group, although larger than the family. Under the market 
economy, it is no longer common in urban areas that people from the same family 
voluntarily transfer their income inside the clan. But in rural areas, it is still quite a 
common phenomenon, especially when natural disasters strike or at weddings, 
funerals, or ceremonies for celebrating newborn babies. One important refl ection of 
mutual help among clan members is still income transfer. 

 When it comes to a very large group with many members, such as a city, prov-
ince, or country, income transfer among members cannot possibly be common, but 
infl uenced by custom and morality factors, some members still volunteer to donate 
part of their income to help others. 

 Generally speaking, the donors either give directly to group members in need or 
via intermediary organizations (charity organizations, public institutions, etc.). The 
bigger a group is, the more commendable is the income transfer taking place under 
the infl uence of regulation by custom and morality and the more strongly the power 
of morality is displayed. 

 Fourthly, income distribution regulated by custom and morality can be classi-
fi ed into two types. The fi rst type is voluntary personal donation after the fi rst and 
the second distributions and is motivated by individual belief, sense of social 
responsibility, feeling for particular causes, etc. This voluntary giving is called the 
third distribution because it is a further distribution following the fi rst and second 
ones. It is a manifestation of individual moral inspiration. The second type is a 
mode of distribution operating in the absence of regulation by market or govern-
ment or when both have ceased to have effect, and it relies on regulation by custom 
and morality. The reason it is called the third distribution is because it results from 
factors of custom and morality. 

 However, the main distinction between the two types of distribution is the extent 
to which they are voluntary. The fi rst type, under regulation by custom and morality, 
is totally a voluntary donation. None are forced to donate, but they do so anyway. 
For the second type, because there is no regulation by market or by government on 
income distribution, the distribution is conducted in light of customs and group 
rules based on those customs. Therefore, the degree of members’ identifi cation with 
the group, with its customs and rules, and with the distribution outcomes will infl u-
ence how willingly people conduct such distribution. If a member identifi es highly 
with those things, he will be more likely to follow and accept the distribution rule of 
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the group. Conversely, if his identifi cation with these things is poor, he will be less 
willing to support this kind of distribution despite still observing group rules and 
customs. Whether his disagreement on distribution within the group is openly 
expressed or not, he will inevitably feel estranged from the group and other mem-
bers. If the majority of group members have low identifi cation with their income 
distribution based on customs and if their disagreements increase, they will drift 
apart from the group, and crisis may result. 

 In    such situations, there will be two possible results: First, the group accepts the 
different views of its members and makes some adjustment to the custom-based 
mode of distribution so as to increase the members’ identifi cation with the group. 
Second, the divergence inside the group continues to grow until the group falls apart 
or ceases to exist except in name. Such cases are not rare, neither in the past nor in 
the present. 

 Fifthly, income distribution regulated by custom and morality after the fi rst 
distribution by market and second distribution by government is obviously a kind 
of voluntary or non-compulsory income transfer, but it is not totally disconnected 
with market or government. For example, if the government has drawn up mea-
sures on collecting inheritance tax, including a rule that donations to charity or 
public welfare can be deducted from the value of the inheritance and therefore not 
subject to tax, it will encourage people to donate or make a will leaving part of or 
all their income to charity or public welfare. It is true that donating is voluntary, 
non- compulsory behavior, and directly connected with the donor’s own moral 
inspiration, but we cannot deny that measures on inheritance tax collection also 
act as a stimulus. 

 For another example, under regulation by market, the quality and quantity of 
production factors supplied have a bearing on economic results and consequently 
with income. Suppose an investor starts an enterprise in an underdeveloped county 
or town and at the same time donates toward building a school or hospital. The 
former investment is market behavior prompted by market considerations, 
whereas the latter is a behavior for public welfare and prompted by moral consid-
erations. But the two aspects are related to some extent: (1) A school will help 
raise the educational level of the local people and improve labor qualifi cation, 
which will in turn benefi t the donor’s enterprise. Similarly, a hospital will help to 
improve local healthcare conditions, make the workers stronger, reduce diseases 
and improve attendance rate, which will also in turn benefi t the donor’s enterprise. 
(2) With a school, a hospital, and a stable labor force, the enterprise will attract 
more talents, which is benefi cial for the long-term development of the enterprise. 
(3) An investor who starts an enterprise and at the same time builds a school and 
a hospital will gain a reputation among local people, which means the enterprise 
will enjoy good public relations. In spite of this, we should remember that a dona-
tion toward building a school and hospital is not a market behavior but an out-
come of regulation by custom and morality and belongs to the third distribution, 
since the donor is not forced to do it.   

5.1 Overview of the Third Distribution
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5.2     The Role of the Third Distribution in Coordinated 
Social Development 

5.2.1     The Gap Left by the First and Second Distributions 

 The role of the second distribution by government in harmonizing social development 
in a market economy has had plenty of academic attention and research. On the other 
hand, the role of the third distribution under regulation by custom and morality has not 
even had academic notice, let alone research. This is an undeniable gap in income 
distribution studies. 

 The basic principle of the fi rst distribution is to distribute according to eco-
nomic results, which will encourage suppliers of production factors to pay more 
attention to the quality of their products and the extent of market demand for them 
so that they can adjust their supply accordingly. At the same time, those requiring 
the various production factors will pay more attention to their usage of them, 
increase the utilization effi ciency, and reduce the situations that production factors 
are used irrationally or are set aside. In this way, gross national income will 
increase, which is in turn an essential condition for harmonious and coordinated 
social development. Therefore, the three aspects, distribution according to eco-
nomic results, increase of national income, and harmonious social development, 
are consistent. However, based on the experience of China’s economic reform and 
development in the last 20 years, researchers recognize that fairness should also be 
considered even in the fi rst distribution. This is because, in the transformation of 
economic system, the original status of production factor owners was different; 
i.e., their starting points were unequal. In the fi rst distribution, some people have 
privileges and some (in particular large numbers of farmers) are disadvantaged, 
leading to a rather large income disparity that can only increase with the passage 
of time. Therefore, it is necessary for the government to pay attention to fairness in 
the fi rst distribution and ensure that the proportion of labor income in the fi rst dis-
tribution will increase appropriately rather than continue falling. 

 In the second distribution, the government should follow the principle of joint 
consideration to effi ciency and fairness. Neglect of fairness will stretch the income 
gap even wider and make it hard to realize harmonious social development. Neglect 
of effi ciency will impede the growth of national income and thus have a negative 
effect on social development. Therefore, to consider both effi ciency and fairness in 
the second distribution will promote coordinated social development. 

 However, both distributions have some limitations in this regard, mainly because 
the market economy principle of distributing according to economic results itself has 
limitations. Since human beings are not only economic beings but social beings too, 
nonmaterial benefi ts will play a more important role once per capita income has risen 
to a certain level. People’s outlook values will also change with it, and the impor-
tance of the economic results principle to national income increase might progres-
sively decrease. The government, by second distribution and through regulating 
measures such as taxation and poverty relief, may make social development more 
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harmonious than before the second distribution, but it is not so easy for a government 
to give joint consideration to effi ciency and fairness all the time. When its regulating 
measures are effective, the two goals may both command attention, but most of the 
time, there is lack of balance, sometimes effi ciency being overemphasized at the 
expense of fairness, sometimes too much weight is put on fairness, and the result is 
less than ideal effi ciency improvement. If government regulation is not working well 
or its measures are seriously fl awed, then neither effi ciency nor fairness will materi-
alize. The two main reasons for this are as follows: one, inappropriate government 
policies and systems that are unable to produce a balance of effi ciency and fairness 
and two, the absence of necessary supervision systems in the implementation of poli-
cies, resulting in the systems or policies going off course. To address these problems, 
the government needs to rectify weaknesses in its policies and systems, while also 
beefi ng up supervision of how they are implemented, and improve the qualifi cation 
of relevant government departments and employees. 

 The above analysis shows that following the fi rst and the second distributions, 
there is still a space for development of social coordination. When the fi rst and 
 second distributions are correct, the gap will be smaller, and when the two, in par-
ticular the second, are not right, the gap will be bigger. Whether the gap is small or 
big, more needs to be done for harmonized social development. 

 Hence, from the perspective of income distribution, the importance of the third 
distribution becomes more obvious. Since it is a form of voluntary donation, its 
infl uence is far-reaching, and the fi elds it can affect are beyond those of regulation 
by market or government. Moreover, since the third distribution is a result of regu-
lation by custom and morality, it is a kind of income transfer with compassion, 
unlike the fi rst distribution regulated by the indifferent market. It is also a kind of 
non- compulsory and nonutilitarian income transfer, unlike the second distribution 
regulated by government, which is usually compulsory and utilitarian. In light of 
this, the third distribution can play a better role in fi lling the space for coordinated 
social development.  

5.2.2     Interpretations of Coordinated Social Development 
and the Role of the Third Distribution 

 Before discussing the role of income distribution (all three types) in coordinated 
social development, we should fi rst clarify what is meant by that term. In my book 
 Transformational Development Theory , I explain it in three ways. 5 

   One: coordination of income distribution, i.e., the income gap between regions and 
families, should be appropriate rather than excessive.  

  Two: harmonized development of all social sectors. Apart from economic develop-
ment, sectors such as culture, education, health, environmental protection, welfare, 

5   See Li Yining [ 2 , pp. 186–187]. 
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public service, etc., should also develop correspondingly so as to meet the 
 multifaceted needs of the society’s members.  

  Three: improving life quality. Only when people’s life quality is in line with the 
requirements of modern society can we say coordinated social development has 
been achieved.    

 The three explanations, as refl ections of the content of coordinated social devel-
opment from different perspectives, all have their basis, and using them we can 
better discuss the role of the third distribution in promoting coordinated develop-
ment. But fi rst it needs observing that no matter how coordinated social develop-
ment is interpreted, it could not be achieved under the planned economy system. In 
planned economy, the policy is to put the lid on confl icts. Ostensibly, there is 
problem- free social development when in fact discord is getting more acute by the 
day, confl icts accumulate, and the situation worsens, until ultimately there is an 
explosive social crisis. For example, in planned economy, peasants are enclosed in 
small areas, toiling hard for miniscule incomes. Their mobility is severely restricted. 
It is against the way of harmonious development. For another example, also under 
the planned economy, people cannot choose their own careers and their strengths 
cannot be used to the full. As the economy is underdeveloped, real jobs are limited, 
but there is overstaffi ng in government offi ces, and there are many in disguised 
unemployment. This cannot be called coordinated social development, either. And 
again, in planned economy, productivity is low with few consumer goods on the 
market, and supply in exchange for tokens is extremely unreasonable, excluding 
peasants from the consumer market. Such things, supply-by-token or shortage of 
goods, mean great lack of coordination, rather than signaling harmonized social 
development. In short, the planned economy system must be abandoned in order to 
achieve coordinated social development. This is a basic premise. 

 Now, with reference to the three points made above, we will discuss the role of 
the third distribution in promoting coordinated social development. 

5.2.2.1     The Third Distribution and Coordination of Income Distribution 

 Point one: coordinated social development means the coordination of income 
distribution. 

 Under regulation by market, all kinds of production factors are supplied to the 
society at a certain quantity and quality according to market demand. Because 
income distribution is conducted according to economic results, the income gap is 
bound to exist and to be of long duration. 

 Moreover, in this situation the gap in income distribution may very well get 
wider because, from a dynamic view, the income situation of the earlier stage will 
infl uence that of the later stage. Suppose there are two different groups of market 
participants, and leaving aside any differences in their talent, the fi rst group is supe-
rior to the second in terms of family background and living area, so it has more 
advantages and higher income level than the second, which is in an inferior position 
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and has lower income level. This can be regarded as the result of fi rst-round market 
competition. Then the second round follows right on. In the market, those already 
advantaged will continue to be so, and those in an inferior position will continue to 
be disadvantaged. After rounds and rounds of development, the income gap between 
them will keep on growing. This refl ects the limitations or shortcomings of income 
distribution on the principle of economic results under market regulation. 

 As to the limitations of the second distribution by the government, it has been 
pointed out above that whether or not the government regulating measures are 
right, there are just four situations that can ensue: (1) both effi ciency and fairness 
are achieved, (2) effi ciency is achieved but fairness is low, (3) fairness is realized 
but effi ciency is low, and (4) neither effi ciency nor fairness is achieved. The fi rst 
result would obviously be the best and the hardest outcome to achieve. The other 
three will leave a distribution gap, one waiting to be fi lled by the third distribution, 
i.e., narrowed down by people’s voluntary giving. This will on the one hand make 
social development more harmonized and on the other hand, under the impact of 
moral force, help to strengthen society cohesion, ease interpersonal friction, and 
improve effi ciency. Even if that happy outcome is realized, this does not mean the 
third distribution is unnecessary: this is because there is still potential for effi -
ciency improvement, and the realization of fairness to a great extent hinges on 
identifi cation with fairness. Thus, the third distribution can still play a role in har-
monizing social development. 

 We should not or need not ask about the motivation of those who voluntarily 
donate part of their income to low-income families or public welfare causes: to do 
so would only make things more complicated. We cannot deny that there are differ-
ences between one person and the next: different people have different consider-
ations and even the same person may think differently about donating on different 
occasions. Many donate from a certain ideal, belief, or sense of responsibility, and 
others do so out of sympathy, some for self-fulfi llment, regarding donation as a 
symbol of career success or as another form of career; for others it is for spiritual 
consolation or to redeem a pledge along the lines of promising to donate part of 
one’s property to society if surviving a catastrophe. Some possibly donate in order 
to get free of mental burden, believing themselves to be undeserving of this income 
or property and that giving will make them feel better. In general, donors may differ 
in what and why they give, but we do not need to know their motivation. All we 
need know is that voluntary donation can help narrow the income gap and promote 
harmonized social development.  

5.2.2.2     The Third Distribution and the Coordinated Development 
of Various Social Sectors 

 Point two: Coordinated social development means the coordinated development of 
all social sectors including economy, culture, education, health, environmental 
protection, welfare, public service, etc. 

5.2 The Role of the Third Distribution in Coordinated Social Development
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 Under regulation by market, culture, education, and health, although socially 
highly benefi cial, are of low economic interest. Therefore, they often face the prob-
lem of inadequate investment, which has hindered their normal development. This 
is a refl ection of the limitation of regulation by market on harmonized development 
of the social sectors. Under government regulation, if government has enough funds 
and effective measures, it is possible to effect improvement in the uncoordinated 
structure of those sectors. But without the right funds and measures, the condition 
will be made worse rather than improved. 

 Thus, after regulation by market and by government, a gap is left for the harmo-
nized development of these sectors, a gap that needs to be fi lled up by the third 
distribution. Some people donate because of their ideals, belief, sense of social 
responsibility, or a passion for causes such as education, health, environmental pro-
tection, public welfare, public service, etc. A society may create various groups like 
foundations to receive such donations and to work for the development of those 
causes. These are bound to promote harmonized social development. 

 The infl uence of the third distribution on the development of those sectors is 
sometimes direct and sometimes indirect. Direct infl uence is: after some people 
donate part of their income or property directly to culture, education, health, envi-
ronmental protection, etc. or to foundations working for the development of those 
sectors, those sectors will have rather rapid and harmonious development. Indirect 
infl uence is: when people use part of their income or property to help develop poor 
areas or to help its inhabitants out of poverty, the per capita income in those areas 
will improve which will in turn stimulate local development in culture, education, 
health, environmental protection, etc., and thus promote the harmonized develop-
ment of those sectors.  

5.2.2.3     The Third Distribution and Improved Quality of Life 

 Point three: harmonized social development means improved quality of life, a con-
cept that generally includes but is not limited to the following issues: To what degree 
can people’s basic living needs be satisfi ed? To what degree can people’s dwelling 
conditions be improved? How much can be provided in terms of education, health, 
culture, and entertainment services? How much leisure time can people spend? In 
what kind of environment can people work and live? Improved life quality is an 
indicator of social development heading in the direction of harmony. 

 Since improved life quality depends on both economic growth and how much 
society can invest in it, the role of regulation by market and government in promot-
ing such improvement is still evident. Under regulation by market, economic growth 
will continue, which creates a favorable condition for improvement. Under regula-
tion by government, apart from maintaining continuous economic growth, the gov-
ernment can also adjust the amount of investment into improvement and thus help 
improve life quality as well as promote coordinated social development. 

 It should be noted that regulation by market and by government has at least 
three limitations in improving life quality. Firstly, the investment of the market or 
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government in this aspect is limited, so nongovernmental investment is needed. 
Secondly, good life quality also includes good social atmosphere, harmonious 
interpersonal relations, and more concern and better care for the elderly, the weak, 
the sick, and the disabled, things that cannot be realized by the power of market or 
government only. Thirdly, good life quality includes people’s being able to spend 
their leisure time reasonably, change outlook on spending pattern, etc., which also 
cannot be achieved solely by market or government. It is evident that, after regula-
tion by market and government, a gap is left for life quality improvement, a gap 
that the third distribution and regulation by moral factors can fi ll. 

 If there is a third distribution after the fi rst and second distributions, i.e., dona-
tions from members of the society that are used to develop sectors bearing on life 
quality (such as culture, education, health, environmental protection, public wel-
fare, and public service), these sectors will develop more rapidly. Moreover, through 
the third distribution and the effect of moral factors, the social ethos will change for 
the better, and the public will have more concern and better care for the elderly, the 
weak, the sick, and the disabled. In this way, coordinated social development will be 
achieved more smoothly. As to how people will spend their leisure time reasonably 
or how they will correctly treat consumption behavior and pattern, such things are 
not directly connected with the third distribution. However, when more and more 
people care about life quality and are willing to devote themselves to its improve-
ment, when they invest their time, energy, and some of their disposable income in it, 
they actually do know how to spend their leisure and consume rationally. This too is 
conducive to coordinated social development.    

5.3     The Third Distribution and the Relation 
Between Generations 

5.3.1     “Life Hopes” and the Third Distribution 

 For a clan, especially a family, the relation between generations is inevitably 
involved in individual transfer of disposable income. When an individual volunteers 
to donate part of his income or property, he will have less left for his children or 
other relatives, which might cause some confl ict between custom and morality. The 
confl ict forms in this way: It is a tradition, a convention, a custom, or even a moral 
recognition that a person should leave one’s property to one’s children or junior 
relatives. However, the decision, prompted by one’s ideals, sense of responsibility, 
etc., to donate to families, nonfamilies, public welfare, or charity organizations is 
one made mainly under the infl uence of moral factors. It may have some connection 
with custom, but to a minor degree. 

 To further explain this question, let us begin by discussing “life hopes.” 
 All members of the society hope for gradual improvement in their own lives and 

that their children will have better lives than their own generation. This is what we 
mean by “life hopes,” and the drive for economic development across society comes 
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from the same source. Those despairing of their lives or believing that irrespective 
of their efforts a better life will elude them have no such drive. From another 
 perspective, having life hopes for oneself and the next generation actually implies a 
certain dissatisfaction with the current situation; dissatisfaction will generate drive 
and make people try all kinds of means to realize their life hopes. It is so for indi-
viduals, families, clans, and the whole society: a society that is not satisfi ed does not 
lack drive for progress. 

 A family or clan usually uses the standard of another family or clan enjoying a 
better life as a spur to reach that standard as early as possible, and once this goal is 
reached, it is spurred on by a new standard, a higher one. Life hopes are thus real-
ized step by step. Why does a family or clan aspire to a life one step up? The main 
reason is because the next step up is achievable through hard work in the foreseeable 
future. No one wants life standard lower than the existing one, and a standard wildly 
higher than the current one is not a realistic goal for the near future. Therefore, a 
family or clan usually compares its own life with life one level higher. 

 For a family or clan, the standard of living they currently enjoy encourages them 
to prevent any falloff in life quality and to strive for something even better. In nor-
mal circumstances, what is meant by their life goals means pursuit of something 
rather better than they currently enjoy. “Life hopes” encompass such pursuit but 
also imply the hope that this goal can be made reality for the next generation and the 
current one too. 

 However, in the eyes of most family or clan members, that group has a dual role. 
On the one hand, they hope it can help them improve their life or at the very least 
not obstruct this: on the other hand, they take it as an insurance institution, one on 
which they can rely for help (specifi cally fi nancial help) if in a desperate plight. 
Public opinion often sympathizes with the underdog, so if a family or clan refuses, 
without good reason, the request of a member for help or shelter, it will be con-
demned by public opinion. This is particularly common in Eastern cultures. 

 People hope that the next generation of their family will have a better life, but 
their outlook on the next generation is gradually changing. That is to say, with eco-
nomic and social development, parents’ opinions about their children are undergo-
ing constant change. For example, in Western society where market competition is 
intense, parents may fi nd having children an obstacle to improving their quality of 
life and the expenditure on children a heavy burden on family fi nances. They do not 
count on their children making a contribution to the family or shouldering any 
responsibility for the family in the future. In Eastern cultures, this change in outlook 
is much slower, but a similar trend is discernible. 

 The fact that parents hope their children’s lives will be an improvement on their 
own is not the same thing as and should not be confused with the fact that parents 
expect a material return from their children or that they can contribute something to 
the family. If the life quality of a family keeps on improving, children will become 
more and more a comfort or even a treasure for the family. Moreover, having chil-
dren will become a family goal, and parents will not place hope of material return 
on their offspring: the family’s only aspiration will be that the next generation gets 
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as many development opportunities as possible. This sentiment will infl uence the 
pattern of family expenditure. One infl uence is in order to create more opportunities 
for the younger generation, parents may spend more on their education, so educa-
tional spending will take up an increasingly large share of family income. Another 
infl uence is since parents do not count on their children to keep them in their old age 
nor do they expect any material return from their offspring, they are likely to put 
aside more money for their retirement. When a considerable part of individual sav-
ings is for this purpose, it too will infl uence the pattern of family expenditure. 

 The third infl uence is parents might not give much consideration about how 
much to leave to their children. If the parents die before the children reach adult-
hood, they might leave enough for their children to complete higher education and 
start their own families. If the parents die when the children are self-supporting 
adults, there is no need to leave all of their property to them. Such infl uences are not 
diffi cult to understand. 

 Thus, we can see how the change of parents’ outlook on offspring can infl uence 
the third distribution. Since the third distribution refers to voluntary transfer of indi-
vidual disposable income, including donation to public welfare, charity, or a  favorite 
cause, the above infl uences on family spending pattern will consequently affect the 
third distribution. The degree of infl uence differs between high-income families and 
average-income families.

    (1)    When educational spending accounts for an increasing share of family income.     

 In average-income families, when educational spending from their disposable 
income increases, there is a corresponding decrease in what they can save as assets; 
consequently, less of their assets will be available for the third distribution. High- 
income families might increase their donation to the cause of education.

    (2)    When parents put aside more money for their retirement.     

 In average-income families, when more of their disposable income is saved for 
retirement, their assets available for the third distribution will decrease. High- 
income families might donate more for building welfare facilities for the elderly.

    (3)    Parents may not leave much for their children, apart from suffi cient funds for 
their non-adult children to fi nish higher education and start their own families.     

 In average-income families, this consideration does not have evident infl uence 
on the third distribution. High-income families may increase their donations to vari-
ous public welfare and charity causes. 

 In general, the change in outlook on offspring will have considerable infl uence 
on the third distribution by high-income families. It is not contradictory with the 
wishes of most families (including the rich ones) for realizing life hopes. As men-
tioned above, the fact that parents hope their children’s lives will be an improvement 
on their own is not the same as expecting a material return or contribution from their 
children nor is this wish the same thing as the third distribution (mainly from high- 
income families) increasing with economic and social development.  
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5.3.2     The Third Distribution and Family Confl ict 

 As mentioned above, the change of parents’ outlook on offspring will infl uence 
their attitude toward the third distribution (mainly from high-income families). But 
their attitude may not be the same as their children’s, and this may give rise to con-
fl icts between family members or between generations. To explain this point, it 
must take the issue of “life hopes” as our starting point once more. 

