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Bellman R. and S Dreyfus Applied Dynamic Programming. Princeton N. J. Princeton University
Press 1962.

Principle of Optimal Allocation and Its
Applications

YusHi Mao
Unirule Ingitute of Economics

Abstract The problem deat with in this paper is how to allocate resources to achieve maxi-
mum effectiveness. Starting from a ssimple problem to distribute chemical fertilizer on two plots of
land to obtain maximum yield by continuous improvements on the margin  the method of Lagrange
Multiplier can be deducted. This idea can be extended to dynamic problems. Borrowing the prob-
lem of Brachistochrone to find a path descending along which a movable particle is to reach a given
point in a vertical plane in the shortest time by the force of gravity the same idea of resources alo-
cation is applied to dynamic cases where the height difference is treated as resources. Through fur-
ther generdization the Euler differential equation in calculus of variation can be derived. The
Principle of Optimal Allocation is a fundamental principle of optimization and explains the economic
meanings of bath the Lagrange Multiplier method and the Euler equation in calculus of variation.
This Principle has a wide area of applications.
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The Deposit-Loan Gap in China Historical
Evidence and Implications

YANG WANG
Jiangxi Univerdgty of Finance & Economics

Abstract Snce 1994 the gap between loans and depasits in Chinese financia