 Compared with past expectations, children are not as burdened with the mis-
sion of making the family richer in the future, but neither this nor changes in 
parental attitude mean that “life hopes” have ceased to be the driver of a family’s 
development. The wider the gap in life quality between different families, the 
more dissatisfi ed many families will be when they compare themselves with 
families a step up from themselves and the stronger their drive for a better stan-
dard of life. If there are any obstacles to this, the main one is the limited horizon 
of the family itself. For example, if some family members do not identify “life 
hopes” with increase of  family income or a better living standard, are satisfi ed 
with an impoverished life, make a virtue out of asceticism, or believe any effort 
to increase family income is futile and it is best to be content with one’s lot, etc., 
then they are unlikely to work hard to improve the family income and its standard 
of living. 

 The psychological factors hindering the achievement of higher family 
income are also expressed as being risk-averse, fearing little gain and great 
loss, fear of appearing different, fear of competition, etc. When the system 
allows people to become rich by dint of hard work, the obstacles to increasing 
family income, in addition to lack of technical skills, include lack of enter-
prise, insufficient competitive sense, lack of confidence, and lack of resolve to 
change one’s situation by hard work. Such inertia is a negative factor for the 
development of any family. 

 Such things have a bearing on the attitude taken by the younger generations of 
different families to the property left by their parents. The issue is not how much 
the grown-up children own, but their mental dependence on their parents, how 
content they are with the status quo, and whether they fear risk and competition. 
If they depend little on the family mentally, have strong enterprising spirit and 
competitive sense, and will take risks, then even with few assets and little income, 
they will not quibble about their parents’ morality-inspired donations nor about 
how much their parents will leave them. Conversely, if they are seriously mentally 
dependent on the family and lack enterprise, competitive sense, and willingness to 
take risks, then even if they own a lot or have a high income, they will still quibble 
about their parents’ charitable giving and how much their parents will leave them. 
In such a situation, confl ict between custom and morality will be evident. In other 
words, the third distribution will meet much more resistance in the second situa-
tion than in the fi rst. 
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 Thorstein Veblen pointed: What is known as living standard is in essence a 
custom, an accustomed standard and pattern in response to certain spurs. It is usu-
ally diffi cult to fall back from an accustomed level, i.e., to break the custom. Since 
an individual’s current living standard is integrated into his lifestyle, he will stub-
bornly believe this standard to be right, and since his living standard is known to 
those around, he believes he will be looked down on and excluded if he doesn’t 
keep to this standard. 6  Veblen’s opinion is enlightening for discussing the third 
distribution and the relation between generations. For the younger generation of a 
family, since the current living standard has become a custom, they must follow it 
in order to have the respect of those around: they cannot fall back from it. For 
most families, when donations by parents will impact the living standards of their 
offspring, it is totally understandable if tension materializes between the genera-
tions and if resistance from family members strengthens. This is perhaps an inter-
nal checking mechanism of the third distribution. 

 In discussing how the relation between generations is linked to the third distribu-
tion, there is another point worth making: The younger generation will to a great 
extent shuffl e off the infl uence of traditional values and thus change greatly their 
views on family property and personal future. Generally speaking, the more a region 
or a country is infl uenced by market economy, the larger it strides toward 
 modernization, the greater its marketization and modernization, and the more the 
younger generation notions of family will change. We can imagine that more and 
more young people will realize that a rich life comes mainly from personal industry, 
not from legacies from the parents’ generation. The main task of the older genera-
tion is to provide proper condition and opportunities for their development, and the 
younger generation must improve their living standard through their own efforts. 
Without hard work it is impossible to raise one’s living standard no matter how 
excellent the conditions are or how many opportunities are provided. The older 
generation’s enthusiasm for and donations to public welfare causes and charities 
and their sense of social responsibility and beliefs will set a good example to the 
younger generation. 

 In the study of the third distribution or of legacy amounts, we cannot deny the 
problem of generational confl ict within a family, but the general trend is that with 
the gradual change of the younger generation’s values, the confl ict will ease. As 
I pointed out in  Ethical Issues in Economics : “Whether it is the current or the next 
generation, they should both help toward creating a social ethos along the following 
lines: Give more consideration to other people and to the next generation. There will 
always be self-indulgent pleasure seekers who greedily consume resources. But 
they are not likely to be in the majority. Most are still hard working and social devel-
opment depends on their efforts. Even if some of the younger generation think only 
of pleasure, they are nevertheless in the minority.” 7    

6   See Thorstein Veblen [ 3 , p. 82]. 
7   See Li Yining [ 4 , p. 216]. 
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5.4     Trend of the Third Distribution 

5.4.1     How People Understand Quality of Life 

 What is the trend of the third distribution? The question was brought up at the end 
of the previous section, so let us now explore it further, bringing in how people 
understand quality of life. 

 In any society, production is not an end in itself, because people are not put on 
this earth purely as a labor force. Production is for people, not people for produc-
tion: it is for improving their life and providing better care and nurture. If more and 
more goods are produced but living standards or educational levels do not improve, 
this is at odds with the purpose of production. Based on this simple reason, we know 
that for every member of the society, the important thing is not by how much output 
value increases but how to use that increased value to improve and enrich their lives 
and to make and provide better education, care, and nurture. 

 If the purpose of production is to deliver a better material and cultural life, then 
how do people understand quality of life? Does it only mean having enough to fi ll 
your belly and clothe your back? If quality of life can be expressed as “happiness,” 
then what does “happiness” mean? 

 In the traditional outlook, “happiness” is always connected with high income. It 
seems that happiness and income rise in tandem, but as economic development and 
incomes grow, “happiness” takes on new connotations, as does quality of life. In 
fact, the more abundant the material goods, the higher the demand for cultural life 
becomes. People need more than just material comfort but a good environment, 
good health, and spiritual enjoyment too. As they become richer in material things, 
people’s attitude to time starts changing also: In the past, property was seen as the 
most important, but now time is more precious to them than money. Money can be 
saved, but time cannot. A more worthwhile use of time will bring people more 
happiness. 

 This means that the understanding of quality of life will become deeper as the 
economy develops and incomes rise generally. This kind of change is related to the 
trend of the third distribution: On the one hand, with deeper understanding of qual-
ity of life, people will pay greater attention to the development of culture, education, 
health, environment, public welfare and public service, etc., and they will donate to 
those causes so as to improve quality of life in the society as a whole. At the same 
time, as incomes rise and charitable giving takes up a bigger share of their dispos-
able income, people will come to a new understanding of the meaning of life and 
will care more about its quality, about society, and the future. 

 On this issue, an important question is how to get people in the process of eco-
nomic development to discard their “old notions” and change their ideas. By “old 
notions” we are mainly referring to two long infl uential concepts, namely, “warm 
clothes and a full stomach: don’t ask for more” and “charity begins at home.” These 
notions prevent a correct understanding of the meaning of life and have a negative 
impact on the third distribution. 

5 The Third Distribution



115

 Some people, especially farmers in underdeveloped regions, are often content 
with the status quo, having adequate food and clothing but still on a low income. 
Their ambitions stretch no further than these important things. The infl uence of 
attitudes such as “warm clothes and a full stomach: don’t ask for more” plus a lack 
of enterprise, competitive sense, technical skills, and market information accounts 
for this. With such old notions, the economy and income will stagnate; conse-
quently, there will be no prospect of pursuing a better quality of life, and the amount 
of income available for the third distribution will be very modest indeed. 

 The “charity begins at home” notion is bound to hinder the development of pub-
lic welfare and charitable causes, and its infl uence prevents the potential of the third 
distribution being brought into play. Moreover, since socioeconomic development 
needs better communication and cooperation between people, if this notion spreads, 
further economic development will be blocked. As a result, it will be hard for the 
amount of income available for the third distribution to increase. 

 Therefore, a society must help people in the process of economic development 
toward a deeper understanding of the meaning of life, so as to gradually dispel old 
attitudes regarding higher income and public welfare and charitable causes.  

5.4.2     From the Material Approach to Making People the Key 

 To understand the trend of the third distribution, we should analyze from the per-
spective of socioeconomic development strategy, which leads us to the vital ques-
tion: which is more important, man or material? 

 When material goods become plentiful, the driver of socioeconomic develop-
ment will be not just meeting people’s material needs but also meeting their spiritual 
needs, and there can be many ways of understanding the latter. 

 For some, doing something oneself is a spiritual enjoyment, for example, once an 
individual gets rich, preferring to do the housework in person, regarding it as a dis-
traction, spiritual pleasure, and satisfaction of a “spiritual need.” 

 For some, spending more on culture, arts, sports, travel, etc., is a spiritual enjoy-
ment and a satisfaction of spiritual needs. 

 Some believe donating to public welfare and charities is more in line with their 
inclinations and satisfi es their “spiritual needs.” 

 It should be pointed out that there is no confl ict between these things—doing 
things for oneself; spending more on culture, arts, etc.; and charitable giving—and 
that one person might do all three. Although charitable giving is still the behavior of 
just some people, their numbers will increase as material goods become more plen-
tiful and income level rises. 

 Whether it is self-service, spending more on culture, arts, etc., or it is donating 
for public welfare and charity, all three behaviors should be seen as countering 
the traditional approach of putting the material fi rst and people second, since all 
of the behaviors imply prioritizing people and putting greater emphasis on 
improving life quality than on supplying material goods. From the perspective of 
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socioeconomic development strategy, if a society can shift its focus onto making 
people the key, it amounts to a change of development strategy, which will in 
turn greatly infl uence the role of the third distribution in income distribution. 
This is because the third distribution is born out of morality, convictions, sense 
of social responsibility, sympathy, etc.: in other words, it proceeds from a con-
cern for the care and nurture of others. With such a change, the trend of social 
development will be roughly in line with the trend of the third distribution. The 
more a society cares about people, the greater the role of the third distribution in 
the changed socioeconomic development strategy. When the number of donors 
increases, the role of morality in social income distribution will be more impor-
tant, as will be the infl uence of the third distribution. 

 When a society changes its orientation from prioritizing the material to making 
people the key, this does not equate to ceasing to put effort into increasing produc-
tion of material goods nor that it will concern itself only with people’s spiritual 
needs to the exclusion of their material needs. The fact is that the society will keep 
on producing more and more material goods and will engage with satisfying peo-
ple’s increasing spiritual needs but with a greater focus than before on improving 
life quality. Such a situation cannot correctly be formulated as “prioritizing people 
at the expense of material considerations.” It might also give equal weight to both 
elements. To emphasize people means making their care and nurture the priority, 
one that takes precedence over output increase. Just as pointed out above, people are 
not for production, production is for people and for providing better care and nur-
ture. The connotations of focusing on the material are: Without solid economic and 
material foundations, it would be impossible to improve the quality of life, let alone 
provide better care and nurture. Therefore, the reason behind proposing a material 
focus was ultimately to focus on people. The view that a material focus sees only 
this as important and gives scant regard to people’s care and nurture is a distortion 
of the conception. In this sense, society must change its traditional development 
strategy, shifting its center of gravity to making people the key. 

 Basically speaking, making people the key is not just a development strategy. 
More importantly, it should be established by society as a basic principle to be 
strictly followed. Moreover, it should not only fi nd expression in income distribu-
tion; it should be an unwavering principle in economics, politics, and culture too.      
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    Chapter 6   
 Moral Checks and Balances in Socioeconomic 
Operation 

6.1                        Restriction and Oversight Mechanism 

6.1.1        Uniting Mechanisms for Screening, Guarantee 
and Incentive, and Restriction and Oversight 

 In Chap.   4    , we discussed law and self-discipline. In this chapter, we discuss the rela-
tion between moral regulation and society’s checks and balances in socioeconomic 
operation via an analysis of these check-and-balance factors. 

 Whatever the country, government employees should be empowered as neces-
sary to help realize government targets, but they should also be subject to restriction 
and oversight to prevent them from abusing their power, failing in or neglecting 
their duties. In ancient China, systems of reviewing and supervising government 
offi cials were established and at the same time “proper salaries were paid to offi cials 
to keep a clean government.” In modern times, some countries have established 
quite complete systems for reviewing and supervising offi cials, and in addition, as a 
way of preventing offi cial corruption, they also “give a high salary to encourage 
integrity.” The ancient system and the modern one both had reasonable measures for 
preventing corruption in public service. Without decent conditions of service, the 
government will struggle to attract and keep outstanding persons; moreover, poor 
remuneration might cause corruption among some offi cials, such as abuse of their 
powers or seeking personal benefi ts. However, the high salary approach has limita-
tions. Therefore, to keep a clean government, three types of mechanism are needed: 
screening, guarantee and incentive, and restriction and oversight, all of which are 
discussed in my book  Transformational Development Theory . 1  

 Screening: All appointments and promotions of civil servants should be conducted 
by competition, which is in effect a selection mechanism. All vacancies are open, as 

1   See Li Yining [ 1 , p. 291]. 
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is the competition. With such a mechanism, anyone with the right qualifi cations has 
the chance to be appointed or promoted. 

 Guarantee and incentive: In order to keep a stable team of civil servants and solve 
any living concerns, when a person is employed by the government, his employ-
ment terms should not be inferior to those of people with the same level of educa-
tion and working experience employed in other institutions. Also, once in service, 
there is a regular review system for deciding promotions and salary increases. 

 Restriction and oversight: The behavior and working attitude of civil servants 
should be supervised from every angle. They must follow the code of practice for 
civil servants and be punished for any violation of it. They should also specially be 
self-disciplined and expect very high standards of themselves. 

 The three mechanisms should be unifi ed. The lack of any one will undermine the 
stability of the civil service, make it diffi cult for their initiative to come into play, 
and make it harder to root out corrupt practices. 

 From this we can further explore the sources of government employee power. 
According to  Comparative Economic Systems  co-authored by Egon Neuberger and 
William J. Duffy, 2  power has four basic sources: tradition, force, ownership, and 
information. They are not necessarily incompatible and the decision makers can get 
power from more than one source. 

  Tradition     Tradition is custom, the earliest base and source of power. Before coun-
tries were established, tribes or similar organizations ruled, their power coming 
from tradition and custom. After countries took shape, community-level institutions 
probably still relied on tradition for their power.  

  Force     Force is also violence. Rule of government relies on force and its power is 
also built on this foundation. Under an autocratic regime, government power is 
certainly based on force or violence, but even democratic government needs force 
or violence to take power. The difference between the two is whether, when wield-
ing the force or violence, the government must follow a certain procedure and 
whether there are restrictions on the government before and after using force or 
violence.  

  Ownership     Ownership is possession of economic power. Without economic power 
as its base or without clear ownership of scarce production factors, a government 
may either not get power or lose the power it once had. This is particularly obvious 
in a market economy.  

  Information     Information is a special kind of resource. Those who have it will be 
in a more advantageous position than those without it and thus win power.  

 The analysis of power sources drives home the need to build a restriction and 
oversight mechanism for government employees. Since power might come from 
tradition or custom, we should really know the nature of the tradition or custom and 

2   See Egon Neuberger and William J. Duffy [ 2 , pp. 34–35]. 
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how rational they are. Citing tradition or custom when taking power similarly needs 
restriction and oversight; even more important is restriction and oversight when 
power comes from the force mechanism, including restriction and oversight. This is 
because the “force-to-power-to-force” situation can be divided into two parts. The 
fi rst is “force-to-power,” i.e., winning power through violence; the second is “power-
to- force,” i.e., using force or violence once in power. If restriction and oversight 
applies not to the getting of power but only to the procedures and circumstances for 
government use of force, this is both woefully inadequate and neglects an important 
duty of restriction and oversight. 

 Restriction and oversight is of great importance in the areas of ownership, con-
trol of information, and the exercise of power. This is a base from which the govern-
ment can exercise its power on the economy. If we want to restrict and supervise the 
exercise of power by government employees, it is necessary to increase transpar-
ency and keep the public informed about the extent of government ownership, infor-
mation resources, and monopoly. 

 This openness will benefi t effi ciency in restriction and oversight. A further point 
is that oversight by public opinion is also a counter to abuse of power. Power should 
be exercised in line with the government code of conduct, and the key to oversight 
by public opinion lies in checking whether the government and its employees 
behave in conformity with the code of conduct. 

 It is not by moral norms, but by law, that power is bestowed on the government 
and its employees. Abuse of power is fi rstly a violation of law and then a violation 
of moral norms. Therefore, to restrict and supervise the behavior of the government 
and its employees, both law and self-discipline are indispensable. At a time when 
old systems are being replaced by new, because of over-rapid political change or 
because economic activity leaps ahead while legal construction lags, a policy or 
legal vacuum appears, and there may be no legal base for restriction and supervision 
of the government and its employees. In this situation, restriction by moral norms 
and supervision by public opinion become exceptionally important.  

6.1.2     Moral Restriction and Limiting of Power 

 Limiting the powers of the government and its employees means that anyone in a 
government post should exercise power under restriction and oversight, in order to 
prevent abuse of power or exploiting it for personal gain. To do this, the exercise of 
power should be standardized and transparent. For example, procedures should be 
strict and open to public scrutiny. All should be handled in line with procedures, not 
creating new rules or delays, not sitting on hands. In this way, it will be possible to 
reduce the incidence of exceeding powers. 

 From a broader view, the exercise of power is inseparable from a certain 
macro- environment and organization. The famous philosopher Bertrand Russell 
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expounded in his infl uential book  Power: A New Social Analysis  3  that power 
must be exercised within an orderly structure and in an organized manner. Deng 
Yong, summarizing Russell’s argument, said that all power relies on orderly 
structure and must be run within this structure. This orderly structure is what we 
call organization. When organization falls apart, it leaves the scattered individu-
als with no power to speak of. Where there is organization, power can emerge. 
According to Russell, an  organization is a group of people who gather together 
and act for the same goals; therefore, the birth of power must be connected with 
this grouping for the same purpose. He makes the distinction between traditional 
power and newly won power: the former has the force of tradition behind it and 
is therefore more dependent on public opinion; the latter, including power won 
by arms, is a power united around a particular new doctrine, manifesto, or senti-
ment. Its salient feature is that a new faith replaces an old one. 4  Deng’s conclu-
sion of Russell’s argument clearly refl ects this point: since power comes from 
and resides in organization, restriction and oversight of power is inseparable 
from restriction and oversight of the organization by the society and that of its 
members by the organization itself. 

 The restriction and oversight of organizations by society means since an organi-
zation is a group of people gathered for the same goals, society should have restric-
tion and oversight on how the organizations are formed, what power they possess, 
and how they exercise it, lest they harm public interests for the sake of their group 
interests in this process. Restriction and oversight of its members by an organization 
means since those who exercise power are members of an organization, the organi-
zation should have restriction and oversight on how they exercise that power, lest its 
members’ personal interests harm those of the organization as a whole. Neither 
aspect of restriction and oversight should be neglected. 

 Now let’s discuss the relation between abuse of power and information as a spe-
cial resource. Possession of information is hugely signifi cant. If the person con-
cerned is given suffi cient information, it helps reduce risk in his conduct and may 
help him gain by it. The value of information lies in accuracy, timeliness, and 
usability. Those in power enjoy a special and even monopolistic position of getting 
and giving information, so their privileged access may allow them to profi t by hav-
ing such information or by providing it to others. Monopoly on information creates 
opportunities for abuse of power. That is to say, abuse of power often occurs when 
competition is forbidden or when the terms of competition are unfair. In a certain 
sense, competition is an effective counter to the abuse of power. This illustrates the 
necessity of the open competition mechanism in restricting and supervising the 
exercise of power. 

 Restriction and oversight can be prevented from playing its role effectively by 
factors such as confused concepts, muddled standards of right and wrong, mistaken 
values, and distorted mentality. Such phenomena are closely linked to the long 

3   See Bertrrand Russell [ 3 ]. 
4   See Deng Yong [ 4 , p. 19]. 
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existing offi cial-oriented outlook and reality, as illustrated in such folk sayings as 
“high offi cial with absolute control over those below,” “no matter how high your 
rank, direct control is best,” “use your power before it expires.” These comments 
have deep social roots: they tell us that it is far from enough to rely purely on estab-
lishing a mechanism for restriction and oversight of government employees. 
To make the mechanism effective, we need to explore more deeply in search of a 
social method of checks and balances. 

 It is undoubtedly essential to punish whoever abuses power, but it is similarly 
essential to establish a compensation system for victims of the abuse. This would 
amount to a restriction on power, since potential power abusers would probably 
refrain when considering the possible penalties, including economic compensation 
payable to the victim out of their own pockets. Although the punishment (including 
compensation) would still have limitations in practice, such a mechanism is better 
than not having it. Oversight of government employees should include supervision 
of how the compensation system is put into practice. 

 After these discussions, we can return to the topic of regulation by morality. 
Government employees need moral restriction and inspiration. As discussed previ-
ously, moral restriction is manifested in self-discipline, while moral inspiration is 
displayed as sticking to and promoting the spirit of devotion, serving the public, and 
dedication. Now we need to discuss several questions: Since power relies on orga-
nization and the macro-environment, how then to get morality to play a role in the 
inner workings of an organization and make restriction and oversight on the organi-
zation and its members more effective? How to make morality play a role in the 
macro-environment so that more people will be concerned with the issue of checks 
on power and so that the issue of restricting and supervising the exercise of power 
becomes a focus of public opinion? 

 Those questions go beyond the self-discipline of government employees; they 
pertain to the self-discipline of an organization on which power is based. According 
to Russell, an organization is a group of people acting for the same goals. The self- 
discipline of an organization means its individual members should exercise restraint 
on themselves in order to achieve their common purpose and no member should be 
allowed to hinder it by abusing power. Self-discipline of an organization is equally 
important as individual self-discipline. The organization should behave itself and its 
behavior should never confl ict with its purpose. This is a manifestation of moral 
restriction. The existence of norms for an organization’s conduct and its behavior 
conforming to a certain code constitute the premise and guarantee of normalizing 
the behavior of its members. For them, dismissal from the organization for abuse of 
power terminates their road to power. 

 From the macro-environment perspective, to prevent government employees 
from abusing power or using it for personal gain, the public’s involvement in over-
sight is necessary. But can the public be free of fear from those in power and their 
possible revenge? Can they speak boldly in defense of justice? Dare they take on 
those who abuse power? This can be seen as a question of the national caliber as a 
whole. There are always people in the society who, motivated by the public interest, 
reveal abuses of power by government employees, but if this is an act of just one 
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person with a grievance, it is not enough to constitute public oversight. The person 
is likely to become isolated since many would keep their distance despite admiring 
him at heart. If more and more people, in the public interest, take on government 
employees who abuse power, this would refl ect an improvement of national caliber 
as a whole. Only when this happens can public oversight be effective. Therefore, we 
cannot neglect the role of morality in improving national caliber or its role in 
making effective public supervision over those with power. 

 In discussing the role of morality in the restriction and supervision of power 
(including the self-discipline of those exercising power and, in the public interests, 
the public’s oversight on them), there is another question to be clarifi ed, namely, 
even if the government is the manager of social order and regulator of the market, 
does this mean it can place itself above the society? It must be said, it’s not right to 
regard the government as a manager in a superior position to society. If such is the 
prevailing opinion, building a mechanism of public restriction and oversight of gov-
ernment behavior becomes problematical. A society is formed by the public and the 
public needs social order. As the keeper of social order, the government is respon-
sible for setting standards of behavior for all (including government employees) in 
accordance with law, established procedures, and the protection of people’s legiti-
mate rights. But this does not mean it can set itself above society. If it thinks itself 
so or is regarded as so, this can only lead to abuse of power and damage to socio-
economic order.   

6.2     Selection and Competition 

6.2.1     Psychological Factors in Selection and Competition 

 In socioeconomic life, without selection or competition, it would be hard to give 
play to people’s initiative and enterprise; apathy could not be overcome, society 
would stagnate, and malpractices such as abuse of power and wanton conduct would 
remain unexposed and uncontested. Public involvement in supervision is insepara-
ble from enthusiasm for achieving public targets and public interests. It’s hard to 
imagine someone with no concern for the public interest or enterprising spirit hav-
ing any enthusiasm for getting involved in oversight of power. 

 The checks and balances in socioeconomic life fi rstly rely on law and then on the 
self-discipline of every member of the society. Self-discipline means being both 
restricted and inspired by a code of conduct based on moral standards. Law depends 
on people to make and to enforce it, and a code of conduct needs people to identify 
with it, accept it, and observe it. Social restriction and supervision applies not only 
to those in power and those exercising power but to every member of the society. 
Even for those who don’t have power, individual behavior needs to be restricted and 
supervised, including oversight by public opinion. 

 The effectiveness of restriction and oversight depends on national caliber as a 
whole, and the function of selection and competition is to ensure improvement in this 
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regard. However, selection must be based on equality of opportunity and on free, fair, 
and open competition. Free competition means no human factors interfering with or 
restricting the competition process. Fair competition means all competitors have equal 
opportunities, with no individual having monopolistic or exclusive qualifi cation. 
Open competition means the competition rules and relevant notices should be 
announced to all competitors. In general, in selection and competition, all principles 
should be universally applicable, no major factor should be excluded in advance of the 
competition, and no selection should be conducted behind closed doors. To do other-
wise is grossly unfair and can do only harm to social checks and balances. 

 In discussing the importance of selection and competition to society’s checks 
and balances, we should note the particular signifi cance of equal employment 
opportunities and fair competition for vacancies. Restrictions and exclusivity in 
occupations will cause frustration and economic stagnation. Actually, this is by no 
means a recent problem: In feudal times, aristocrats occupied the highest ranks, and 
the hereditary right system was universal in appointing offi cials. So as to hang on 
their privileges and wealth, offi cials employed all manner of stratagems including 
political marriage, etc. The result was deeper confl ict between the upper class and 
the middle and lower classes; it also made enmity and confl ict among upper class 
families inevitable. Whether in China or in Europe, the hereditary nature of appoint-
ment and career was socially and economically detrimental, and both took measures 
to break its power. In China, perhaps the best known example is the imperial exami-
nation system. In medieval Europe, the churches had enormous power, and to pre-
vent this power being hereditary, Pope Gregory VII (1073–1085) enforced celibacy 
for the priesthood. As Russell observed, “When priests were married, they naturally 
tried to pass on Church property to their sons. They could do this legally if their sons 
became priests…Therefore clerical celibacy is essential to the moral authority of 
the Church.” 5  Pope Gregory’s decision was supported by the public, and as Russell 
noted, “Lay people craved for their priests to live the single life. Gregory incited 
them to riot against married priests, their wives and children, and clergy couples 
often suffered orchestrated ill-treatment.” 6  The public’s hatred of church property 
becoming hereditary and absorbed into families refl ected a desire for fair and open 
selection and competition. 

 Increased social mobility, including both horizontal and vertical mobility, is 
an important measure for opening up job opportunities and breaking down career 
restriction. Horizontal mobility means that people may choose among regions, 
sectors, and enterprises for occupations and positions that play to their strengths 
and can best stir their enthusiasm. Social mobility is often inseparable from com-
petition: competition gives rise to mobility, and where there is mobility, there is 
competition. In this way, career restriction will gradually be broken down. 
Vertical mobility can help break free from restriction on occupational ranks and 
counter attempts at appointment by right of heritage. Apart from functioning to 

5   See B. Russell [ 5 , pp. 501–502]. 
6   Ibid., pp. 506–570 
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arouse enthusiasm, vertical mobility challenges those who occupy high 
 government positions by virtue of inheritance and social rank. In China’s impe-
rial examination system and the European Church, personnel promotion regard-
less of family background helped account for the longevity of those institutions 
in their respective historical conditions. It was an important breakthrough for 
social vertical mobility. 

 The cancellation of career restriction and open and fair appointment competi-
tion are undoubtedly benefi cial to checks and balances in society. However, once 
competition is instituted, there will be winners and losers, usually a very few 
winners but many losers. The losers may not see the winners as better in every 
aspect than themselves; they may think the selection is unfair to some extent and 
complain that competition is still strewn with obstacles. Their complaints are not 
always unfounded. However, even if one loses, at least one knows that even 
imperfect selection and competition is way better than none at all and that the 
conditions are being created for improving competition and realizing true fair-
ness. From the complaints of the losers, we may discover that in addition to the 
obstacles in selection and competition, people’s psychological barriers cannot be 
overlooked either. Such barriers mainly present as lack of enterprise and com-
petitive sense, apathy, or will. Something else to bear in mind is that systemic 
obstacles may make people pessimistic and disappointed, aggravating their men-
tal burdens. This is because when people experience unreasonable restriction on 
selection and competition, they will feel that hard work will bring little reward. 
As a result, the enterprise and competitive sense they once had will dwindle 
almost to nothing; apathy will increase and even end up as fatalism. The diffi -
culty in selection and competition should get attention. To those competing for 
employment, equal opportunity may seem simply a promise for the future. For 
example, according to law, occupations should be open to anyone suitably quali-
fi ed, any unwarranted exclusivity is forbidden, as is any career or job monopoly 
created by the privileged. The law cannot guarantee that a particular position will 
go to the best qualifi ed candidate, but what it can guarantee is that it will not go 
to an unqualifi ed person. Law can make rules on unfair competition, but it cannot 
guarantee the accuracy of selection. Selection, after all, has a rather high degree 
of freedom, which consequently leaves room for regulation by morality. 

 Set procedures should be drawn up for the opening up of occupational opportuni-
ties, selection, and competition. To act according to established process is very 
important for removing systemic and psychological barriers in selection and compe-
tition. Open selection and putting competition on a procedural footing call for the 
following: The job description and requirements should be made public in advance 
so candidates can apply on this basis; the competition process should be open and 
fair; the selectors should have no bias for or against any candidate, choosing the most 
suitable person on the basis of the original criteria. All of the above should be subject 
to oversight. Provided selection and competition are put on a procedural footing and 
are monitored, the selection will produce better results and the psychological barriers 
will gradually be erased.  
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6.2.2     Legal and Moral Constraints in Selection 
and Competition 

 Now let’s go a little deeper into the issue of selection and competition. 
 To make selection and competition fair and orderly, it is necessary to legislate on 

the rules of selection and competition and on monitoring the execution of these 
rules. Law is used to constrain those who would abuse their power and damage the 
rules, as well as to constrain the candidates and selectors. But as mentioned above, 
law is only able to prevent the exclusion of qualifi ed candidates from competition: 
it cannot guarantee that a particular post will go to the most qualifi ed persons, which 
boils down to the fact that, in selection and competition, legal constraint is neces-
sary but not enough by itself. 

 An enterprise will serve as an example. For ongoing effi ciency increase and 
development progress, an enterprise must bring its outstanding personnel to the 
fore. Law cannot guarantee it. Managers can make all manner of rules to govern 
personnel selection, recruitment, dismissal, etc. They are undoubtedly useful but 
cannot guarantee that the best personnel are appointed to important positions. Why 
should this be so? It is because in daily life, including that of enterprises, the phe-
nomenon of “mediocrity rising to the top” is not uncommon. In other words, the 
excellent do not stay long whereas the mediocrities stay. This is incompatible with 
fair competition. It causes society to lose its vigor and enterprises to become 
moribund and ineffi cient, and it may lead to disunity and discord. On top of this, 
promotion of mediocrities means that social operations lack element for check and 
balance, undermining the effectiveness of restriction and oversight. 

 Why is it that the mediocre rises to the top in some workplaces? I looked at this 
issue in  Transformational Development Theory . 7  Generally speaking, the phe-
nomenon has to do with the incompleteness of mechanisms for competition and 
mobility. The less complete these things are, the more serious and intractable the 
problem will be. Therefore, it would be worthwhile to do broader and deeper stud-
ies on how to conduct effective personnel selection; how to bring excellent talents 
to the fore rather than allowing them to be overlooked, excluded, driven out, or 
attacked; and on how to fully deploy the competition mechanism in selecting and 
appointing personnel. 

 To make sure that more people obtain work more suited to their talents through 
fair competition and that all can use their abilities to the full inside an enterprise, 
recruiters have to know more about their potential employees, and job hunters and 
job changers have to understand the vacancy and relevant duties in greater detail. 
On this matter the law seems impotent, because it only creates fair and open condi-
tions for selection and competition and defi nes the boundaries within which selec-
tion and competition activities must remain, but it cannot ensure that employers 
will select the most suitable persons, nor can it guarantee that those competing will 
fi nd the most suitable employers. It only tells both sides of the selection process 

7   See Li Yining [ 1 , pp. 279–282]. 
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that they should understand and obey the law and have a duty to resist and disclose 
any violation, but it cannot guarantee that those selecting will get the most suitable 
people or that job candidates will fi nd the most suitable employers. Regulation by 
morality is the only thing that can fi ll the gap, and its role in selection and competi-
tion is truly multifaceted. 

 Firstly, we will discuss the existence of moral restriction and the necessity for 
it. In selecting talented people, moral restraint applies to selectors and candidates 
alike. The selectors should follow norms recognized by the society, behave with 
justice, appoint on the basis of merit, and never be swayed by selfi sh interests. 
Candidates should also follow the norms, be honest, and be trustworthy, not 
resorting to deception. In other words, both sides should be self-disciplined in 
the process of selection and competition to guarantee its effectiveness and order-
liness. Although this guarantee is not compulsory, provided all concerned can 
restrain themselves according to moral standards, the abuses and shortcomings 
of this process will diminish and ultimately disappear. Regulation by morality is 
also refl ected in the selectors’ and candidates’ own moral inspiration. As men-
tioned above, self- discipline encompasses personal moral restriction and moral 
inspiration. Since the selection and appointment of talented personnel are highly 
pertinent to the future effi ciency and prospects of the enterprise, then the selec-
tors should approach their task with a sense of responsibility and dedicated spirit 
and thereby do a good and conscientious recruitment job. The dedicated spirit 
will allow selectors to do a better job and better meet the needs of the enterprise. 
As for the competing candidates, they also need their moral inspiration. Since 
they see the process as an opportunity to fi nd a suitable enterprise, they should 
treasure it, display their enterprise and down-to-earth spirit, be unafraid of chal-
lenges, and not be fi xated on ephemeral reputations. If they have these qualities, 
even if they lose out more than once, they will not lose heart and give up; they 
will keep on going. 

 Corporate culture in the workplace is very important for harmonious interper-
sonal relations, but its role may be even more important in selection and hiring, 
increasing understanding between people and promoting communication and trust 
between selectors and aspirants. It    cannot totally eradicate the rise of the mediocre, 
but it can help an enterprise fi nd talented people, know everyone’s strengths and 
weaknesses, keep the management tier in the picture as to how things stand below, 
and thereby reduce the rise of the mediocre. Building corporate culture is a product 
of regulation by morality. 

 In selection and competition, “unreasonable but not illegal” conduct is frequent. 
It is impossible to punish such conduct since there is no legal basis to do so. That does 
not mean they are not subject to moral judgment nor does it make it unnecessary to 
use regulation by morality to improve personnel selection and appointment in the 
enterprise. The role of regulation by morality in this respect cannot be replaced by law. 
If we look at the issue from the higher vantage point of building check-and- balance 
mechanisms for socioeconomic life, then we will have a deeper understanding of the 
signifi cance of an enterprise’s corporate culture.   
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6.3     Belief and Social Check and Balance 

6.3.1     Understanding Belief 

 Checks and balance in social and economic running also involves the issue of belief. 
This is both an important component of moral regulation and an important factor for 
effective regulation. It is inseparable from politics and from economic development. 

 In some senses, belief is a question of loyalty, but it doesn’t mean a person with 
belief must be loyal to a specifi c person, family, or clan. In feudal society, the loy-
alty of a subject to the monarch and his family or clan, that of a subject to his lord 
and his family or clan, and that of a servant to his master might or might not have 
something to do with belief. Loyalty in those situations was basically a conse-
quence of control by power, involving some political or economic benefi ts, and 
might also involve a ritual or pledge. However, in this analysis of social checks and 
balances, the loyalty we refer to is closely linked to belief and basically does not 
involve control by power or personal benefi ts. Belief means loyalty to an ideal, a 
principle of how to conduct oneself and treat others, a moral principle, etc. For a 
person to abandon his original belief and loyalty is to abandon long-held ideals, 
principles, and morality. 

 Belief-linked loyalty is a product of personal volition and thus can be called 
loyalty to one’s own belief. Talking about Confucian culture, Du Weiming remarked, 
“Unfortunately, what has actually affected China’s politics and culture is not the 
concept of ‘be a saint to be a king,’ but that of ‘be a king to be saint.’ The two are 
completely opposite. In the former, only those of outstanding morality and dignity 
were qualifi ed to be political leaders. In the latter, after becoming a political leader, 
having won power through political struggle, uprising or violence, he does not 
require democratic loyalty, but loyalty in politics and morality…I believe that if 
morality and politics are combined and used well, it will be obvious which one has 
precedence. Of course, morality comes fi rst and politics second. If the order is 
reversed an extremely harsh method of control is likely to emerge.” 8  This passage 
refl ects a fact: There is fi rst belief based on one’s own volition and moral loyalty, 
and after that comes political loyalty; this is, after all, consistent with the humanistic 
Confucian tradition. If loyalty to politics based on force comes fi rst and then unity 
of thinking and loyalty to morality, this not only goes against the humanistic 
Confucian tradition, it is a form of tyranny. Such loyalty is the total opposite of the 
social checks and balances under discussion. 

 Setting aside the topic of Confucian culture, let us now discuss how belief and 
loyalty to a faith are related to social checks and balances. Generally speaking, a 
belief based on some ideal, principle, or morality is always connected to corre-
sponding behaviors. A person with belief will act in some way to show his belief, 
which will develop into a spiritual drive for socioeconomic development. A person 
is more likely to be optimistic and enterprising, more composed, and braver in the 

8   See Du Weiming [ 6 , p. 97]. 
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face of challenges. Inspired by his belief, he believes his ideals, principles, and 
morality are bound to win and the victory will benefi t the society. This is the spiri-
tual power that gives courage to people of different regions, occupations, and classes 
and those dedicated to the public interest to resist authorities whose conduct they 
deem at odds with moral standards. Without their belief or loyalty to it, they would 
perhaps not risk offending those authorities. 

 Therefore, moral checks and balances in socioeconomic life fi rstly mean that 
those who are loyal to their beliefs will, from their commitment to their ideals, prin-
ciples, and morality, and based on self-restriction, resist and fi ght authorities that go 
against moral standards. Such resistance and fi ght will greatly strengthen society’s 
restriction and oversight mechanism. The belief we are talking about here includes 
religious faith but it is more than that. It also includes adhering to a certain social 
ideal or political belief, demanding change in unreasonable social and political 
structures and insisting on certain principles or morality, etc. For those who have 
belief, belief and practice are mutually constraining and intermingled. Belief 
encourages practice, which in turn justifi es and enriches belief. Without belief, 
practice will lack spiritual support, lose its purpose, and not endure. Without prac-
tice, belief will remain just that and fi nally become empty and illusory. Society is 
not short of people who practice a lot but have no belief, and vice versa, but there 
are still many who have both. They care about the public interest and participate in 
public political life, and this adds an element of moral checks and balances into 
socioeconomic life. 

 There is a broader understanding of belief, one that draws in some life philoso-
phy. Such belief might be combined with religious faith; i.e., someone with a par-
ticular life philosophy might simultaneously be a pious follower of a religion. Or a 
person might not follow a particular religion but, simply in the belief that his life 
philosophy is right, will conduct himself and treat others in light of that conviction. 
Whether he is a religious person or not, as long as he believes in this life philosophy, 
he will have spiritual drive and confi dence, determination, and courage in life, 
which is also benefi cial for social checks and balances.  

6.3.2     The Role of Belief in Social Checks and Balances 

 The conclusion that belief is benefi cial for checks and balances in socioeconomic 
operation is not drawn only from an individual perspective. From such a perspec-
tive, if a person acts according to his belief, he will use that belief as his yardstick 
for deciding right and wrong: he will make demands of himself and judge others by 
it. This brings an element of check and balance into socioeconomic life. It is possi-
bly a strengthening of self-discipline and possibly resisting and fi ghting abuse of 
power. We can describe this as social moral check and balance, i.e., producing social 
check and balance by relying on moral force. Moreover, when the law stipulates that 
abuse of power is a violation punishable under law, moral check and balance might 
prompt law to pay greater heed to the exposed abuse of power and to whether those 
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responsible for restriction and oversight have dealt with it according to law. In this 
way, moral check and balance is combined with legal check and balance (i.e., legally 
based check and balance). Thus, we can see that analysis from the individual per-
spective is useful and can be indispensable. 

 But the role of belief in social check and balance goes further than this. We need 
also to explore this question from a group perspective. 

 As frequently reiterated, an individual is a member of one or several groups. His 
identifi cation with the group(s) will, as a moral factor or spiritual support, play a 
bigger role in socioeconomic life. We can discuss the question by separating 
religious belief from nonreligious belief. 

 Religious people form a group or, more precisely, religious people join an 
existing religious organization. They are infl uenced by this group in terms of ide-
als, principles, and morality, and their judgment of right and wrong follows the 
group’s standards. At the same time, they have infl uence, albeit perhaps very 
weak, on group behavior. The question    is all religious groups require the believers 
to be self- disciplined, not to do anything against the group’s moral standard, and 
to resist any behavior detrimental to it. If a member violates that moral standard, 
there would be no forgiveness, because this would adversely affect realization of 
group ideals and damage its image. Under such infl uence, the believers will be 
more self-disciplined and more willing to follow the guidance of common ideals, 
principles, and morality, to resist and fi ght abuse of power or any behavior against 
moral standards. This will consequently help the social check and balance mecha-
nism play a more effective role. 

 A person with belief of a nonreligious nature may join an existing group or form 
a new group of people with common ideals, principles, and morality. Once a mem-
ber, his/her    belief and behavior will infl uence those of other members and his in turn 
will be infl uenced by theirs. Thus, group belief and individual belief become virtu-
ally indivisible. Although in a nonreligious group, the extent to which members 
identify with the group will vary among them, this will not prevent them, under the 
guidance of common ideals, principles, and morality, from strengthening self- 
discipline and resisting any behavior counter to the group’s ideals, principles, and 
morality. Therefore, group belief and behavior play a bigger role in check and bal-
ance in socioeconomic life than do individual belief and behavior. 

 A society whose members have no beliefs is a society without hope. Such a soci-
ety will fall into disorder, and there will be no social check and balance to speak of. 
Belief, whether of the religious or nonreligious variety, is always a loyalty to some 
established ideal, principle, or morality, a restriction on the believers themselves, an 
oversight on others, and check and balance for society. This is the summation of the 
role of belief in socioeconomic operation. 

 Even in an individualistic society, a group still has obvious infl uence on its indi-
vidual members. For example, the sense of responsibility a member feels for the 
group and the group’s concern for individual members are both based on a shared 
belief. Only with the common belief can they identify with each other. Within a 
group, individuals’ rights coexist with their obligations. Among individuals, a set 
of interpersonal relations is formed, and if the members only demand rights and 
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shirk obligations, if they expect the group to care about them but have no sense of 
group responsibility in return, then the sooner they will leave it, or the group will 
ultimately cease to exist even in name. The relationship between the individual and 
the group forms a foundation from which belief plays an important role in check 
and balance in socioeconomic life. Since the precondition of the existence and 
activities of a group is shared belief and this implies the existence of order, it fol-
lows that the relation between members and group is also built on state of order. 
Each and every group has its own purpose, target, or mission, which, major or 
minor, always represents a certain belief and ideal. That is to say, the effectiveness 
and orderliness of group activities are ultimately built on the beliefs of its mem-
bers. Check and balance in socioeconomic life is carried out in the process of vari-
ous groups practicing their beliefs and ideals. Sometimes, a group also depends on 
the efforts or even dedication of its members to resist activities that damage social 
order. In practicing their beliefs and ideals, a group or its members might not be 
aware of its role in promoting social order, but it is nevertheless the case.  

6.3.3     Reason and Belief 

 Groups come in many shapes and sizes. Is it true that every group has an ideal or 
principle? Is it true that people become members of a group because they are 
attracted by its ideals or principles? Is it true that every member in every group will 
be in step with the group in belief, be loyal to the belief, and therefore be willing to 
work hard to realize its ideals or principles? These are complicated questions. 
Actually, it is not just groups that are diversifi ed; individuals join groups for differ-
ent reasons: some volunteer to join a group after careful thought, some join because 
they have no option, and some join without careful prior consideration and just 
remain for some reason even though they are not completely at one with the group’s 
ideals or principles. All this refl ects the complexity of the situation. In some groups, 
members are loosely connected, not by a defi nite ideal or principle, but by leisure 
interests. When this is the case, it cannot be said that there is unanimity of belief 
within the group. Such groups can be excluded from this discussion. 

 Generally speaking, most groups have their ideals or principles. At the very 
least, they will take continuous development of their group as an ideal and protect-
ing its interests as a principle. As long as its members identify with this, they can 
be in step with the group and the power of belief will be born. For example, every 
individual is a member of a small group such as a family, a small village, and a city 
street. A family always aspires for prosperity, and a village or city street wishes to 
be a peaceful and happy place to live. Individual members feel the same way as 
their family, village, or street. Groups such as political parties, religious organiza-
tions, and social organizations have more defi nite ideals or principles, and pro-
vided group members identify with these, they will be in step. The role of check 
and balance in socioeconomic life is connected with such identifi cation and the 

6 Moral Checks and Balances in Socioeconomic Operation



131

group behavior that stems from this. But, irrespective of group size, does belief 
come fi rst for its members, or is it reason? 

 In fact the two situations coexist. When belief comes before reason, it may result 
in greater spontaneity, whereas reason may make belief play a bigger role in prac-
tice. When reason comes before belief, belief may become conscious and help to 
deepen reason. On some occasions, belief tends to come before reason; on others 
the reverse situation is the case. The same variance of priorities is seen in people 
too: it depends on the actual situation. 

 Whether “belief comes before reason” or vice versa, it shows that belief and 
reason can be combined. But in daily life, we may come across “belief beyond rea-
son” or “non-reasonable belief,” situations that have no benefi t for social check and 
balance or can even drain vitality from the society and economy and cause both to 
stagnate. Let us take an illustration from China’s planned economy for a consider-
able period. Individual rights and freedom were strictly restricted. People, in com-
mon with means of production, were allocated under a centralized plan. They had 
no right of free choice as regards career, home, where they lived, or how they lived. 
Their conduct was totally subject to government arrangement. In this situation, the 
government took sole charge of economic risk. “Everything is arranged” meant 
individuals did not need to make choices or shoulder any risk. The living standard 
was very low, and both unemployment and infl ation were kept hidden. Despite 
being called the “sharing a big pot” system, people actually did not eat from the 
same pot: there were “different levels of pot.” 9  Even so, there was actually a pot to 
eat from. The term “iron bowl” did not mean that people need no longer worry about 
losing their food “bowls” any more but that they would have a “bowl” provided they 
accepted the planned economy arrangement. Conversely, it would result in having 
no “bowl,” having the “bowl” taken away, or being dismissed from offi ce. 10  But in 
the eyes of those accepting, the planned economy arrangement they did, after all, 
have “iron bowls,” and the situation gave people the impression that the planned 
economy system was superior; it even gave rise to the idea that “sharing a big pot” 
and “iron bowl” equated to a socialist society. Thus was born a belief beyond or 
without reason. Such belief can also produce a spiritual drive, such as striving hard 
to safeguard the “sharing a big pot” and “iron bowl” system. But this was an unsus-
tainable belief, being so far divorced from reality. It could not play a social check 
and balance role since the system it upheld was at odds with reality and hindered 

9   In my book  The Shareholding System and Modern Market Economy , I wrote: “‘Sharing a big pot’ 
was undoubtedly egalitarianism, but in reality it never meant ‘eating from the same pot.’ If you are 
curious enough, please read the novel  Outlaws of the Marsh . Among the rebels gathered on 
Lianshan there were two big pots. Each pot meant egalitarianism, and two pots meant egalitarian-
ism at two levels. Which pot you ate from depended on the level you belonged to” (see Li Yining 
[ 7 , p. 69]). 
10   “Under the planned economy, citizens actually stood in a subject-master relationship to adminis-
trators. Both the nature and place of work for individuals was fi xed by labor or personnel depart-
ments without reference to personal preference. To resist the arrangement was to forfeit the chance 
of a job” (See Li Yining [ 7 , p. 446]). 
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social productivity. It resulted in individual abilities atrophying for lack of use, the 
loss of willingness to take risk, and absence of personal enterprise. Society lost its 
vitality. More serious still, under the planned economy, those who carried out the 
plan quotas wielded great power: the system was itself a source of power abuse. 
They could use their power to attack anyone trying to slip the bounds of the system. 
Even so, given such belief in the system, however unjustifi ed, there was a submissive 
rather than resistant attitude to such abuse, blind following rather than doubt. No 
social check and balance mechanism could possibly take shape in circumstances 
like these. 

 To repeat, a society whose members have no belief is a society without hope. We 
can fi ll out this point: A society whose members have belief beyond or without 
reason is not just without hope: it is a society in despair.   

6.4     Safety Valves in Social and Economic Operation 

6.4.1     Limitations of Government in Easing Social 
Contradictions 

 By the expression “safety valves in social and economic operation,” it is meant that 
there should be an outlet for channeling confl icts and dissatisfaction before such 
sentiments become intensifi ed or accumulate to the point that they can no longer be 
contained. That is to say, contradictions should be solved rather than allowed to 
build up, and discontent should be channeled rather than blocked. Society should 
possess internal buffering and channeling mechanisms for this purpose—in other 
words, safety valves. 

 Here, we need to explain the limitations of regulation by the government on eas-
ing social contradictions and channeling feelings of discontent. Although the gov-
ernment has the initiative in regulation, regulating when it thinks necessary and vice 
versa, this does not mean that the government is necessarily able to regulate in an 
ideal manner and the result is not bound to be ideal. Regulation by the government 
is reality focused rather than perfect. Generally speaking, the limitation lies in the 
following: restricted by some subjective and objective conditions, the government 
does not possess all the necessary facts, and thus, its decisions are based on incom-
plete information. Moreover, from the perspective of relations between the govern-
ment and the general public, the former takes an ideal view of its actions, whereas 
the latter assesses the reality and the possibilities on the basis of its past experience, 
making its own judgment and preparing countermeasures. Thus, the actual situation 
cannot be as perfect as assumed by the government and neither will the outcome 
live up to its expectations. Furthermore, there is just one government but very many 
enterprises and people. The former, on which all eyes are focused, cannot itself 
focus on every enterprise and person. Government behavior can be easily known by 
the public but the converse is not the case. In light of this, it is an undeniable fact 
that regulation by the government is not in every sense ideal. 
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 For a long time in the past, some people had the wrong idea about regulation by 
the government. It seemed to them that whenever the government tried to indoctri-
nate the public with a particular thought, they would accept it and the regulation 
would go smoothly. This view was based on two false premises: one, that the public 
trusts the government totally, accepting any government measure as correct and in 
line with their interests, so whatever the government says is fi ne by them, and two, 
the public has no choice but to accept the government’s indoctrination. That is to say, 
to do otherwise is not allowed, that any disagreement with government regulating 
measures is forbidden. So, ready or not, the public must accept the indoctrination. 
Obviously, these are false premises, even in the planned economy situation. 
Overestimating the effect of indoctrination can only get the government intoxicated 
with itself and fall deeper and deeper in idealized delusion. It is true that the government 
needs to explain things fully to the public before implementing its regulatory mea-
sures: Explanation of policies is a condition for making them more effective, since 
adequate explanation beforehand and dispelling people’s doubts will indubitably 
help the regulatory program. However, explanation is not the same as indoctrination, 
which is applicable only to those whose belief in government behavior is not one 
based on reason. Actually, for people already in that category, indoctrination will be 
superfl uous. Even without it they will still believe that the government is omnipotent 
and always right. 

 The side effects of indoctrination are plain for all to see. When the public are 
treated as passive receivers, information fl ows only in a top-down direction with 
little upstream feedback. Moreover, the information source is unitary, i.e., the public 
gets information from its sole provider, namely, the government. In this situation, 
individuals only exist as subjects of government departments. Although rather many 
people will not or dare not resist government measures openly, at the least they will 
still resist them secretly or fi nd ways around them. As a result, the effects of govern-
ment regulation will decrease. 

 Having understood the various limitations of regulation by the government, let 
us specifi cally discuss its limitations in easing social confl icts and channeling feel-
ings of dissatisfaction. There are three different scenarios to discuss: (1) the govern-
ment is unaware of and gets little information about the reality of social confl icts 
and dissatisfaction; (2) the government knows something about the reality and 
decides to take alleviating measures, but the wrong ones; and (3) the government 
knows the situation and decides on alleviating measures, and these are apposite. 

 1. The government is unaware of and gets little information about the reality of 
social confl icts and dissatisfaction. If the government knows nothing about the 
problems and believes all is normal in society, it will not believe there is easing and 
channeling to do, and hence no need to build an internal social buffer. But since 
confl icts and dissatisfaction do exist, they may build up, grow, and end up causing 
great social disturbance and even social and political crisis. This situation is not 
unknown in history. 

 2. The government knows something about the reality and decides to take alleviat-
ing measures, but the wrong ones. We can liken the situation to a doctor treating a 
patient. The doctor fi nds the patient to be seriously ill but prescribes the wrong 
 treatment, producing only slight improvement in his condition, but no cure. The illness 
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may also be aggravated because of the doctor’s delay or wrong prescription. Similarly, 
in dealing with confl icts and dissatisfaction in society, even if the government knows 
how serious they are but takes the wrong countermeasures, the problems will continue 
to exist and even intensify. This is because the government receives inadequate infor-
mation, overestimates the effi cacy of its measures and underestimates the side effects, 
fails to adjust its measures according to changing situations, etc. All the foregoing 
illustrates the shortcomings of regulation by the government. 

 3. The government knows the situation and decides on alleviating measures, and 
these are apposite. In the normal course of events, government measures should be 
effective in this situation. However, many past incidents illustrate that those regulat-
ing measures had limitations and were not always in line with government wishes. 
On the one hand, all social confl icts spring from two sides being out of harmony. 
Each side believes itself in the right and to have suffered loss of income, jobs, wel-
fare, living standard, etc. It’s often hard to sort out which side is correct and which 
is not. Such disputes and arguments are unlikely to be eased through government 
arbitration as an administrative agency. The government might come up with the 
correct decision, but it might not satisfy both sides. Such problems can only be 
solved through nongovernmental harmonization, on the basis of a spirit of mutual 
forgiveness and mutual reconciliation, which is beyond the reach of the government 
as the administrative agency. It is not always necessary to decide who is right and 
who is wrong. Pragmatic “smoothing over” is a common folk solution to such prob-
lems and is not always a bad idea. But government regulation is unlikely to adopt 
the “smoothing things over” approach. The government measures may be theoreti-
cally correct; however, they often appear impotent in solving social confl icts and 
dispelling dissatisfaction. On the other hand, many of these problems have been a 
long time forming and getting more intense. If they can be eased or channeled while 
still in their infancy, the measures might be very effective. However, as an adminis-
trative agency, the government has its established working procedures, and the 
information it gets is not always timely or complete; by the time the government 
gets involved, the confl icts and dissatisfaction are well past the infancy stage and the 
impact of regulation will thus decrease to a great extent even if the measures taken 
are correct. This is a limitation of regulation by the government. Therefore, to ease 
social confl icts and channel dissatisfaction, it is necessary to build an internal social 
buffer other than regulation by the government. Again, the role of regulation by 
custom and morality makes its presence felt.  

6.4.2     Building Buffering and Channeling Mechanisms 
into Society 

 So, looking further, let us ask where, in non-idealized government regulation, 
should we look for safety valves in social and economic life? How does one go 
about building buffering and channeling mechanisms into society? Taking a per-
spective other than regulation by the government, we can say that producing a new 
balancing power in the society will be conducive to setting up such mechanisms. 
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 The new balancing power referred to involves neither the market nor the 
 government. The market is a kind of balancing power that brings about the effective 
distribution of resources through the mechanism of supply and demand and main-
tains a balance among the providers of various production factors; i.e., suppliers can 
get income according to the quality and quantity of the production factors they 
 supply, factors that have stood the test of the market. Meanwhile, the market also 
maintains a balance between the trading parties; i.e., it coordinates their relations 
according to the principle of fair competition. It is a traditional balancing power, but 
it has two obvious limitations at least. Firstly, its balancing power is not applicable 
to activities and relations in the non-traded sector, because here trade is not con-
ducted according to market principles. Secondly, even in the traded sector, the bal-
ancing power of the market is still limited because regulation by market only takes 
into account economic benefi ts rather than a raft of noneconomic considerations. 
However, since man is more than “economic man” but also “social man,” in han-
dling relations between people, market power alone is not enough. 

 The government is another balancing force, with a role that cannot be replaced by 
market in coordinating income distribution, region-to-region or sector-to-sector 
relations, and the relation between economic growth and social development. 
However, as mentioned above, apart from its imperfections, the government has 
another characteristic: when addressing people-to-people relations, it appears as an 
administrative organ superior to individuals, so it is diffi cult to satisfy both sides in 
disputes. That is to say, the disputes or confl icts among people cannot be eased purely 
through administrative intervention. Moreover, with socioeconomic development 
and technological progress, it has become harder and harder for the government to 
play a role in balancing people-to-people relations. Take the relations between an 
enterprise and its employees for example. If the government intervenes when a dis-
pute occurs, the enterprise, being mostly concerned about profi ts and economic 
results, often feels that what the government is trying to safeguard is something 
remote, something the enterprise can only partly enjoy but will entail paying higher 
costs (more tax, higher spending on employee welfare, increased wages, etc.). 
Therefore, the enterprise is often dissatisfi ed with government behavior but does not 
always say so. But sometimes the employees feel the enterprise is what the govern-
ment cares about more, especially when their job, wage, and welfare demands are not 
met. Their feeling of discontent will grow, and usually, unlike the enterprise, they 
will not keep it to themselves but express it. The government intervention may some-
times ease the confl ict, but it can sometimes intensify or deepen it. 

 Where, at the end of the day, should we look for a new social balancing power? If 
it does exist, how would it work, how important would its role be, and would it surely 
have some limitations? These questions deserve exploration. In my book  The 20th 
Century British Economy: A Study of “the British Disease,”  I made the following 
point: The general public is a new balancing power. 11  The public is not a single homog-
enous entity but comprises several different classes or ranks. Take the scenario of a 
three-sided confl ict involving the government, enterprise, and employees: when the 

11   See Luo Zhiru and Li Yining [ 8 , pp. 461–462]. 
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government seems impotent, the enterprise helpless, and the employees angry, the 
balancing power of the general public comes into play. The public, as members of 
society and citizens, make their own demands. What they want is normal social order, 
guarantee of citizens’ legal rights, and a peaceful living and working environment. 
Suppose that normal life in a city is affected by strikes or parades and demonstrations: 
students cannot get to school, buses and subways stop running, airports are shut down, 
garbage piles up uncollected on the streets, milk supplies dry up, hospitals turn away 
patients, even water, electricity, and gas supplies are cut, etc. The public will start to 
see these actions as destructive of order and a violation of law and, far from supporting 
the strikers and demonstrators, will begin feeling less sympathy with them than they 
did previously. When this point is reached, even the wives of strikers and demonstra-
tors will start complaining to their husbands, and then children, relatives, friends, and 
neighbors will come out to blame them. The strikers or demonstrators may feel iso-
lated from the public and ask themselves whether there might be some problem with 
the organizers, planners, and decision makers of this action, whether things have gone 
too far, and whether they should quit while ahead. Thus, we can see the public as a 
new balancing force in socioeconomic life. It is taking effect quietly and gradually in 
easing social confl icts. 

 Similarly, if an enterprise pollutes the environment, putting at risk and harming 
its neighbors, confl ict between the enterprise and the residents around will be 
exacerbated. The government might then put pressure on the enterprise, ordering 
it to suspend production or shut down, but this might mean laying off employees, 
who then petition the government for reemployment, which puts it between a rock 
and a hard place: nobody involved—the enterprise, its workforce, the local resi-
dents—feels satisfi ed with the government. If the government shows partiality to 
any side, it will cause the others to complain against it. In a situation like this, the 
public will play a role as a balancing force in harmonizing relations between the 
three. What enables the public to play such a role is that it always considers things 
from the perspective of maintaining social order, and public targets and interests 
are their top consideration. The residents whose living environment is polluted are 
part of the public, as are the employees of the polluting enterprise; the govern-
ment is elected by representatives of the public and subject to the check of the 
public; the enterprise’s management tier or decision makers are also part of the 
public, and their behavior is also subject to the check of the public. In this way, 
social confl icts arising from environmental pollution can be solved through talks 
and negotiations, lest the situation goes to extremes. The role of the public as a 
social balancing force is intangible; neither regulation by the market nor by the 
government can substitute for it. 

 So, objectively, does an inbuilt social buffering and channeling mechanism 
actually exist, and if so where and how was it built? We may draw the following 
conclusions: It does indeed exist, and it exists in the public’s concern for and par-
ticipation in social affairs. The more the public cares about and involves itself 
actively in social affairs, the more important its harmonizing role as a social bal-
ancing force will be and the more helpful it will be in easing social contradictions. 
However, the public’s concern for and participation in social affairs is based on 
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the premise that they put high value on social order, public targets, and interests 
and are willing to work hard for these things. Therefore, the greater the public’s 
sense of responsibility toward society, public interest, and social affairs, the 
greater its social balancing role will become. Conversely, if the majority of the 
public care only about themselves rather than social order, public targets, and 
interest and have no enthusiasm for participating in social affairs, the public will 
have no social balancing power at all, which will make it very hard to create 
inbuilt social buffering and channeling mechanisms. 

 While the public is playing its role as a balancing force, its individual members 
are in the course of adapting to the changing society and building new concepts that 
suit the changes. For good or bad, individuals infl uence each other: if many people 
concern themselves public targets and interests and act positively to promote social 
harmony, that will infl uence more and more people to care about social affairs, and 
the social balancing role of the general public will grow. This is the positive side of 
mutual infl uence. On the negative side, if the majority cares only for itself rather 
than society, such infl uence will encourage indifference to social affairs among 
more people. Thus, we can see how an individual’s enthusiasm or indifference 
toward social affairs is infl uenced by those around. The more adaptive the individ-
ual to changing society and the more receptive to new notions that suit the changes, 
the more easily will he change his traditional attitude to interpersonal relations and 
become an active participant in social affairs, which is to say, although some people 
remain indifferent to social affairs, this does not alter the general trends that people 
increasingly care about social affairs and that the public’s role as a balancing power 
is gradually getting stronger.  

6.4.3     Tangible and Intangible Social Safety Valves 

 Now, armed with a deeper understanding of social buffers and channels, we can 
proceed to discuss psychological factors pertaining to the creation of social safety 
valves. 

 Social safety valves are sometimes tangible and sometimes not. We have men-
tioned that the public as a new balancing power can ease social confl icts and chan-
nel feelings of discontent; this belongs to the category of intangible social safety 
valve. The term tangible social safety valve mainly refers to the existence of a 
resource that can ease social confl icts, an organization that can channel dissatisfi ed 
sentiments, etc. 

 History is rife with examples of migrant settlement and development of large 
tracts of virgin land beyond existing borders functioning as a social safety valve. 
Cohorts of people who were capable but could not make use of their talent in their 
current circumstances could take over such available land to produce and operate, 
consequently easing social contradictions. The existence of such territories allowed 
a chance for the discontented to seek their fortune there, thereby reducing their 
dissatisfaction level. Both when North America was a British colony and after 
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American Independence, the territory gradually expanded westward; it was this 
huge land that attracted a great number of immigrants from Europe. They hailed 
from different European countries, from cities, and from villages; their numbers 
embraced rich and poor, noble, and humble alike. But in all cases, their leaving of 
their place of origin had the effect of easing social contradictions there. North 
America therefore became a social safety valve for Europe, a situation that lasted 
for at least two or three centuries. 12  We can fi nd quite a few parallels in Chinese 
history: Northeast China received a great number of pioneers from Shandong and 
Hebei provinces; people from Guangdong and Fujian provinces migrated to 
Southeast Asia and started new businesses there. Such migrations undoubtedly 
eased social contradictions in their places of origin. We cannot say migration 
would eliminate local contradictions, i.e., we should not overestimate the role of 
migration in solving social contradictions in the place of origin, but at least it 
relieved the pressure of population, employment, and land and reduced discontent 
there. In this sense, the existence of land at home or abroad for immigration and 
development is a social safety valve that will last for a long period. We should also 
acknowledge that the development of social relief undertakings and the existence 
and function of social relief organizations and agencies can also be tangible social 
safety valves. Social relief can be roughly grouped into three classes: government 
relief, community relief, and nongovernmental charity relief. Their commonalities 
are as follows: through using social relief funds, disaster victims can be helped 
through catastrophe, to survive hunger and cold; impoverished families can be 
helped to fi gure out more ways to make a living; the lives of the disabled and those 
without family support can be improved. The more developed the relief undertak-
ings, the greater the role they will play and the more easily social contradictions 
will be eased. Therefore, the role of social relief undertakings and organizations as 
social safety valves is plain for all to see. 

 Autonomous mass organizations of urban or rural residents could be another 
kind of social safety valve for easing social confl icts and channeling dissatisfac-
tion. The word “could” is a deliberate choice: it depends whether the nature of such 
organizations has changed or not. Those that have changed their nature, no longer 
being autonomous or mass oriented, cannot ease social confl icts; indeed, under the 
control of certain people, they become bullies and would make confl icts more 
acute. If they have remained true to their nature, then they can represent the will 
and interests of the masses and will negotiate with them on everything pertaining 
to their interests. Consequently, they can play a role in easing social confl icts and 
channeling dissatisfaction. 

 Migration to undeveloped land, social relief organizations, and autonomous mass 
organizations are three examples of tangible social safety valves. For these valves to 
function effectively, we cannot ignore the importance of moral factors. As pioneers, 
immigrants need strong cohesion and enterprising spirit in order to overcome numerous 
hardships and for their migration to achieve things. The development and work of social 

12   See F. J. Turner [ 9 , pp. 259–260]. 
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relief organizations depend, in addition to their staff’s strong sense of responsibility and 
compassion, on the generous donations of those supporting charitable and public wel-
fare causes. For an autonomous mass organization, what keeps it true to its nature, really 
representing the interests of and working for the masses, is that its leaders exercise strict 
self-discipline, live up to the expectations of the masses, and are honest and responsible. 
On the other hand, the masses have sense of responsibility toward the organization, stick 
to their principles, and contest behaviors that go against mass interests. Thus, we can see 
that it is moral force that backs up tangible social safety valves, and without its support, 
they could hardly play their due role. 

 Turning to intangible social safety valves, it should be pointed that the psycho- 
spiritual safety valve is more effective than those of a tangible nature. It can both 
dissolve social contradictions and guide the trend of thoughts. To be specifi c, the 
psycho-spiritual safety valve refers to people’s identifi cation with society, their 
confi dence in how society and their lives will develop in the future; i.e., the belief 
that as long as they work hard together, social development targets can be realized, 
living conditions improved, and their abilities used to the full. Identifi cation with 
the society is also manifested as follows: If there are various things in life that are 
not totally perfect, this is not too serious, because these imperfections can be 
reduced or eliminated through reform, adjustment, or the establishment and 
improvement of social check and balance mechanisms. With a psycho-spiritual 
safety valve, social contradictions can be dissolved and the trend of thought can be 
guided in a right direction. It is something that cannot be replaced by market or 
government regulation. 

 For any society, there is nothing more fearsome than the existence within it of a 
group of despairing people. History shows us situations where some people, because 
of poverty and ill luck, lived lives without hope, having completely lost confi dence 
in their future. Having despaired of people and of society, identifi cation with society 
would be out of the question. Those in despair may have a destructive social infl u-
ence in the sense that they may break laws and social order and they could have a 
depressing infl uence on the emotions of those around, thereby reducing social vital-
ity. If such people are very few, they will not greatly impede socioeconomic devel-
opment. But if they are more than just a handful and constitute a fairly large social 
segment, that may very well create social problems and confl icts that will cost the 
society a great deal of time and energy to resolve. Therefore, the need to reduce, 
perhaps to nothing, the number of people in despair can lead us to a better under-
standing of why social safety valves are so important. 

 Changed outlook is hugely important to the formation of a psycho-spiritual 
safety valve. As mentioned many times above, the role of moral force is not just to 
shape people’s behavior through standards and restrictions but to inspire and encour-
age them to improve themselves. The speed and the degree of economic develop-
ment are important criteria, but from the social development perspective, we should 
also adopt the criterion of whether people can enjoy society’s care, respect, and 
nurture. This is because even if society neglects such things, the economy can still 
grow rapidly for a short period. What’s worse, it will intensify and increase social 
confl icts and dissatisfaction, perhaps leading to social unrest as more and more 
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people feel devoid of hope. One important aspect of changed outlook is to take care, 
respect, and nurture people as a social development target and judgment criterion. 
Only in this way can regulation by morality function to the full and a psycho- 
spiritual safety valve smoothly take shape.  

6.4.4     Transition from Old Balance to New Balance 

 Societies always follow a cycle of moving from control to confusion, back to 
control, and returning to confusion, but in different periods of history and amid dif-
ferent contexts, the degree of control/confusion is different: great, average, or little 
control might be the case, as might great, average, or little confusion. What we term 
control is the maintaining of equilibrium; the term confusion means disequilibrium 
once balance has been destroyed. The “control-confusion-control” cycle means the 
original long-sustained balance is fi rst broken and later replaced by a newly formed 
balance. In some sense, social safety valves are helpful in maintaining balance and, 
should it be broken, in establishing a new one. This is because social safety valves, 
tangible or not, can dissolve contradictions before they become intensifi ed and go 
out of control. 

 This brings us to an important question, namely, how to understand such terms 
as reconciliation, compromise, and mediation? In some books or conversations, 
“mediation” and “compromise” often seem to be derogatory terms, especially when 
the suffi x “-ism” is attached. In fact, whether it is mediation or compromise, they 
both contain the wisdom that “it is better to dissolve confl icts rather than create 
them,” so does the term “reconciliation.” 

 How is a new balance formed and maintained? Not necessarily by one side defeat-
ing another: that might be the case in some situations, but in others situations, it 
might be the product of reconciliation. Reconciliation means each side steps back a 
little, puts aside minor differences, and seeks common ground so as to form a new 
balance. Compromise, mediation, and reconciliation are similar in their meaning. 
Even if one side defeats or actually crushes the other, does it mean a new balance can 
form smoothly and be sustainable? Not necessarily so. The victory of one side is just 
one precondition for forming and maintaining a new equilibrium: reconciliation, 
compromise, and mediation are also necessary; otherwise relations between people 
would be inordinately tense and the new equilibrium would be of short  duration. 
Therefore, after one side defeats or crushes another, reconciliation, compromise, and 
mediation will often follow. Only thus can the new balance be sustained. 

 There is an opinion that reconciliation implies weakness and betrayal, as if only 
uncompromising and continuous resistance would not mean these things. Obviously, 
this opinion is a gross oversimplifi cation of an intricate and complicated social envi-
ronment. A society is diverse, as are the interests and targets of its individuals and 
groups. We live in a complex world where absolute black and absolute white do not 
exist, except in the theoretical models of some idealists. As well as these extremes, the 
world has yellow, red, green, gray, and many other shades. Mediation is important 
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because it means a way toward harmony. Compromise is necessary because it tells 
us the in-between state does exist. Reconciliation is necessary because it refl ects the 
possibility of various options. These concepts do not equate to “weakness” and 
“betrayal” and cannot be mixed up with them. 

 Are we justifi ed in coming to the following conclusions? A society without 
safety valves is one that struggles to maintain stability and is replete with potential 
for crisis; when a society’s mode of thinking and behavior is centered on fi ghting 
and resistance rather than reconciliation, compromise, and mediation, then it will 
fi nd it hard to develop effective safety valves to eliminate potential social crises. 
Fighting and resistance are indeed necessary and inevitable, but a society also needs 
reconciliation, compromise, and mediation. We can even say the three are normal 
and even ubiquitous. Without them, social safety valves could not be established nor 
could social equilibrium be maintained. 

 Those who look down on reconciliation as timidity are themselves timid, since 
their fear of facing the complexity and challenges of reality drives them to escape 
into such simplifi cations, retreating into an unrealistic world of their own design. 

 Those who contemptuously regard reconciliation as betrayal are in fact mocking 
themselves. Who has never resisted? Who has never compromised? Fighting and 
reconciliation are both inevitable. People should fi ght when necessary and reconcile 
when necessary. There is no exception in reality, even for those who scorn reconcili-
ation as betrayal. 

 Betrayal should of course be condemned, but reconciliation should never be 
 confused with it. The result of such confusion is socially damaging. Such an unrea-
sonable opinion should surely carry no weight: no one, I believe, would agree with 
its untenable conclusion.      
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    Chapter 7   
 Moral Renewal and Socioeconomic 
Development 

7.1                        Introducing Max Weber’s Thesis 

 In discussing the role of regulation by morality and custom in socioeconomic 
development, it is necessary to explore the theories of Max Weber, the prominent 
German historian, sociologist, and economist. Weber wrote on a wide range of 
subjects, and his work  The Protestant Ethic and the Spirit of Capitalism  1  has been 
globally infl uential. On publication in the early twentieth century, it attracted the 
notice of academics, but not the general public; however, after World War II, espe-
cially since the 1960s, a surge of interest in Weber swept around the world. Why 
such interest in Weber the man and his arguments? Why did this vogue appear long 
after his demise? The reason lies in the arguments themselves and the postwar situ-
ation of the world. 

 Weber’s thesis concerns the spiritual drive in economic development. He gives 
material factors their due importance in economic development but gives greater 
weight to spiritual factors. He believes that spiritual drive comes from ethical 
notions, and these are often linked to religious ethics. With spiritual drive, economic 
development will be faster. According to Weber, the spirit of capitalism is a prereq-
uisite for the production of capitalist society. For example, in Western Europe, with-
out the Protestant ethic, there would have been no spiritual drive for the development 
of capitalism,  ergo  no capitalist society. His analysis goes as follows: Why did 
 capitalism emerge fi rst in Western Europe rather than in Southern Europe? After all, 
economic development in Southern Europe started earlier in history: by the four-
teenth to fi fteenth centuries, prosperous commercial cities with manual workshops 
had already emerged in Italy. But the economy of Southern Europe was never able 
to break away from feudalism and cross the threshold into capitalism. In Weber’s 
opinion, the answer must be sought from the perspective of religious ethics. 

1   See Max Weber [ 1 ]. 



144

Catholicism ruled in Southern Europe and infl uenced every corner of its society. 
According to its dogma, man is the servant of God and is born with original sin. 
What to do? One way was to atone for their sins through penances and abstinence; 
another way was to atone by donating money to the Church. At that time, the Church 
sold indulgences to people. “They were total or partial remissions for such sins as 
yet unpunished, without which they would be punished both in this life and in Hell, 
even if the sinner tried hard to win absolution through severe penance and sacra-
ment and had got remission. Getting Divine mercy was a prerequisite. In addition, 
the Church required men to pray, fast and restrain themselves, to practice acts of 
charity, such as donation and benefaction, worship at various churches, pay for 
masses, and to initiate philanthropic and public welfare causes such as building 
churches, bridges, roads and dyke-dams, etc. Those measures were intended to help 
the development of religion, but they actually became just one of many techniques 
that the Church had for ruthlessly exploiting people.” 2  

 In Weber’s opinion, penance, abstinence, and donation to the Church could not 
help promote economic development and the emergence of capitalism. Catholicism 
could not give birth to the spirit of capitalism and was thus incapable of leading 
society to the capitalist age. According to Weber, although commerce brought eco-
nomic prosperity to Southern Europe for a while, it was still medieval Roman 
Catholic morality that dominated society. St. Thomas characterized the desire for 
gain as turpitudo (which term even included unavoidable and hence ethically justi-
fi ed profi t making), which was considered genuine. 3  In places where such doctrine 
ruled minds, even when businessmen did amass money, they still could not slip the 
shackles of the old teachings. “Their life-work was, so long as they clung to the 
tradition of the Church, at best something morally indifferent. It was tolerated, but 
was still, even if only on account of the continual danger of collision with the 
Church’s doctrine on usury, somewhat dangerous to salvation. Quite considerable 
sums, as the sources show, went at the death of rich people to religious institutions 
as conscience money, at times even back to former debtors as usura which had been 
unjustly taken from them.” 4  “Medieval ethics not only tolerated begging but actually 
glorifi ed it in the mendicant orders. Even secular beggars, since they gave the per-
son of means opportunity for good works through giving alms, were sometimes 
considered an estate and treated as such.” 5  How could such ethical values promote 
the emergence and development of capitalism? 

 While the economy of Southern Europe was booming, in the East, in China 
 especially, the economy was probably even more vigorous. So why did capitalism 
not emerge in China? Weber attributes this to religious ethics, considering that 
Oriental and Chinese religious ethics were not suitable for producing capitalism. He 
cites the example of Buddhist monks valuing lives to come not the current one, but 
since the afterlife is vague and reincarnation unbelievable, the emphasis on afterlife 
could never result in capitalism. Taoism suggests noninvolvement and returning to 

2   The New Cambridge Modern History , Vol. 1, China Social Sciences Press, 122. 
3   See Max Weber [ 1 , p. 53]. 
4   Ibid., p. 54. 
5   Ibid., p. 139. 
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the simple state, a concept clearly inimical to the engendering of capitalism. Later, 
Taoism changed: the upper class followed it for longevity and personal enjoyment, 
whereas insurrectionary peasants followed it for egalitarian purposes. Neither pro-
vided suitable soil for capitalism to take root. 

 Weber called Confucian thought Confucianism, a system of ideas with great 
infl uence in the East, especially in China. But Confucianism emphasizes self- 
cultivation, pursues perfection of moral character, and hopes to replace pursuit of 
material benefi ts with spiritual satisfaction. Later when Confucianism became the 
orthodoxy in China’s feudal society, it advocated loyalty to the monarch and self- 
sacrifi ce while despising commerce and wealth. Here again, an ethical outlook that 
provides no fertile soil for cultivating capitalism. The infl uence of these ethics 
made it easier for the ordinary folk of China to endure a life of poverty and hard-
ships. As a result, the agriculture-based status quo was taken as the natural order, 
the pursuit of commercial gain was despised, and aspiration and drive to amass 
wealth and develop the economy were hugely enfeebled. Therefore, although 
China had been prosperous in the past, capitalism was still an impossibility. Being 
so dominated by Confucian thinking, China could never manage to cross the 
threshold to capitalism. 6  

 So why did capitalism emerge in Western European countries such as the 
Netherlands and Britain during the sixteenth and seventeenth centuries? In Weber’s 
view, it was because both were Protestant countries, and it was Protestantism that 
fostered capitalism. According to Protestant ethics, men are servants of God, and 
all are sinners and must redeem themselves. But how? By dint of hard work, thrift, 
and amassing wealth. To work was to work for God, so man must be diligent and 
not fear hardships. To live thriftily was for accumulating fortune, which in turn was 
for enlarging the scale of the undertaking and ultimately for God. The greater their 
achievements, the better the work they were seen as doing in the service of God. 
Consumption was inferior to accumulation. Puritans always dressed simply and 
shunned extravagance. Some Puritan groups displayed their resolve by willingly 
committing to a lifetime of frugality and hard work. But such commitment and 
behavior were different from both the ascetic practices of the Catholic Church and 
the behavior of Confucianists in China who were satisfi ed with a poor but clean 
life. The ascetics of the Old Church redeemed their sins by ascetic practice: they 
did not start undertakings, still less amass wealth. Confucian followers were con-
tent to be poor in order to perfect their morality. What they upheld and pursued was 
to be an offi cial of integrity and competence, loyal to the monarch, and looking 
after the populace rather than starting an undertaking and amassing wealth. The 
Protestant ethic was: Hard work, thrift and amassing wealth are the best ways to 
salvation. Hard work and thrift are helpful for starting undertakings and amassing 
wealth. A lifetime of thrift and hard work will result in more and more wealth and 
correspondingly greater achievements. 

6   For a detailed discussion of the origin of capitalism and why feudalism existed so long in China, 
see my book  Origin of Capitalism: Comparative Studies on Economic History  (The Commercial 
Press, 2003). 
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 In Weber’s opinion, capitalism in Western Europe was born and developed under 
the guidance of the Protestant ethic. He asserts, “   For if that God, whose hand the 
Puritan sees in all the occurrences of life, shows one of His elect a chance of profi t, 
he must do it with a purpose. Hence the faithful Christian must follow the call by 
taking advantage of the opportunity. If God show you a way in which you may 
lawfully get more than in another way (without wrong to your soul or to any other), 
if you refuse this, and choose the less gainful way, you cross one of the ends of your 
calling, and you refuse to be God’s steward, and to accept His gifts and use them for 
Him when He requireth it…” 7  This passage fully refl ects the Protestantism ethic of 
“working hard and amassing wealth in the service of God.” 

 The Puritan understanding of poverty may explain the issue better. “To wish to 
be poor was, it was often argued, the same as wishing to be unhealthy; it is objec-
tionable as a glorifi cation of works and derogatory to the glory of God. Especially 
begging, on the part of one able to work, is not only the sin of slothfulness, but a 
violation of the duty of brotherly love according to the Apostle’s own word.” 8  This 
is what distinguishes the Protestant ethic from those of Catholicism and the Orient. 

7.1.1     The Reason for “Weber Fever” 

 How do we evaluate Weber’s thesis? There are various explanations on the origin of 
capitalism, and Weber’s differs from those of other scholars, because of his empha-
sis on ethical factors, i.e., cultural factors. 

 According to Weber, the Roman Catholic ethic was incompatible with the spirit 
of capitalism, making it hard for capitalist economy to develop in Catholic coun-
tries. But people with a different view might argue: France is a Catholic country, 
isn’t it? So why did its economy grow so fast later? How come French capitalism 
was not inferior to the capitalism of Protestant countries? The rapid development of 
the French economy might be attributable fi rst and foremost to political factors, the 
fact that the revolution of 1789 severely hit its old systems and cleared the path for 
a capitalist economy. Therefore, overemphasis on ethical factors is perhaps not a 
correct interpretation. 

 According to Weber, in countries of the Orient, the infl uence of religious ethics 
made it hard for capitalism to develop, citing Confucianism as hardly compatible 
with the spirit of capitalism. But a contrary argument might be put: History 
 demonstrates that the rapid development of capitalist economy is not limited to 
Protestant countries, since Eastern countries like Japan, South Korea, and Singapore 
have their own cultural traditions but have also experienced rapid development of a 
capitalist economy. Therefore, capitalism can be compatible with both Protestant 
and Confucian ethics. It’s even possible for the combination of capitalism with 
Confucianism ethics to create greater miracles. 

7   See Max Weber [ 1 , p. 127]. 
8   Ibid. 
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 Nevertheless, Weber’s thesis is still considered valuable by academics, and even 
dissenting voices acknowledge that the thesis is very enlightening. The role of ethi-
cal and cultural factors emphasized by Weber is actually a mode by which multiple 
factors stimulate system change and economic development. In other words, only in 
combination with social, political, and economic factors can ethical and cultural 
factors result in the emergence and development of capitalism. It thus discards the 
theory on the origin of capitalism that regards economy and politics as the only 
decisive factors. 

 The “Weber fever” that took hold around the world after World War II relates to 
the world’s political situation at the time and with Weber’s emphasis on ethics and 
culture. In the aftermath of war, the defeated nations of Japan and Germany faced 
the urgent task of rebuilding their countries, and newly independent countries in 
Asia and Africa needed to advance toward modernization by way of faster eco-
nomic development. The inspiration that people derived from Weber’s works is this: 
Spiritual drive is necessary for economic development. Without it, economic 
 development will struggle. Of course this spiritual drive is not limited to the 
Protestant ethic discussed by Weber, but possibly it is an ethical outlook adaptive to 
the cultural tradition of a nation. But in the Protestant ethic, we can fi nd some cor-
respondences, among them the concept of “the calling.” It meant: all have a moral 
obligation to be diligent in and dedicated to their work. Even though the work is in 
a secular environment, they have a duty to do it well, because they are working for 
God. This is what the Protestant ethic taught people, but what do non-Protestant 
ethics teach? Whether or not they use the specifi c concept of “calling,” there are 
correspondences: they don’t say working for God but say working for the country, 
the nation, and society, and it is everyone’s obligation to make the country strong 
and wealthy, revitalize the nation, and make society prosperous. To work with dedi-
cation is to do one’s duty for the country, the nation, and society. For economic 
development, there must be a spiritual drive, and this is it. 

 In the Protestant ethic, for an individual to amass wealth was not a matter for 
reproach. The amassed wealth itself was no sin, unless used for frivolous personal 
extravagance. If the wealth was used for the welfare of human beings, it could be 
regarded as a dedication to God. Protestant ethics also had the notion that wealth 
could and should be accumulated provided it was by just means, and, moreover, if 
the accumulation benefi ted economic development, it could be regarded as a dedica-
tion to society. Thus, although non-Protestant ethics are different in form from the 
Protestant ethic, their essence is the same, and this both inspired interest in Weber’s 
works and made people feel they could learn something useful from them.  

7.1.2     Weber’s Thesis and the Rationality of Historical Process 

 In studies of modernization, scholars often raise the questions: Why did industrial 
revolutions develop to different degrees in different countries and regions? What 
factors stimulated industrial revolutions in this country or that one? What were the 
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most important factors? Researchers come up with different answers to this last 
question according to their different perspectives, since Weber’s thesis is one among 
a number of theories about modernization. One of its main lessons is this: for a 
nation, even if the requisite material and technical conditions are present, industrial 
revolution will be hard if the right ideological and moral conditions are absent or if 
there is no spiritual drive for revolution or modernization. Even if it has started its 
modernization, the process will still be hindered or even interrupted. In other words, 
Weber’s thesis tells us that behind industrial revolution and modernization, there is 
a kind of invisible spiritual power leading people to strive hard for economic fruits 
and encouraging them to pioneer and operate unfl aggingly, to make profi t, to amass, 
and to start new undertakings. 

 According to Weber’s thesis, since capitalism represents a spirit and an outlook 
that will encourage people to pioneer and progress, then an internal contradiction 
appears, namely, this: On what grounds did he assert that capitalism was a phenom-
enon specifi c to Western Protestant culture? He could at most draw the following 
conclusion: Capitalism was born in Western Europe between the sixteenth and 
seventeenth centuries, but this is only the fi rst historical example to illustrate the 
importance of ethics to economic development. It is not proof that only the Protestant 
ethic could produce capitalism and promote modernization. The Catholic ethic 
could change or be interpreted from a new angle. Specifi cally, the medieval buying 
of indulgences and ascetic practices in penance for sins could be abandoned. Did 
the vast majority of Catholics not do so later? To interpret and understand Catholic 
ethics from a new angle, did capitalism not develop rapidly in Catholic countries 
also? This reasoning can also account for the relation between Confucianism and 
economic development in countries of the East. This became a hot academic issue 
from the middle of the last century. 

 According to Weber, the process of industrial development is also a process of 
adjustment of relationships, pre-industrialization relations such as hierarchy, hered-
itary system, clan rule, and personal bondage not being conducive to industrial 
development. Therefore, if capitalism is to play a dominant role in a country and if 
its industry is to develop greatly, its interpersonal relations should also change cor-
respondingly, a change often accompanied by a change in ethical outlook. Weber’s 
penetrating analysis posits a close link between socioeconomic development and 
change in interpersonal relations and ethical outlook. That is, behind every great 
historical event, there is an intangible spiritual force. Without it, a nation’s economy 
will be moribund, but with such a force, there is hope of rapid growth. Any country 
hoping to develop its economy rapidly should nurture such spiritual force. Non- 
Protestant regions such as the newly independent countries of Asia and Africa post- 
World War II would develop very slowly if they could not fi nd a spiritual counterpart 
to the Protestant ethic, but by fostering such a power, they could hope to catch up 
with the developed countries. 

 Another important lesson from Weber is this: deepening the study of modernization 
demands a broader discussion in the areas of society, economy, culture, ethics, 
politics, etc., and a discussion limited to politics or economy is far from enough. 
In the Chinese academic community, among those with an interest in Weber’s work, 
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there is virtually unanimous acceptance of this point. In their opinion, the value for 
China’s modernization studies lies more in Weber’s method of analyzing historical 
process than in Weber’s thesis itself. 

 From Weber’s thesis, it is possible to draw out an important issue, namely, 
understanding the rationality of the historical process. What is meant by this? 
According to Weber, it means that the behavior of people or society has changed 
from being emotional to being rational. People originally had no clear goals nor, 
accordingly, did primitive societies. At that time, simple survival was enough, 
avoiding death from hunger, cold, or wild beasts, but these could not be counted 
as defi nite goals. Later, although society was developing and economy was get-
ting active, people’s goals were still to survive and multiply. An individual’s lifes-
pan was fi nite but that of the clan infi nite, so the survival of generation after 
generation became a goal for all traditional society. But it was still not a specifi c 
goal. Only after a society had passed through its traditional stage into the modern 
civilization stage did the rational nature of the historical process appear. For 
example, according to the Protestant ethic, people should be hard working and 
thrifty, amass wealth, and start undertakings, so as to fulfi ll their “calling”—in 
other words the rationalization of behavioral goals. Human society always moves 
in the same direction—from being without clear goals toward having clear goals—
and the rationality of historical process always becomes more and more clearer. 
This is a law of historical development. 

 What does Weber’s thesis tell us? It can be encapsulated thus: The rationality of 
historical process is displayed as human and social behavior having clearer and 
clearer goals rather than being limited to survival and multiplication. In the absence 
of spiritual power and ethics at the heart of the rational goals, a society could not 
possibly achieve sustainable progress.   

7.2     The Urgency of Moral Renewal 

7.2.1     Old Culture and Ethics Replaced by New 

 Now let us shift our focus from Weber to the issue of China’s modernization. 
 At the present stage, China faces an urgent task of moral renewal. This is actually 

a question of how to replace the old culture and ethics with new ones. At the heart 
of the old culture were deities and offi cials, in contrast with our people-centered 
new culture. The former emphasized worship, authority, and bondage in contrast to 
the latter’s stress on science, knowledge, independence, and self-esteem. The old 
ethic protected the old culture and order, whereas the new ethic safeguards the new. 

 Due to its emphasis on worship, power, and bondage, old culture was intrinsi-
cally a deity-and-offi cial-oriented culture. New culture is bound to center on 
people, science, and knowledge because of its emphasis on science, knowledge, 
independence, and self-esteem. In this lies the biggest distinction between the old 
culture and the new. 
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 Looking at the political dimension, we can take the year 1949 as the dividing line 
between old and new. But culturally, the line is far from clear, since the old culture 
existed for a long time before 1949 and did not disappear after that, although some 
of it took on new forms. Both pre-1949 culture and new forms of old culture shared 
the common ground of superstition and worship of power rather than proceeding 
from science and centering on people. This was because old culture had dominated 
China for so long, had a solid economic base, and was deeply, deeply rooted in the 
soil of feudalism. Therefore, even post-1949, apart from stubbornly surviving, it 
reappeared in different guises. In my book  Whither China’s Economy , I labeled pre- 
1949 old culture “the standard old culture” and old culture in new forms “old culture 
in new clothes.” 9  What actually survived in China from the 1950s to the end of the 
1970s were two versions of old culture. The “Cultural Revolution” (1966–1976) 
was a classic period when the two old culture versions coexisted and dovetailed. 
Such a situation has also appeared in some historical stages in some other countries, 
but it was most conspicuous in China from the 1960s to 1970s. 

 The old culture needed to be cleared away, but how? It is often claimed that eco-
nomic development is vital and higher per capita income indispensable and that 
once such aims are realized old culture will be more easily uprooted since the pov-
erty that fostered it is a thing of the past. Such thinking does make sense, but it has 
a major fl aw. We cannot root out old culture purely by economic development and 
increasing per capita income. Compared with 1949, mid-1960s China had experi-
enced economic development and increase of income per capita, but the old culture 
still survived and remained infl uential. The “standard old culture” had by no means 
left the stage when “old culture in new clothes” made its entrance. This is surely 
worth some consideration. 

 The old culture denies the status of people as the main body of society and is 
characterized by ignorance, blind obedience, and superstition, so in order to really 
get rid of it and develop new culture, the most important task is to reform the sys-
tem from which old culture draws its lifeblood, in particular the system that fos-
tered “the standard old culture” and “old culture in new dress.” System reform is 
more important than economic development. On the foundation of system reform, 
with educational and economic development progressing in tandem and per capita 
income increasing along with rising educational level, old culture can be more 
effectively eradicated. Moreover, the purpose of education goes further than 
imparting knowledge and skills. More important is to improve the national caliber 
via education and to take “making people the key” and “modernization of people” 
as major tasks. Without these, there can be no modernization of society, economy, 
science, and technology, still less the introduction of new culture and ethics to 
replace the old. 

 Apart from relying on ignorance, blind obedience, and superstition, old culture 
and ethics were also sustained by a hierarchical estate system and rank relation-
ships, visible or invisible. These constituted a component part of the old system. The 
countryside is a case in point: it is here that “the standard old culture” has most 

9   See Li Yining [ 2 , p. 124]. 
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stubbornly clung to life and where rank relations are at their strictest. Rank relations 
are closely connected to traditional values and ethics. Why is the power of deities, 
the gentry, clans, and husbands hard to break? It has to do with the rank relations 
sustained by the traditional values and ethics. In rural areas, “the standard old cul-
ture” will exist forever if the traditional values and ethics and the long-existing rank 
relations are not expunged. In the cities, the estate system and the rank relations are 
usually invisible, but they too cause people to be constrained by traditional values 
and ethics. Being invisible, the estate system and rank relations in urban areas are 
not easily detectable; indeed, some people tacitly accept them, not daring or want-
ing to stir them up. In system reform, a prolonged confl ict is most likely to occur in 
the area of values and ethics. “Making people the key” and “modernizing people” 
mean abandoning the estate system and rank relations, establishing new individual-
to- group relations, including identifi cation, cooperative, and contractual relations. 
Once this is understood, we can understand the profound and far-reaching signifi -
cance of moral renewal. 

 Old systems will not collapse of their own volition; neither will old traditions and 
powers dissolve by themselves. Old culture and ethics may reappear in new garb. In 
the 1960s, young Chinese joined in the “Cultural Revolution” in the name of 
“smashing the fours olds,” but this generation was fooled and cheated. The so-called 
smashing the four olds turned out to be safeguarding old culture, especially “old 
culture in new clothes.” Ignorance, blind obedience, superstition, and extremism 
made them guardians of old culture and destroyers of the new. Fortunately, most of 
them woke up fairly soon to the harsh reality and a realization that they had become 
victims of the old culture. Such is history, cold, and neutral. Every Chinese should 
surely draw a lesson from the freakish phenomenon of “old culture in new clothes” 
after 1949, including how it was conceived, born, and raised. 

 What must happen for the old culture and ethics to be replaced by new? Apart 
from system reform, economic, and educational development, people also need to 
realize the harm of the old cultures, both versions. The young intellectuals sent 
down to the countryside during the “Cultural Revolution,” fooled and hoodwinked 
by old culture, would later be among those harboring the most bitter hatred for it. Is 
this not a convincing proof? 

 However, replacing of the old culture and ethics by the new is far from easy. 
It involves the issue of moral renewal, a mission impossible to complete in a genera-
tion or two.  

7.2.2     Moral Renewal and “Relaunch” 

 No one can deny the great achievements made in economic construction since the 
founding of New China in 1949. For a long time after 1949, China’s culture seemed 
a mishmash of good and bad. On one hand, the “standard old culture” continued to 
exist and exert infl uence, while the “old culture in new clothes” grew rapidly, with 
its infl uence increasing. On the other hand, the new culture that represented the 
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 zeitgeist  grew and exerted ever greater infl uence on people as well. For this period, 
the growing infl uence of new culture was indispensable to China’s achievements in 
economic construction. 

 To be specifi c, after long years of wars and chaos, the Chinese people warmly 
embraced the new regime; yearning for a prosperous revitalized China, they were 
ready to create a better future through their toil, enterprise, and dedication. Their 
enthusiasm was undoubtedly a manifestation of the growing new culture and new 
ethics. Borrowing from Weber’s thesis, we can say that a concept similar to Weber’s 
“calling” now existed in Chinese society of that time. For the sake of national pros-
perity and better lives for more and more people, many people volunteered to relo-
cate to border regions, remote areas, and harsh environments where they worked 
hard, regardless of return. For them, it was their “calling” to do so. We may call such 
spirit the “start-up spirit.” It animated and was essential to “start-up practice” and to 
the successes of economic construction. 

 Why was the “start-up spirit” so short-lived? The reasons are many, but in terms 
of system, the planned economy strangled individual initiative and creativity, giving 
birth and nurture to egalitarianism. Importantly, ideological campaigns such as the 
“anti-rightist” and “anti-right deviation” movements and the “Cultural Revolution” 
put a dead hand on people’s spirits, and any enterprise or creative enthusiasm ebbed 
away. During the “Cultural Revolution” when black was called white and all sense 
of judgment was lost, people could hardly be expected to throw themselves into 
economic development. As it became more and more common to trample creativity 
and stifl e enterprise, only disappointment and despair remained, so how could peo-
ple still have any passion to selfl essly give their all for economic construction? The 
spiritual trauma was not something quickly healed. By the later stage of the “Cultural 
Revolution,” many people were spiritually void and inert, seemingly indifferent to 
anything and everything. Its aftermath of nihilism, listlessness, and negativity still 
exists to a degree. After the “Cultural Revolution” ended and as China entered the 
market economy with reform and opening-up, some people went from one extreme 
to the other. Driven by the spur of economic gain, such people disregarded com-
mercial and professional ethics, earned indecent money, or openly declared their 
living creed that individual benefi t was paramount, that money came fi rst, and that 
there was nothing money couldn’t achieve. Neither extreme is aligned to the goals 
of modern development. In such context, it is urgent to raise the issue of “relaunch-
ing” and cultivating a “relaunch spirit.” To go on developing our economy, there 
must be a spiritual drive; we must inculcate in society the notion of striving hard for 
China’s prosperity and modernization. Of the lessons we can draw from Weber’s 
thesis, the most important is this: without spiritual drive, breakthroughs in economic 
development will not come easily. 

 This brings us to the question of moral bankruptcy, a frequent talking point in 
recent years. In looking at the underlying reasons, rational analysis is more useful 
than emotional judgment. Morally damaged and unscrupulous people are produced 
by any age or time; it is just the numbers that vary. The reasons for moral bank-
ruptcy are complex and arise from different circumstances, so we must use a holistic 
analysis rather than a single-element approach. What we need to clarify is this: 
Why, after a period of benign social ethos post-1949, should so much terrible and 
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amoral behavior have emerged in China? How does one account for the gradual 
disappearance of the fi ne social ethos? In this context, the question of moral renewal 
has been raised. When people become hypocritical, they will lie and hide the truth 
and wear a mask in dealing with others, thereby distorting morality. But why do 
people become hypocritical? There is spontaneous hypocrisy and forced hypocrisy. 
Spontaneous hypocrites are the minority: most people only resort to hypocrisy 
under duress, but there are some who fall somewhere between the two types. Forced 
hypocrisy for reasons of self-protection without any wish to harm others can be 
called “moral distortion.” Spontaneous hypocrisy is different, not for self-protection 
but motivated by the prospect of personal benefi t, and this deserves to be called 
moral bankruptcy. Whether forced by pressure of circumstances or spontaneous, 
springing from selfi shness and greed, hypocrisy is always a betrayal of man’s 
nature. Of course, even in the hardest circumstances, there are still non-hypocrites: 
but in the prevailing moral climate, they could do little to prevent the good social 
ethos ebbing away, since most people had been forced into hypocrisy. 

 A classic example is how people saw the domestic political and economic situa-
tion in the later stage of the “Cultural Revolution.” Those who spoke the truth were 
toppled. Some people lied because they had to for the sake of self-protection and so 
as not to meet the same fate as the truth tellers. They saw telling a lie as expedient, 
fi guring perhaps that to speak the truth now could lose them any chance of speaking 
anything at all in future. In circumstances like this, forced lying was completely 
forgivable, even though it contributed to the ebbing away of a good social ethos. The 
willing liars did so not to protect themselves but to fl atter and fawn on those with 
power for their own personal gain. In full knowledge that China’s economic situa-
tion was a mess, they would come up with fantasies such as “the situation is peace-
ful and the masses are all happy” and “history has never known times as good as 
these.” Some were actually proud of their ability to concoct facts and frame others 
in order to achieve their own purpose. Those willing hypocrites bear the greater 
blame for the waning of the good social ethos. Even worse, when they got their way 
and were rewarded for their hypocrisy, this had a very bad demonstration effect on 
society and accelerated its moral corruption. 

 The question of moral renewal was raised after almost 20 years of political 
purges and campaigns culminating in the “Cultural Revolution” caused grave moral 
distortion in society; it was also raised when China started out on the road of reform 
and opening-up, as people began to feel the urgency and necessity of “relaunching” 
and establishing the “relaunch spirit” to drive it forward.   

7.3     The Long-Term Nature of Moral Renewal 

7.3.1     Moral Renewal and Improvement of National Caliber 

 From the foregoing analysis, we learn that the urgency of moral renewal right now 
has to do with the stubborn persistence of old cultures and their serious social 
impact and also with the negative feelings in society such as emptiness, depression, 
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suspicion, and helplessness. Moral renewal means building new culture and ethics 
to replace the old, to foster and establish the “relaunch spirit,” and to raise the 
national caliber, so as to engender a spiritual drive in the modernization process. 

 Although new culture and new ethics will eventually be established and devel-
oped on the foundation of economic growth, the task of moral renewal cannot wait. 
The only way appropriate to China’s realities is to set about the task on the basis of 
real life, to constantly improve the national caliber, and to put effort into practicing 
moral renewal. Certainly, moral renewal and the replacement of old culture and eth-
ics with new ones are a long-term process and cannot be completed within a short 
period, but that does not mean we cannot do or achieve anything in moral renewal 
at the present stage. The urgency of the task tells us we must start on it right away. 

 Passive waiting is not the right attitude, but it is equally wrong to rush at the job. 
The replacement of old culture and ethics with new is a historical trend and cannot 
be realized so quickly. The victory of new culture means society has made the tran-
sition from the “material age” to the “age of man.” New culture discovers and 
respects man’s value and puts man at the center of things rather than the material, 
and this can only be achieved via a long process. For China, the victory of new cul-
ture will be much harder won than we imagined, since feudalism dominated social 
ideology and people’s lives for over a thousand years and survived in the planned 
economy as “old culture in new clothes,” the costume change fooling many people 
for a while that it was a brand new culture. In China’s moral renewal process, even 
more important than renewing people-to-people and people-to-material relations is 
the need to instill in people the belief that only a new understanding of the value and 
signifi cance of life will make it possible to “liberate” oneself, have internal moral 
inspiration, and restraint and have strong enterprising and creative spirit. 

 Here it is necessary to discuss the question of moral standards, of which there are 
usually two in life—internal and external. Concerning the differentiation, we may 
refer to passages in Max Weber’s  General Economic History , in which he wrote: 
“Furthermore we fi nd everywhere else a primitive, strictly integrated internal econ-
omy such that there is no question of any freedom of economic action between 
members of the same tribe or clan, associated with absolute freedom externally.” 10  
This means that, in a group, even a primitive tribe, there might be an internal moral 
standard for internal affairs and an external moral standard for external affairs. 
Behavior is regulated by two different standards. He continues, “In contrast with 
this, the second characteristic of western capitalism is the lifting of the barrier 
between internal economy and external economy, between internal and external eth-
ics, and the entry of the commercial principle into the internal economy, with the 
organization of labor on this basis.” 11  This passage is instructive for an understand-
ing of the moral renewal’s long-term nature. 

 The erasing of the demarcation between external and internal moral standards 
has a direct bearing on the openness of a society or a group. The more open the 
society, the more readily the two standards merge. The development of capitalist 

10   See Max Weber [ 3 , p. 265]. 
11   Ibid. 
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society testifi es to this fact. The same is true of groups, too. In a closed group, the 
demarcation will always be defi nite no matter what the group’s nature is. Its internal 
standard will probably be unsuitable for dealing with external matters and vice 
versa. Only when it becomes less closed will the boundary gradually fade away. 

 China is in transition between the planned economy and the market economy. 
Under the former, it basically adopted the closed society model, and for members of 
that society, the demarcation between two moral standards was very clear-cut. The 
same behavior was thought a violation of moral standard if directed internally but 
thought permissible in external affairs. The same speech was deemed permissible 
internally but a violation of moral standard externally. Over many years, the Chinese 
became accustomed to the differences, so the contradiction itself and its potential 
impact on the social ethos went unconsidered. In plain terms, people identifi ed with 
the dual standard as a custom, when it was actually a distortion of morality: utilitari-
anism won out over judgment of right and wrong, and moral standards were subor-
dinated to political and economic needs. 

 The problem did not stop there. As previously discussed, in an environment 
inimical to truth telling, the majority were forced to lie and be hypocritical for rea-
sons of self-protection, while a minority did so willingly for their own benefi t. The 
forced hypocrisy can be called “moral distortion” and spontaneous hypocrisy 
“moral bankruptcy.” All in all, the question becomes more complicated when talk-
ing about a situation in which people could not treat each other sincerely, behave 
with integrity, or regulate their behavior according to an inbuilt moral standard, 
added to which there was a clear-cut demarcation between external and internal 
moral standards. This is because the demarcation already constituted a moral distor-
tion, one made more acute by forced hypocrisy. If some were spontaneously hypo-
critical for personal benefi t, this constitutes moral bankruptcy on top of moral 
distortion. As a result, the dual standard became a multiple moral standard or a 
moral standard expressed in several forms. Truth and falsehood become impossible 
to judge, the two being so messed up and mixed. This was the reality China had to 
face in the early stage of reform and opening-up. Only by admitting the reality can 
we have a deep understanding of the mental state of the Chinese under the impact 
of one political campaign after another—the “anti-rightist” and “anti-right devia-
tion” movements and the “Cultural Revolution.” Only then can we truly appreciate 
the long-term nature and diffi culty of moral renewal.  

7.3.2     Moral Renewal: Fantasy and Reality 

 Max Weber cited the pioneering process of Puritans in New England to illustrate the 
role of Protestantism in promoting the emergence and development of capitalism 
and to demonstrate the importance of establishing a moral standard. To our previous 
examples of insights from Weber’s thesis, we can now add one more: there was an 
element of fantasy contained in the Puritan notion of “the calling” and their ethic, 
although this in no way prevented the Protestant ethic playing a positive role in 
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economic development. Daniel J. Boorstin wrote in  The Americans: the Colonial 
Experience : “IF THERE WAS ever a people whose intellectual baggage equipped 
them for a journey into Utopia it was the New England Puritans. In their Bible they 
had a blueprint for the Good Society; their costly expedition to America gave them 
a vested interest in believing it possible to build Zion on this earth.” 12  At that time, 
New England was a colony of Britain, and the migrants had to accept British law to 
protect their own interests, a reality that diluted the tinge of fantasy, but this does not 
negate the fact that they crossed the ocean and came to North America with the 
fantasy of building their “kingdom of heaven” on the earth. 

 It should be noted that despite the fantasy element in the migrants’ aspirations, 
their moral inspiration and restraint were always real. Today, in its “relaunch,” 
China has taken moral renewal as a mission, but it is not comparable with the situa-
tion of the Pilgrim Fathers because of the differences in terms of character, condi-
tions, mission, and goals. In China, if we can achieve moral renewal, both moral 
inspiration and restriction will be realistic, and the development goals will be reach-
able ones. To put it simply, moral renewal and improving the national caliber are not 
fantasy aspirations: our development goal is not to create an ideal “paradise,” and 
modern society is not a Utopian one. The approach to moral renewal and improving 
caliber should proceed from real life and have realistic steps and goals. As for 
abhorrence of old culture in its many forms, we cannot afford a purely emotional or 
purely theoretical awareness. The nurturing of a good social ethos should start from 
reality, relying on everyone’s effort in regulating personal behavior. Only thus can 
achievements in moral renewal stop being one-off, and accidental phenomena and 
good social ethos will no longer be a vague abstraction. 

 There is another signifi cant aspect to removing the fantasy element from moral 
renewal, namely, to design an “ideal society” but without divorcing it from reality. 
In the past, all designs for an “ideal society” were on paper or in the mind only, hard 
to put into practice. Such experiments that did get off the ground were limited in 
scope and ended in failure within a couple of generations. Theoretical constructs 
cannot stand up the test of practice. It is worth noting that if a politician wants to 
turn a large-scale design for an “ideal society” into a policy and impose it by force, 
what may emerge will not be paradise, it could well be socially catastrophic. 

 Friedrich Hayek looked at this question. According to him, in history idealist 
politicians had put forward various guidelines or proposals for achieving an “ideal 
society” and expended a lifetime of effort for this goal. However, judging from the 
results, those idealists frequently delivered disaster rather than happiness. Convinced 
of the loftiness of their ideals, they went to any lengths, regardless of the conse-
quences, resorting to unscrupulous tactics with a clear conscience. The greater their 
allegiance to their ideals and goals, more zealous they were in promoting their ideas. 
The more interventionist and destructive their actions against the invisible and spon-
taneous force controlling socioeconomic life, the more dire were the consequences 
for society. 13  

12   See Daniel J. Boorstin [ 4 , p. 32]. 
13   See F. A. Hayek [ 5 , pp. 100–101,  6 , p. 142]. 
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 What is the invisible and spontaneous power controlling socioeconomic life that 
Hayek talked about? It is usually thought of as the market mechanism. According to 
Hayek, regulation by market as an “invisible hand” spontaneously takes a role 
wherever there is trading activity. But this seems a narrow interpretation: aside from 
market mechanism, the force of custom and morality constitutes another invisible 
and spontaneous power dominating socioeconomic life. It existed before the appear-
ance of regulation by market and afterward too, being particularly apparent in the 
non-traded sector. The reforms implemented by the idealist politicians in order to 
make their “ideal society” reality not only destroyed the market mechanism but 
damaged the invisible and spontaneous power of regulation by custom and morality, 
thus destroying the cultural traditions shaped by custom and morality. They only 
trusted in individual strength and government strength and relied only on the latter. 
So they forced through the program that they espoused, producing breakdown of 
social disorder, leading to deaths from hunger and cold, people being compelled to 
leave their native places, becoming homeless and vagrant. Such tragedies are not 
rare, neither in the past nor the present, neither in China or abroad. 

 Why should things go this way? In Hayek’s view, the politicians made a com-
mon theoretical mistake: namely, seeing their own will as more elevated than any-
thing else; they thought of themselves as saviors of the world, in other words God; 
and their actions were “enforcing justice on behalf of Heaven.” They regarded it as 
an unquestionable moral imperative to transform the world according to their 
vision. Aside from this, they made the mistake of regarding regulation by govern-
ment as omnipotent and government measures as a panacea for any “social mal-
ady” (some of them not actually “maladies” at all). In their view, provided their 
plans were followed to the letter and with strict policies strictly enforced, they 
could bring people a better life and lead them into “paradise.” However, although 
they promised a better life, they were unaware that society would have to pay a 
very heavy price for nothing but a multitude of aftereffects and a dire social legacy. 
This is because with the abandonment of market mechanism and regulation by 
custom and morality, what awaited society was a “worse life” and disaster. As men-
tioned above, socioeconomic life is usually comprised of the traded sector and the 
non-traded sector. When the market mechanism is abandoned, the traded sector 
ceases to exist in actuality, because they have become distorted and changed into 
the non-traded sector. When regulation by custom and morality is abandoned, the 
various relations in the non-traded sector are also distorted and become false and 
hypocritical relations. Is this not a disaster? 

 It is because an “ideal society” contains elements of fantasy, and its forcible 
implementation by idealist politicians often brings unforeseen social catastrophes 
that, when proposing moral renewal and nurture and establishing a good social ethos, 
we should do so from the standpoint of realistic analysis: it is better to see the prob-
lems as hard and complex rather than oversimplify them; better to have a long- term, 
incremental plan than to act with undue haste; and better to focus on normalizing 
behavior through laws, enlightening people by education, making more people real-
ize wholeheartedly the necessity of following social morality than attempting to 
unify minds and normalize behavior through administrative measures. It is especially 
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important that we should make constant progress in raising people’s material living 
standards while satisfying their spiritual needs, but we should not defi ne every detail 
for our future society. Two passages in  Socialist Politics and Economics  are of sig-
nifi cance here. 

 “Every generation has its own historic mission. This generation of scholars of 
economic theory should focus on the problems of socialist economy in its develop-
ing stage.” 14  “If we bite off more than we can chew, worry about several generations 
further down the line, design details for future social and economic development, 
then later generations will only see us as a joke.” 15    

7.4     Rule of Law, Democracy, and Moral Renewal 

7.4.1     Rule of Law and Its Opposite 

 In discussing moral renewal in the real world, the argument between rule of law and 
rule of man immediately confronts us. Let us begin by asking what the essential 
nature of this argument is. 

 What is the opposite of rule of law: rule of man or rule of morality? Both posi-
tions have their proponents, and both have arguments to justify their stance. 

 The argument of those who take the opposite to rule of law as being rule of man 
goes as follows: Under rule of law, everything goes by law, law is above everything, 
people are equal before law, law should be strictly followed, and violations of it 
must be punished. Under the rule of man, man’s words are more powerful than law, 
and man is superior to law. Therefore, what we need is rule of law and not rule of 
man, which is its antithesis. 

 Those who think that the opposite of rule of law is rule of morality argue thus: 
rule of law proceeds from the thesis that “man’s nature is evil,” whereas the basis 
of rule of morality is that “man’s nature is good.” Rule of law emphasizes deter-
rence and punishment, without which society cannot be peaceful and orderly. 
Therefore, under rule of law, law should be strictly followed, and violations of 
law must be punished. Rule of morality emphasizes moral infl uence and educa-
tion. It values giving methodical and patient guidance and being tireless in teach-
ing others so as to bring about social peace and order. Moreover, it can help every 
member of society become a person of high moral character. Hence, rule of law 
and rule of morality are opposites. 

 How, then, are we to view the arguments on rule of law, rule of man, and rule of 
morality? Both positions have some sense to them, but careful scrutiny will reveal 
that both are partial and fail to make clear what the opposite of rule of law is. 

 To put it simply, the opposite of rule of law is actually non-rule of law. If rule of 
law requires law strict observance of law, punishment of violations, and equality of 

14   See Li Yining [ 7 , pp. 455, 457]. 
15   Ibid. 
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all before law, then non-rule of law means law need not be observed, violations can 
remain unpunished, and there is no equality before law. If there is something that 
tramples law, then it is nothing else but non-rule of law. 

 Let us turn now to rule of man. Those who take rule of man as the opposite of 
rule of law actually treat rule of man as non-rule of law. The feature of non-rule of 
law is arbitrary rule, a feature it shares with rule of man. In this sense, it is not at all 
inappropriate to take rule of man as the opposite of rule of law. However, there can 
be another interpretation of rule of man, namely: law is determined by and executed 
by man. If rule of man is not regarded as arbitrary rule or as trampling on law but as 
man determining and executing law and carrying out rule of law, then it is consistent 
with rule of law, not opposite to it. Those who disagree that rule of man is the oppo-
site of rule of law interpret rule of man from this perspective precisely. They do not 
advocate arbitrary rule or replacing law by man’s will; what they do emphasize is 
that rule of law cannot be implemented without man and that man’s caliber is very 
signifi cant to rule of law. Since there are two different understandings of rule of 
man, the argument over rule of law and rule of man will be interminable. If we 
defi ne rule of man as non-rule of law, i.e., that rule of man is arbitrary rule and 
tramples on law, then there can be no more argument. 

 Now let’s discuss the understanding of rule of morality. The question of whether 
man’s nature is evil or good has never been settled, and we can leave it aside here. 
It is partial to see rule of morality as the opposite of rule of law, because advocates 
of rule of law have never denied the role of moral education, and neither have they 
denied the signifi cance of legal restriction and punishment. 

 The argument over rule of law and rule of morality boils down to an argument 
over which of the two is “fundamental.” The idea that “rule of law is fundamental” 
does not deny the role of moral education, so “rule of law is fundamental” actually 
means “rule of law is major and rule of morality is supplementary.” “Rule of moral-
ity is fundamental” means “rule of morality is major and rule of law is supplemen-
tary.” Since the argument boils down to which one is major and which supplementary, 
then the two cannot be called opposites. 

 In light of this, it is more realistic and convincing to take non-rule of law as the 
opposite of rule of law. 

 The long period of feudal rule in Chinese history was less rule of man than non- 
rule of law. The term non-rule of law can best refl ect the nature of feudal rule. The 
imperial power was supreme, absolute, and not to be profaned—a classic example 
of non-rule of law. If we insist that it was rule of man, this is the only way to inter-
pret it: the so-called rule of man was no more than a cover for “rule of emperor” or 
“rule of monarch.” In other words, only law that can restrict imperial power or the 
behavior of emperors themselves counts as law consistent with rule of law. More 
importantly, true rule of law that is worthy of the name means that law for restricting 
the highest authorities, and the makers of law can be really carried out. 

 There is a specious argument to the effect that what Shang Yang, the famous 
reformer of ancient China, espoused was rule of law to replace rule of man, and that 
what the fi rst emperor, Qinshihuang, implemented was also rule of law. Such argu-
ment is clearly wrong. In the state of Qin and the later Qin Dynasty and in an age 
when imperial power was paramount, how could they change the general situation 
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of “rule of emperor” or “rule of monarch”? And was not “rule of emperor” or “rule 
of monarch” essentially rule of man? Considering Shang Yang’s words and actions, 
without “rule of monarch” what could he achieve at that time? The so-called rule of 
law under imperial power or rule of law under the rule of monarch is far from same 
as true rule of law. In my opinion, this is proven by the history of the state of Qin 
and later the Qin Dynasty, and there is no point in wasting more words on it. 

 In feudal society, since rule of man means “rule of emperor” or “rule of  monarch,” 
then there was inevitably “rule of offi cials under imperial power.” The offi cials 
ruled for the monarch, and if there was law to cite, the offi cials executed it on mon-
arch’s behalf. However, although law was made and executed by offi cials, since it 
was all done under the “rule of emperor,” it was not something you could call “rule 
of law.” 

 All in all, the concept of rule of man is itself somewhat hazy. The point that 
imperial power is supreme and greater than law puts it in the category of non-rule of 
law rather than rule of man (unless rule of man is seen as synonymous with non-rule 
of law). After 1949, what existed in China, dominated by “old culture in new 
clothes,” was not rule of man but non-rule of law. There can be no more accurate 
term than non-rule of law to describe the various arbitrary and law-trampling phe-
nomena, such as the “anti-rightist” and “anti-right deviation” movements and the 
“Cultural Revolution.” This being the case, why not just propose that “China should 
go from non-rule of law to rule of law” or “China must replace non-rule of law with 
rule of law”? Is this not more easily acceptable to the public than “going from rule 
of man to rule of law” or “replacing rule of man with rule of law”? Would that not 
cause less controversy or indeed none at all?  

7.4.2     Not Every Legal Act Equates to Rule of Law 

 It is necessary to go deeper into rule of law. 
 In real life, the authority of law should be established, and everything should be 

subordinated to law. But does any act done according to law equate to rule of law? 
Although we have discussed this question previously, we need to return to it. For 
example, in the 1930s, Hitler’s coming to power was completely in line with the 
German constitution, and once in charge he won unlimited powers, all of them 
legal. In the name of law, he could and did have arrested, tried, and convicted any-
one opposed to him, anyone not supporting Nazi rule or anyone he simply disliked. 
In terms of law itself, at least in the mid- and late-1930s, Hitler’s behavior was still 
legal because he did it according to law. But does this allow the verdict that 
Germany practiced rule of law after Hitler took power? Clearly, we cannot draw 
the equals sign between legal and rule of law or between acting according to law 
and rule of law. 

 Wearing the hat of legality, some people can exploit existing law as a tool for 
autocracy or strongman politics. If there is no such law in reality, then it can be 
immediately made, passed, and put into effect. Therefore, when there is legal basis 
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to cite, autocracy or strongman politics can most defi nitely be dressed up in a cloak 
of legality. As to constitutional or legal articles unhelpful to autocracy or strongman 
politics, these can be amended through so-called legal procedures, thereby remov-
ing any contradiction with the principle of acting according to law. This shows 
autocratic rule may present itself as legal rule and strongman politics as law-based 
politics, both consistent with the principle of acting according to law. Instances of 
this are not rare at any time in history or in any country. 

 It becomes necessary, therefore, to elaborate on the true meaning of “rule of law” 
in a scientifi c way. An essential point is that law should be the product of democracy 
and also its guarantee. We should start by analyzing the essence of law. Only law as 
a product and guarantee of democracy can be used as the basis of rule of law. In situ-
ations when democracy is stripped away, even though law exists, there can be no 
rule of law worthy of the name. Therefore, in discussing what rule of law is, we 
must note: laws themselves must be consistent with the democratic spirit and be 
made under the condition of democracy, and their execution must have democratic 
supervision. Otherwise, although law does exist and affairs are handled according to 
law, it does not necessarily constitute rule of law 

 Some might contend that since democracy is in a continual process of develop-
ment and perfection and law is always made and executed in this process, it follows 
that there can never be such a thing as totally perfect law. As the situation changes 
and democracy improves, law will be amended, enriched, and added to. And surely 
will this not infl uence the rule of law? As we know, even if democracy is an ongo-
ing, developing, and imperfect process, in a certain periods and under certain condi-
tions, law still can be the product and guarantee of democracy, which is a different 
thing entirely from destroying democracy and providing a cloak of legality for 
autocracy and strongman politics. The amending, enriching, and supplementing of 
law can be conducted on the basis of democracy, which is something totally differ-
ent from the autocratic behavior of forcible revision of law heedless of democracy. 

 Opinions such as “anything goes provided there’s no law against it” are simply 
mocking rule of law and whitewashing autocracy and strongman politics in legal 
form. In China, this is very likely the residual infl uence of feudalism in the political 
area. At the end of the 1980s, there was a wave of “new authoritarianism,” which 
amounts to no more than a pirated version of “open absolutism.” It took the cover of 
legality and brandished the banner of rule of law, but what it actually pushed for-
ward was an improved version of autocracy, namely, “new authoritarianism.” Its 
appearance and the fact that it was actually commended by some at that time make 
us more alert to the need for democratic and legal construction and the relation 
between democracy and rule of law. 

 Democracy is a manifestation of the existence of order. It will never mean disor-
der. Rule of law is inseparable from democracy, and without democracy there will 
be no rule of law. Under rule of law, no behavior of autocratic rule or so-called open 
absolutism that waves the banner of legality is allowed to exist. When “new authori-
tarianism” fi rst appeared at the end of the 1980s, one pretext advanced by its propo-
nents was that the current administrative organs were not effi cient and the 
neo-authoritarian approach would improve effi ciency. The excuse did not have a leg 
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to stand on. One might ask how low effi ciency in administration came about. It was 
the inevitable outcome of lack of democracy, lack of rule of law, and lack of restric-
tion and oversight mechanism on government stretching back for years. With no 
check-and-balance power on administrative organs, no inner self-restriction mecha-
nism, and with government servants lacking self-discipline, the result is bound to be 
low or even negative effi ciency. Therefore, in trying to improve administrative effi -
ciency, we can never resort to methods destructive to democracy and rule of law, 
which is to say, the methods espoused by “new authoritarianism.” Resort to such 
methods might seem to improve effi ciency with the speed of lightening, but democ-
racy, the basis of rule of law, will be destroyed. The seemingly high effi ciency will 
be short-lived. Furthermore, the arbitrary, nondemocratic, and unscientifi c decision- 
making process will result in more serious loss of effi ciency. For China at the pres-
ent stage, democracy and rule of law are works in progress, gradually advancing, 
not halting, still less retreating. But what “new absolutism” advocated was “going 
into reverse,” a movement against the tide of the age. It claimed to accelerate mod-
ernization, but if we were to follow it, modernization would remain beyond our 
reach. With democracy destroyed, rule of law could not be achieved, and we would 
be farther, not closer, from the goal of modernization.  

7.4.3     Moral Renewal and the Building of Democracy 

 The formulation and execution of law cannot be separated from the role of people. 
If legislators lack democratic thinking and law executors lack democratic style, it 
will be hard to achieve rule of law, so we cannot underestimate the role of people. 
Moreover, the public also needs democratic thinking so they can understand the 
need to safeguard the dignity of law and the importance of observing it and so they 
can supervise those who execute law. A precondition for realizing rule of law is 
public oversight. The extent of the role of the public in building democracy will be 
determined by how strong their awareness of rule of law and democracy is. The 
traditional idea of local offi cials being “parent offi cials” is a display of “standard old 
culture” and a mainstay of that culture’s persistence. 

 Given the millennia-long dominance of feudal thinking and the tenacity of old 
culture, it is unsurprising that cultivating democratic consciousness among the pub-
lic is an uphill task in China. Another factor militating against realization of rule of 
law is the long-nurtured mentality of dependence on offi cials. The long-standing 
mindset refl ects the long-enduring minor status of the public. For example, when an 
ordinary citizen is wronged by some administrative agency, he always hopes there 
will be an “impartial offi cial” to uphold justice on his behalf, rehabilitate his reputa-
tion, and punish the corrupt offi cials or those abusing law for personal benefi t. Of 
course, one has to acknowledge that in the absence of democracy, ordinary citizens 
had no choice, and they cannot be blamed for having such a mindset. What should 
be held responsible is the system that made the public so insignifi cant. 

 Building democracy is a question of systems. To build a democratic system, 
there needs be effective reform of the political system, making the public real 
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masters able to exercise their rights rather than being masters in name only. This 
goal cannot be realized overnight, but it is something we must strive hard toward. In 
this process, the public’s democratic consciousness will gradually strengthen, and 
their dependency on offi cials will eventually be overcome or eliminated. This brings 
us to an important task in moral renewal: moral renewal should include the building 
of democratic thought. More specifi cally, all should know how to exercise their 
rights, how to elect suitable persons as representatives of the people and be leaders 
of government agencies, how to remove incompetent representatives and leaders 
from offi ce, and how to view and comment on politics, government measures, and 
the capability and achievements of government offi cials. Moral renewal can be 
complete and adequate only if such things come into its scope. How individuals 
nurture creativity and enterprise, how to build group consciousness; how to be self- 
disciplined; how to safeguard social, commercial, and professional ethics; how to 
stand up for right, etc., are all necessary, but if the scope of moral renewal went no 
further than this, it would not be helpful for building democracy, for promoting rule 
of law on the basis of democracy, let alone for turning a society or a whole country 
into one where rule of law holds sway. 

 As discussed above, the opposite of rule of law is non-rule of law, the features of 
which are monarchs and offi cials being higher than law, their behaviors contemptu-
ous of law and the trampling of law. If moral renewal does not encompass the build-
ing of democratic thought or awareness of exercising one’s rights, non-rule of law 
will not exit the stage of history of its own volition. Even in a society of non-rule of 
law, people might also have enterprise and creativity (albeit often frustrated), have 
self-discipline, know the importance of social ethics, stand up for right, and enjoy 
helping others, but these cannot help realize rule of law. This tells us that an all- 
round understanding of moral renewal is necessary, one that does not exclude the 
building of democratic thought. When    people have enterprise, creativity, and dedi-
cation to the public weal, as well as democratic consciousness, courage to participate 
in and review government affairs and courage to exercise their right of supervision 
over government offi cials, the task of moral renewal shall be completed. All in all, 
in the environment of rule of law, law is not only the means for guaranteeing 
people’s rights but also the basis for restricting the power of the authorities.   

7.5     Rebuilding Social Trust 

7.5.1     The Need to Rebuild Social Trust: From the Perspective 
of Enterprise Survival and Development 

 In a market economy, enterprises of all types of ownership (private, state owned, or 
whatever form) are the blood cells of the economy and should be based on integrity: 
no enterprise can survive or develop without the trust of its investors, clients, and 
other enterprises in the same trade. 

 In the traded sector, every enterprise has the status of a trader. The enterprise-
to- enterprise relation is one of trader to trader, as is that between enterprise and 
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clients. Even the enterprise-to-investor relation can be seen as trader to trader. When 
the credibility of an enterprise is gone or weakened, this relationship may loosen to 
breaking point. A classic example could be found in a long-existing partnership 
business. In this organizational form, partners shoulder unlimited and joint liability, 
so there must be complete trust between them. Otherwise, who would be willing to 
shoulder the other partners’ liabilities? Without this trust, partnership enterprises 
would hardly survive. For the widely existing limited liability companies or corpo-
rations, credibility is also very important. Whether the shareholders trust the corpo-
ration depends on whether the board exercises its right to examine the corporation’s 
operation performance and profi t allocation plan and all its important actions such 
as capital growth, issuing of shares, mergers, staff movement and dismissal, liquida-
tion, etc. Top executives of limited liability companies or corporations must earn the 
trust of shareholders in order to stay in post, and companies must earn the trust of 
investors in order to enjoy sound growth. 

 In a day-to-day business, a credibility crisis might arise for many different rea-
sons: the producing or selling of shoddy or fake products will make clients lose 
confi dence in the enterprise; late payment for goods or services or tardy repayment 
of bank loans will damage its credibility; and unilaterally scrapping a contract to the 
detriment of the other party will result in collaborators and clients losing trust in the 
enterprise. Such practices as false accounting, misleading advertising, or release of 
inaccurate information will cause an enterprise’s credibility to fall and to stir up 
opposition from other businesses in the same line. An enterprise with a bad reputa-
tion will lose potential for growth. 

 According to modern economics, for an enterprise to survive and grow, it needs 
material, human, and social capital. Material capital includes factory buildings, 
machinery equipment, raw materials, spares and accessories, energy supply, etc. Human 
capital is embodied in the skills, knowledge, wisdom, experience, and perseverance of 
the workers and management. Social capital refers to social relations, interpersonal 
communications, brands, and reputation that are conducive to the survival and growth 
of an enterprise. Social relations and interpersonal communication are built on a foun-
dation of mutual trust. If an enterprise has a good reputation and trustworthy people at 
the top, other enterprises will be willing to trade or work with it. Without social capi-
tal, an enterprise will fi nd it hard to grow, even if its material capital is plentiful and of 
good quality. Such an enterprise will be isolated in the commercial world; business 
opportunities and new markets will come hard. 

 Some enterprises or their top executives are actually aware that their lack of 
credibility will lead to the enterprise getting into dire trouble and damage to their 
personal reputation, so why do they persist in producing shoddy or even fake prod-
ucts, delay payments owed, make empty advertising claims, and cheat customers? 
One reason is the temptation of personal gain, and the other is the “trusting to luck 
mentality.” The former is the basic reason, whereas the latter encourages risk taking 
in the belief that things will remain undiscovered and the pay-off is worth the gamble. 
This mindset is dangerous and can lead into serious error. 

 In fact, every enterprise and every enterprise leader face a legal bottom line and 
a moral bottom line, neither of which can be overstepped. Overstepping a legal 
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bottom line is not allowed by the law, and doing so makes the enterprise and its 
leaders legally liable for the consequences. Similarly, the moral bottom line can-
not be ignored. On some occasions, they may overstep both, but on others, per-
haps they engage in “edge ball,” only overstepping the moral line while staying 
within the law. This is not right either. An enterprise and its leaders must be aware 
that they must violate neither the legal bottom line nor the moral one. Things that 
legal provisions do not allow are defi nitely forbidden, and crossing the moral bot-
tom line should similarly be forbidden. They should remember that observing 
these coexisting restraints is the only way to maintain credibility and win public 
trust. In the Ming and Qing dynasties, one of the most important reasons for the 
enduring prosperity of merchants from Anhui and Shanxi was their ability to dis-
cipline themselves with Confucian teachings, thus remaining trustworthy and 
honest in business. 

 Such transgressions as outlined above are not the monopoly of private enter-
prises or their leaders: state-owned enterprises and their leaders have been known 
to take such risks. The temptation of personal benefi t refers not only to monetary 
gain but also to promotion and increased salary and other rewards. Promotion is 
especially attractive for leaders of state-owned enterprises. Lured by such pros-
pects, they may manage to increase the output value and profi t of the enterprises 
even at the cost of their credibility. In other words, some state-owned enterprises 
will also risk breaking legal and moral restrictions and doing things that are injuri-
ous to their reputation. 

 One reason for this “taking a chance and trusting to luck” is the belief that their 
behavior will remain undiscovered and unexposed. The second reason is that even 
if they are exposed and punished, the punishment is usually very light, so, calculat-
ing that “the benefi ts outweigh the costs,” the enterprises think the risk worthwhile. 
In other words, if their violation of rules and laws succeeds, they gain a great deal 
personally, and if their wrongdoing is discovered and punished, they pay too small 
a price, and so such violation goes on despite being forbidden. What’s worse, in the 
case of leaders of state-owned enterprises, the fi ne is usually paid by the enterprises, 
so the leaders don’t consider themselves as actually having a real loss. 

 What the foregoing tells us is that “the benefi ts outweigh the cost” situation must 
be eliminated and that punishment should be severe; moreover, the punishment 
should fall specifi cally and personally on those responsible, so they will no longer 
take irresponsible chances. 

 To build trust between enterprises in the same line, we must strengthen the role 
of industry associations. Apart from guiding production and operation and coordi-
nating mutual help between enterprises, an industry association should play a big-
ger role in promoting self-discipline and mutual discipline among its member 
enterprises. Both forms of discipline are means by which the association can help 
enterprises raise their legal and moral awareness. Only by enterprises practicing 
self- and mutual discipline, reminding, stimulating, and supervising other enter-
prises in the same line can the overall credibility of that industry keep on growing. 
Within the scope of an industry association, all its member enterprises are equal 
regardless of ownership type, scale, capitalization, or length of time in business. 

7.5 Rebuilding Social Trust



166

This facilitates the practice of mutual discipline. Self-discipline, including legal and 
moral restriction, of every member enterprise is voluntary, but whether and to what 
degree an enterprise has self-discipline is supervised by the industry association and 
other enterprises of the same trade. Oversight will help an enterprise to be more 
self-disciplined. 

 It should be pointed out that the social responsibility borne by an enterprise does 
not stop at supplying quality products and services, being progressive and innova-
tive, and creating wealth and jobs: it also includes caring about public welfare, 
being ready to help the poor and adhering to the principle of trust, and treating the 
clients, public, and traders in honest fashion. An enterprise that betrays society’s 
trust, destroying its own credibility or even causing a crisis of social credibility, can-
not be said to be socially responsible. 

 Therefore, it is of real importance to propose “the necessity of rebuilding social 
trust from the perspective of the survival and development of enterprises.” From the 
perspective of international economy, the subprime lending crisis that hit the USA 
in 2007–2008 and the consequent global fi nancial crisis were intrinsically deep and 
broad credit crises and crises of social credibility. The long-term low bank interest 
rate caused investors to endlessly expand their profi t-seeking behavior. The 
unchecked spread of fi nancial derivatives made the fi nancial bubble more and more 
fragile and the quality of loans worsened by the day. Under the impact of company 
bankruptcies and bank failures, the credit system collapsed. People lost their belief 
in banks and other fi nancial bodies; neither did they trust agreements and contracts 
with trading partners. For those reasons, as the global fi nancial crisis continued, its 
impact on the real economy became more and more evident; it even started to infl uence 
consumer attitudes and behavior in the West, which in turn may have far- reaching 
infl uence on Western society. The    exposure of problems in powdered milk, liquor, 
rice, pork, soy sauce, duck eggs, salt, etc. has caused  worries over food safety. For 
example, although only a few brands of milk powder were actually involved, the 
exposure infl uenced the reputations and sales of all milk powder enterprises in 
China, and there was a scramble to buy imported brands. If the government had 
taken no countermeasures, the crisis of credibility would have continued to deteriorate. 
Thus, we can see the importance and urgency of reconstructing social trust. 

 Market order is maintained by social trust. An enterprise is supported by its own 
credibility. Consumers vote for an enterprise on the basis of their trust in its prod-
ucts. Aren’t these persuasive enough arguments for the importance of self- discipline, 
mutual discipline, and moral and legal restriction to the fate of enterprises and mar-
ket prosperity?  

7.5.2     The Need to Rebuild Social Trust: From the Perspective 
of Harmonious Interpersonal Relations 

 Everyone belongs to at least one group, and, however large or small, it always con-
sists of more than one person, and relations between people always involve the issue 
of trust. Trust is essential to the survival of a group or the maintenance of 
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interpersonal relations. Without trust, there will be no harmonious interpersonal 
relations, no social organizations, or even no society. 

 Trading activities can only be launched on the premise of trust. Everything that 
happens between traders—the buying and selling of goods and services, hiring and 
being hired, the lending of money, renting or transfer of real estate, extending credit, 
insurance, entrusted agency, etc.—start from the premise of mutual trust. Similarly, 
mutual trust is a precondition for cooperation between traders, such as coinvesting 
to establish or purchase an enterprise, joint research, and development of a project; 
discussing segmentation and coordination of market share, distribution of benefi ts, 
and united action against another trader; or employees preparing united action to 
demand more from employers. Only with trust can they reach an agreement or a 
tacit understanding. If they doubt each other, their cooperation or trade will struggle 
to continue. 

 As previously stated, in social life, the non-traded sector is often much larger 
than the traded sector. In the non-traded sector, relations such as ties among fami-
lies, clansmen, neighbors, townsmen, schoolmates, or teachers and students are not 
based on trading rules, but trust is essential here too. Without it, these relationships 
will be harmed. For the basic order and stable life of a group as small as a family, a 
village, or a residential block, the building of social trust is essential. Money is also 
involved between neighbors, townsmen, or schoolmates, but, unlike the market, it 
does not follow rules of trade. For example, if someone urgently needs to borrow 
money from neighbors, relatives, or friends, must they fi rst negotiate, write an IOU, 
fi x a rate of interest, and make pledges? This is usually not the case, because they 
rely on mutual trust. If there is no mutual trust between a childless couple, how long 
will their marriage last? A couple without trust will break up sooner or later. 

 Interpersonal relations should be harmonious, and harmony must be based on 
mutual trust. People need to cooperate, and cooperative relations are not purely 
about benefi ts: they are fi rst and foremost a requirement of social exchange, i.e., 
everyone is willing to cooperate with others in the interest of survival, overcoming 
diffi culties, and common development. You want to cooperate with others and them 
with you. Seen in this light, trust is an intrinsic need: it comes from within. 

 So we can distinguish two different scenarios: cooperation based on trust and 
trust based on cooperation. The former is the more important. 

 Let’s start with the life and work of the earliest human beings. In remote antiq-
uity, people had to trust each other in order to survive. Without market and govern-
ment, people gathered and formed a group with the same aim: to survive in the 
extremely hard environment. “You survive, I survive, and we all survive” was the 
moral foundation that gave birth to trust. Otherwise how could an individual fi nd 
enough food by himself or defend himself against wild beasts? How could he sur-
vive cold winters, snowstorms, forest fi res, and fl oods? Just take hunting, for exam-
ple. Without working together, what success could be expected? Cooperation was 
indispensable: once there was trust, there could be trust-based cooperation. 

 As humans made more and more contact over a greater range of activities, groups 
became more populous, and group-to-group contacts became more frequent, as did 
communications between individuals. We cannot say mutual trust had emerged 
between the members of one group and those of another or between their respective 

7.5 Rebuilding Social Trust



168

leaders, but the need for cooperation between groups did emerge naturally. For 
instance, if one’s own group was attacked by another coming to steal property, 
abduct people, and occupy land, it had to cooperate with other groups to resist the 
enemy. In such cases, the need for cooperation was usually put fi rst. But in such 
cases, perhaps their cooperation was based on preexisting mutual trust, built up in 
the course of previous dealings. An alternative is that there had been little previous 
contact, and the groups had not built up any mutual trust, but that this emerged 
gradually, resulting from their necessary cooperation to resist the incursions. This is 
cooperation-based trust. 

 As interpersonal relations expand over a wider fi eld, there is a concomitant 
increase in people-to-people contact and cooperation in non-traded sector. It is not 
possible to confi ne one’s dealings and cooperation to old friends: such things will 
inevitably involve new people. Therefore trust-based cooperation and cooperation- 
based trust actually coexist. Trust is absolutely essential to both. Without it, there 
can be no cooperation, and even if there has been in the past, it will be short-lived. 

 In a group, big or small, organized or non-organized, consultation and election 
among members complement each other; this is a precondition for the stability and 
development of the group. Election is a form of democracy and consultation implies 
democracy. To recognize electoral democracy but deny consultative democracy is 
not right, but nor is the converse. In the development of human society, consultative 
democracy has a much longer history than electoral. In remote antiquity, it was the 
fi rst form of democracy, and with the subsequent emergence of election, both forms 
were used. The consultative form could better ease the atmosphere and enable all 
sides to fully exchange ideas in search of a generally acceptable solution while 
retaining mutual trust and understanding. The use of election can be regarded as a 
result of consultation. Of course, this is not to discount the advantages and signifi -
cance of election: but if there was only electoral democracy and nothing else, the 
results, on the principle of “the minority subordinate to the majority,” might be less 
satisfactory than those combining the two types. 

 We have learned that in history, in the handling of group internal affairs and 
external dealings with other groups, the main principle was consultation. Election 
was used only when it was necessary to make, modify, or abolish regulations and 
conventions in a group, when it was to elect or dismiss a leader or a major function-
ary of a group, when a group was to sign or end a contract with other groups, or 
when it was to leave an organization formed with one or more other groups. But 
usually in such cases, consultative and electoral democracies were used in tandem. 

 In handling interpersonal relations, both these democratic forms are products 
of civilization passed down over thousands and thousands of years. Each histori-
cal period had its own particularities, and each nationality and country used both, 
as determined by its own customs. There was no uniformity, but the common 
foundation was mutual trust. That the group and its members should have a moral 
bottom line was a necessary condition for the normal running of consultative and 
electoral democracy. 

 Actually, interpersonal relations in the non-traded sector encompass much more 
than consultation and election. Trust is also a basic element for forming harmonious 
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interpersonal relations in these sectors. For example, within a family, if a child is 
forced by the parents to marry someone against his or her personal choice, he or she 
may leave home and perhaps even commit suicide. Trust in the parents has been 
lost. In a clan, if bullying elders hog common clan properties or take advantage of 
the weak, the clan members will rise in resistance, no longer trusting the elders. If 
someone, disregarding honor, cheats, extorts, or entraps others, he will cut himself 
off from his friends, colleagues, and neighbors, who will fi nd him loathsome. If 
someone inside an academic group is exposed for plagiarism or faking data, he will 
be ostracized, because no one trusts him anymore; if the academic group allows 
such things to go unchecked, its reputation will be seriously damaged, and fewer 
people will want to join in it. Clearly, the importance of trust or mutual trust in non- 
traded sector and the consequences of their loss are no less considerable than in the 
traded sector. 

 In conclusion, the issue of social trust crops up everywhere. In the traded sector, 
if society has lost trust, the market will be in disorder, the traders will not be sure of 
their goals, cash trading will replace trading on credit, barter trade may even replace 
trade by cash, and human society will go back to the primitive stage. This is not to 
be contemplated. The consequences would be even more pronounced in the non- 
traded sector. If society no longer had trust, no one would trust or be trusted. All 
interpersonal relations would fall apart and all social organizations collapse. Could 
such a society still enjoy stability and development?  

7.5.3     The Need to Improve Government Credibility 

 The building of social trust is a process, one in which interpersonal contacts and 
enterprise-to-enterprise trading activities are begun and expanded through the con-
stant accumulation of trust. As a behavioral agent, government has contact with the 
public and enterprises at every moment, which also involves issues of mutual trust: 
the general public and enterprises trust the government and vice versa. Such mutual 
trust accumulates with time. If the behavioral agents, including the government, do 
not trust each other, society will be in disorder, and the social ethos will deterio-
rate. Once again, we may analyze from the perspectives of the traded and the non-
traded sectors. 

 Once people enter the traded sector, they act in the capacity as traders and 
according to the rules of these sectors while never crossing the legal and moral 
bottom lines. Government, as one of the behavioral agents, is no exception. For 
example, as a purchaser, government needs to buy all kinds of products and service 
from enterprises. Government and the enterprise, as buyer and seller, respectively, 
should trade in accordance with relevant laws, rules, and regulations and on the 
principle of trust. To give a further example, in land transactions, there is a supply-
demand relationship between the government (the supply party) and the realtor 
(the demand party). The latter gets land by following certain laws, rules, and regu-
lations. Trust between the two parties is, as ever, the norm to be observed. There is 
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no exception for government. In the traded sector, sellers and purchasers are equal, 
and whether it is buyer or seller, government cannot ride roughshod over the other 
party. Only when both sides are equal and both follow the rules of these sectors can 
they build mutual trust. 

 In the non-traded sector, the situation is somewhat more complex. In addition to 
person-to-person contact, clan-to-clan contact, and relations within clans or within 
various social groups, there are also relations between government and communi-
ties, social groups, clans, families, and individuals. For example, when an individual 
pays tax to government or its affi liated department, this is not a trading relation 
between the seller and purchaser. Nor is it a trading relation when the government 
and its affi liated departments are required to aid natural disaster victims, orphans, 
and low-income families. As to the role performed by legislation and security 
departments in handling disputes among the public, this is even less of a trading 
relationship. In spite of this, government or its affi liated departments must be trust-
worthy, build mutual trust with the people concerned, and never violate laws, rules, 
or regulations in the course of their duties. 

 Then how does government win trust from the public and enterprises in traded as 
well as non-traded sector? How is mutual trust between them established? Such 
questions exist even in autocratic societies. When China was under autocratic rule, 
imperial power was paramount, and subjects were absolutely subordinate to the 
royal court. But it is evident from the importance attached to the imperial examina-
tion system during the Ming and Qing dynasties and the severe punishment meted 
out to violators of the system that imperial power of that time always tried to ensure 
the fairness and impartiality of the examination. Why so? It was to safeguard cred-
ibility of the imperial power among the public. If this was diminished, the strength 
of imperial power would be threatened. For another example: why did Chinese 
imperial power throughout the ages always honor “clean offi cials”? This too was for 
strengthening popular trust in the royal court, because for the common people, a 
“clean offi cial” was a measure of imperial credibility. Under democratic systems in 
capitalist and socialist countries alike, society is turning more attention on popular 
trust in government. An important distinction between democratic and autocratic 
systems is that under the former, the public and enterprises have many more free 
choices: If unrequired in one place, they can go elsewhere; they can migrate between 
cities and even between countries; they can change occupations; investors can with-
draw their investment or switch it to a different sector. The general public and enter-
prises also have more channels for complaint or expressing a personal view, 
criticizing the behavior of responsible departments, including exposing bribery and 
perversion of justice among government organs and staff. So, for government to 
maintain popular credibility is a tougher task than in the past. The forcefully exe-
cuted measures habitually resorted to under autocratic systems such as blocking 
information or suppressing public opinion and have already lost their base under 
democratic systems. 

 In other words, under a democratic system, because the public and enterprises 
have freedom to choose, the government has to fi nd more ways to increase its 
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credibility to suit the new situation. This is exactly what distinguishes a society 
with rule of law from a non-rule of law society. For example, in the traded sector, 
whether the government engages in the capacity of seller, purchaser, or joint 
investor, it must observe laws, rules, and contracts. Only thus can it be trusted by 
the other party to the trade or the coinvestor. At precontract stage, the other party 
can take into account the government’s track record in fulfi lling commitments and 
on the basis of this decide whether to sign the contract or to withdraw. If the con-
tract has been signed and the trade is underway to the detriment of the other party, 
then, once bitten twice shy, it will not cooperate with government again. If the 
government does not comply with the contract or fulfi ll its promises, it is destroy-
ing its own credibility and will hardly be trusted by the public and enterprises. In 
the traded sector, both parties are equal: both parties are free agents in the choice, 
and neither should cross the legal and moral bottom lines. 

 In the non-traded sector, the role of the government is special: It usually appears 
in the capacity of manager and servant of public affairs and not as a trader. In such 
cases, to keep and improve its public credibility, the foremost issue is positioning 
itself correctly, not the observance of trading rules or similar. In traded sector, 
although the government can be a trading party or a joint investor, it is at the same 
time the manager and servant of public affairs. Irrespective of whether both or just 
one of the trading parties are enterprises, the government still plays that public 
affairs role. Therefore, in the non-traded sector, if the government wants to main-
tain and improve its credibility, its priority should be to fulfi ll that role in a way that 
wins it public trust. If government staff abuse their power, show partiality to some 
and treat others unfairly, engage in cover-ups, and cheat the public and if they 
exploit their positions of authority, break the law, and cross legal and moral bottom 
lines for personal gain, this will drag down public trust in the government. 

 In both sectors under discussion, government credibility is something that builds 
up gradually but can be destroyed in an instant. Just like a big dam, it has to be built, 
maintained, and reinforced over a long time, but it is vulnerable to sudden collapse 
after a huge storm and deluge. The government should keep alert to this, be vigilant, 
and never let such disaster strike its credibility. 

 To improve government credibility with the public, these four aspects will need 
to be tackled: 

 1. Although laws, regulations, and policies are not necessarily perfect in their 
newborn form, they are still better than none at all. A situation devoid of laws and 
policies will make government staff more casual in managing public affairs, and 
thus government credibility will decrease. Of course, laws, regulations, and policies 
should be made as scientifi c and rational as possible and take into account the opin-
ions of experts, scholars, experienced civil servants, and representatives of the pub-
lic. Once put into effect, the government should try by various methods to monitor 
how they are being implemented, discover problems and defects, and revise them 
according to offi cial procedures. But before revising, one should protect the stabil-
ity of laws, regulations, and policies and not change them casually; such an approach 
will damage government credibility. 
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 2. Government staff must become more integrity conscious. This is because 
they directly handle public affairs and, being at the interface of public and gov-
ernment, represent its image. Low credibility is in many cases caused by gov-
ernment staff failing to handle affairs according to law, ignoring policies, or 
being  untrustworthy. And corrupt behaviors gaining personal benefi ts by abus-
ing power receiving and even extorting bribes are even more deadly to govern-
ment credibility. Therefore, there must be a mechanism to supervise government 
staff and to keep them clean and just, so as to safeguard their own image and 
that of the government. 

 3. In a time when China is still in transition between the planned and the market 
economy and further reform is needed, it is necessary to combine efforts to raise 
government credibility with efforts to deepen system reform, since measures for 
handling public affairs under the planned system are not suitable for the market 
economy. In the traded sector, once power gets involved in trade, there will be rent 
seeking, a phenomenon very liable to emerge in the economic transition. This is 
because the formulation and allocation of quotas, prevalent under the planned sys-
tem, often came about through the manipulation of power and provided a hotbed for 
rent seeking. In the transitional period, the quota system lingers on in some indus-
tries, so the double-track system becomes a feature of this period, one that can also 
give rise to rent seeking. All these make the public more suspicious of government. 
In the non-traded sector, because the supply of some public products often does not 
meet demand, when supply and demand are under stress, the competent depart-
ments and government staff may use their power to intervene. Some recent frequent 
examples in China are parents competing for places at the choicest kindergarten, 
primary and middle schools for their children, patients competing for their preferred 
hospitals and doctors, applicants for affordable housing demanding decent loca-
tions, etc. Thus, deeper system reform is necessary in the traded and the non-traded 
sector alike. The persistence in the traded sector of quotas, government procure-
ment, and double-track and industrial monopoly systems has a great deal to do with 
to the imperfections of system reform. In the non-traded sector, the question of 
fairness in supply and distribution of public goods can be resolved only through 
deeper system reform. In light of this, system reform is very pertinent to govern-
ment credibility. 

 4. Since modern economy is a credit economy, government as one of its behav-
ioral agents must be credible and trustworthy both in the trade and non-traded sec-
tor. However, a modern economic system as a credit-based system cannot be 
perfected with sole reliance on a certain kind of behavioral agent. In this kind of 
social credit system, the government is not only a trader but an administrator and 
servant of public affairs. As such, it is responsible for helping advance the establish-
ment of social credit, which will in turn help improve mutual trust between the 
government, the public, and enterprises. In other words, building a social credit 
system is a measure for improving government credibility. 

 What is a social credit system, how does one build it, and where can government 
play a role? We will discuss these questions in the next part.  
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7.5.4     Building a Social Credit System 

 There are three main aspects of social credit: individual credit, intermediary agency 
credit, and enterprise credit. Individual credit means: In a credit society and credit 
economy, the credit of an individual as a member of society and trader in the market 
should be known by others and the intermediary agencies before he can have deal-
ings with others or be accepted by other parties to the trade. To build a social credit 
system, a suitable individual credit rating system and the compiling of individual 
credit records are both necessary. 

 Credit of intermediary agency credit: Intermediary agencies engaged in credit 
surveys, credit collection, credit information, credit evaluation, credit guarantee, 
etc., and also face questions of credibility. Are they themselves credible, fair, and 
just, are their ratings authoritative, and are their responsibilities as important as their 
powers? If banks, insurance companies, securities companies, or loan and trust 
companies have departments for collecting data on individual or enterprise credit, 
they should come under the intermediary agency credit system. 

 Enterprise credit: Apart from intermediary agency credit, all enterprises includ-
ing insurance companies, securities companies, and loan and trust companies face 
questions of credibility. As regards an enterprise, the true situation of its assets, 
balance sheet, ability to repay, profi tability, reputation, and credit management is all 
of concern to society. Financial enterprises face special issues in addition to the 
above-listed questions of credibility, for example, bank risk in lending to enter-
prises, in issuing credit cards, of granting personal loans, the possible impact of 
international fi nance, and risk resilience. All of the above concern society. 

 Therefore, a social credit system is actually a tripartite one that comprises indi-
vidual credit system, intermediary agency credit system, and enterprise credit sys-
tem. One opinion holds that the scope of the intermediary agency credit system 
should be expanded to encompass asset evaluation agencies, accounting fi rms, 
auditing offi ces, law fi rms, etc., since their business also involves credit evaluation 
and one of their outputs is to clearly show society the credit status of some individu-
als and enterprises. Therefore, the credibility of these agencies themselves is very 
important. Otherwise, how much trust can one have in the output of an intermediary 
agency that is itself non-credible? 

 So, what should be the government role in building a social credit system? 
Should the credit of the government itself be included? These are questions of a dif-
ferent order, and we shall discuss them separately. 

 The fi rst question: What should be the government role in building a social credit 
system? There are four aspects to this: Firstly, it is expected to provide a sound legal 
environment for the building of this system, so that individual, intermediary agency, 
and enterprise credit systems all have laws or rules to follow. Secondly, it is expected 
to provide technical support for the building of such a system. In particular, the 
building of a credit database should be accelerated with government support. That 
is to say, it is far from enough for the intermediary credit agencies alone to concern 
themselves with the building of a credit database, so government must play a  leading 
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role and help to realize the sharing of information resources by the whole society. 
Thirdly, the government should be a role model, improving the credibility of its staff 
and itself, spurring all practitioners of credit business to improve their own credibil-
ity and stick to legal and moral bottom lines, thereby increasing mutual trust between 
themselves and the public. Fourthly, the government should put more effort into the 
administration of social credit, especially the credit status of intermediary credit 
agencies and of enterprises. The role of the government in this respect is irreplace-
able by any social group (including industry associations), because the credit infor-
mation relating to an enterprise is widely dispersed among banks, tax, customs, 
quality supervision, justice, business administration departments, etc. It is hard to 
learn or to make a realistic evaluation of an enterprise’s credit standing without 
combining the information from all departments and making a holistic analysis. No 
intermediary credit agency has the same competency as government to undertake 
such a role. After all, the credit status of such agencies is also under the administra-
tion of relevant government departments. 

 The next question: Should the credit of the government itself be included in this 
system? We will approach it from two angles. 

 One angle is: The credit of the government is the credit of the country. To main-
tain the country’s credit, the government must have the trust of its own people plus 
the trust of other countries and international organizations. But these things are not 
what the social credit system is intended to solve. In terms of technology, we can 
rely on intermediary credit agencies to assess the credit of enterprises; we can rely 
on government departments to integrate information and administer the credit status 
of enterprises and evaluations by intermediary agencies; we can also evaluate the 
credit status of enterprises and intermediary credit agencies on the basis of certain 
criteria. But how are we to rate government credit? Are intermediary credit agencies 
competent to do this job? What criteria can they adopt as quantitative measures? 
Would their evaluation have any validity? This is a tough and as yet unsolved ques-
tion that requires further study. If foreign rating agencies produced evaluations of 
China’s national credit, what degree of credibility would the results show? 

 The other angle is this: the credit of individual government staff cannot be taken 
as representative of the whole country nor can the credit of a local government be 
taken as representative of the country and the central government. The reason is 
simple: individual government employees conduct themselves differently—some are 
honest and clean in performance of their offi cial duties, whereas some violate laws 
and regulations, take bribes, or are derelict in their duties. The latter types will be 
deemed as harming the government image, and if they work in agencies relating to 
foreign affairs, they will be deemed as harming the national image, but this is not the 
same thing as the credit status of a country or a government. Furthermore, the behav-
iors of local governments (from provincial and municipal to county and town) such 
as breaking contracts, refusing to repay debts, etc., will harm the image of these 
governments. If those behaviors involve the interests of foreign businessmen, they 
will harm the national image: but they do not equate to the credit status of a country, 
either, since the credit of any local government cannot be taken as representing that 
of the central government and the whole country. 
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 Of course, the behavior of government employees should be checked and 
supervised so that they will not do anything injurious to the government image. 
Local government behaviors such as reneging on promises to domestic and for-
eign enterprises should be given due attention and addressed according to law lest 
they harm the image of the government and the country. This is essential if gov-
ernment credibility and the national image are to be improved. If foreign busi-
nessmen dealing with specifi c government employees or negotiating with specifi c 
local governments encounter violations of law, untrustworthy behaviors, and 
attempts to extort bribes, how can this not be detrimental to the national image? 

 Finally, one must analyze the role of trade associations in building a social credit 
system. Trade associations and chambers of commerce are intermediary organiza-
tions and can play a larger role in building a social credit system, such as promoting 
self-discipline and self-management of the trade; launching activities among enter-
prises in the same line involving mutual trust, mutual discipline, mutual protection 
and mutual loaning, etc.; actively taking over some functions transferred from gov-
ernment; and fi lling the gap left after the government role changes. When some or 
the majority of enterprises in a particular trade face losing credit for various reasons, 
the trade association or chamber of commerce can appeal on behalf of the trade and 
its members to protect their rights. At the same time, the rather rapid development 
of a trade and the constant emergence of new trades will encourage the establish-
ment of new trade associations and chambers of commerce. The founding should be 
based on the principles of voluntary start-up, independent election of presidents, 
collection of funds, and hiring of staff. All in all, by increasing the self-discipline of 
enterprises, supporting and encouraging the development of private enterprises, and 
improving the caliber of private entrepreneurs, trade associations can play a rather 
important role in building a complete social credit system.      
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                             Conclusion 

 I believe, on the basis of the foregoing, most researchers will agree that regulation 
by custom and morality should be a focus of academic study in economics research. 

 Normally, morality and ethics are not in themselves the objects of economic 
studies, since the main issue of concern to economics is allocation of resources. The 
effi cacy of resource allocation directly infl uences the degree and fl uctuation of effi -
ciency, which in turn has a bearing on normal social and economic operation and 
improvement or decline in living standards. Therefore, for a long time academic 
economists have focused on the following questions:

    1.    In certain productivity conditions, what kind of economic system or mechanism 
can bring about more effective resource allocation, more regular social and eco-
nomic operation and faster improvement in living standards?   

   2.    Under a certain economic system or mechanism, what means of regulation can 
bring about more effective resource allocation, more regular social and economic 
operation and faster improvement in living standards?   

   3.    In certain productivity conditions, how to make the existing economic system or 
mechanism transit to a system or mechanism capable of bringing about more 
effective resource allocation, more regular social and economic operation and 
faster improvement in living standards?   

   4.    Under a certain economic system or mechanism, how to make existing means of 
regulation transform into means capable of bringing about more effective 
resource allocation, more regular social and economic operation and faster 
improvement in living standards?     

 Those questions of interest to economists are beyond the sphere of scholars in 
other fi elds including that of ethics. Each discipline has its own specifi c research 
subject and topics. 

 However, as expounded in this book, what effects resource allocation, socio- 
economic operations and living standards is not just the power of market or govern-
ment, but that of custom and morality, not only regulation by market and government, 
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but regulation by custom and morality. Thus, it is impossible for economists to 
exclude from their research the economic role of regulation by custom and morality. 
In this sense, research on regulation by custom and morality, like that on regulation 
by market and government, will bring greater depth, thoroughness and realism to 
study of resource allocation, socioeconomic operation and living standards. 
Obviously, such study can be taken as a task of economists or at least a common 
task of economists and scholars of ethics. 

 The important role of regulation by custom and morality in resource allocation, 
socioeconomic operation and living standards is reason enough for economists to 
include it in their research. For further understanding, we can examine the question 
from two more perspectives, namely, the mission of economics and the levels of 
economics research. 

 Let us fi rst talk about the mission of economics. In  Economics and Political 
Science of Socialism , I have a paragraph: “Having studied economics, one should 
know what ‘is worth aiming for,’ what ‘ought to be fought for,’ what ‘is not worth 
aiming for’ and what ‘ought not to be fought for’ in economy. To be specifi c, to 
study economics is for telling right from wrong in economy and for defi ning what 
one should approve and what one should deny. Only in this way can one have direc-
tion and a sense of right and wrong. This is the social instruction function of eco-
nomics….Having studied economics and knowing what ‘is worth aiming for’ and 
what ‘ought to be fought for,’ one should further learn how to go about making 
those aspirations reality as soon as possible. This is the social design function of 
economics.” 1  

 Therefore, we defi ne economics as a science of social instruction and social 
design. Proceeding from this defi nition, we are clear that things such as moral 
norms, ethical standards and criteria for judging right and wrong play important 
roles not only in economic life but in economics research too. As we know, both 
prescriptive research and empirical research are indispensable for economics. And 
each method has its application scope. But in economics, prescriptive research is 
different from empirical research in the fact that the former only involves the judg-
ment of right and wrong, whereas the judgment of right and wrong is the precondi-
tion of the latter. If prescriptive research has ascertained whether certain economic 
behaviors should be affi rmed or condemned from a moral standpoint, then the 
empirical research on such economic behaviors will be very meaningful. That is to 
say, only when there are established criteria for judging right and wrong can eco-
nomics combine these two kinds of research and play its due role of social instruc-
tion and social design. 

 From a macro perspective, economics as a science of social instruction tells us how 
to evaluate a system or mechanism, how to formulate and realize social development 
targets, including how to mobilize initiative and creativity so that people will sponta-
neously work hard for these targets. The role of moral factors fi nds full embodiment 
in such spontaneous effort. As a science of social design, economics tells us how to 
make reality of the goals that ought to be fought for and how to work out feasible 

1   See Li Yining [ 1 , p. 532]. 
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measures. Here the judgment of economic right and wrong is still indispensable: what 
meaning could such measures have if we cannot explain what social development 
targets we should be striving for? 

 Now, let us analyze the levels of economics research and explain why we must 
give weight to moral factors in economic research. 

 On this question, I refer readers to what I said in  System, Target & People: 
Challenges of Economics : “The reason we call the three research levels of system, 
target and people the key research topic of our time is because, from the perspective 
of the rapid development of science and technology, each level refl ects a specifi c 
aspect of the relation between science and technology and socio-economic change 
and each level has a direct bearing on the development of science and technology. 
Take research on ‘system’ as a case in point. What kind of economic system can 
effectively allocate resources and spur the development of science and technology? 
What new requirements will non-stop development of science and technology make 
on their economic system? In the course of developing science and technology, in 
which direction will economic mechanisms evolve? …Now take research on ‘tar-
get.’ When considering the development of science and technology, how does one 
integrate economic demands with social demands when drawing up development 
targets? How to be more realistic when drawing up enterprise targets and suit them 
to actual state of development of science and technology? …Take the research on 
‘people’ for example. When science and technology are developing all the time, 
how will the connotations of welfare change? How are we to understand quality of 
life? How to ensure that development of science and technology benefi ts rather than 
sacrifi ces the development of people? …” 2  

 Of these three research levels, the “people” level is seen as the highest. For many 
years post-1949, when “standard old culture” still existed and the “old culture in 
new clothes” dominated behavior and distorted minds, all research on “people” was 
forbidden, as was any discussion on the subject. Referring once more to  System, 
Target & People: Challenges of Economics , I ask: “Is ‘not starving to death’ the 
meaning of ‘welfare’? If people have consumer goods that can maintain the lowest 
living standard, is that enough? Should workers be satisfi ed with their life and never 
ask for better, provided that life now compares favorably with pre-Liberation times 
when people survived on chaff? What kind of logic is that? Asceticism should never 
be taken as the moral standard of socialist society. The basic living standard should 
not be a frontier that people can never cross. In those unprecedented times, many 
acts violating the interests of the people and of the revolution were performed ‘in 
the name of the people’ and ‘in the name of revolution.’ The formula ‘in the name 
of the people,’ so righteous and convincing, spread asceticism among workers and 
required them to be self-restrained, while people spending the country’s wealth so 
lavishly ‘in the name of revolution’ always seemingly so justifi ed and at ease. Your 
enduring hardship is ‘in the interests of the people,’ and his unrestrained indulgence 
is ‘in the interests of the people’ too. For making things like this seem reasonable, 

2   See Li Yining [ 2 , p. 12]. 
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obscurantist policy was essential. Under the rule of such ideology, it is meaningless 
to talk about improving living standards or realizing socialist production targets.” 3  

 In view of this, economics research must foreground the question of concern for, 
respect for and cultivation of people. In economics, many questions of a fundamen-
tal nature can be explained only when they are examined at the level of “people.” 
We should also remember that economic research is conducted by “people,” and 
that they are subjects as well as objects of such study. In other words, economics 
research is “people-on-people” research, the former being the subjects carrying it 
out and the latter the objects. But both people are “social people,” who live in real-
ity, have their own ideas, aspirations and sentiments and their own judgment of right 
and wrong, their own choices, experience and lessons. At the same time, people 
always live as members of one or more groups, and must coordinate with the group, 
co-exist with people around and work hard to realize group target on the basis of 
their identifi cation with the group. In this process, moral factors keep on infl uencing 
them both as subjects and objects, adjusting their attitudes and actions. Without 
studying the role of moral factors in economics, it is obviously not easy to clarify 
“people-level” questions, nor will it be easy to correct and penetrative explanations 
to questions at the other two levels—“system” and “target.” It follows that econom-
ics research cannot avoid going into morality and ethics.   
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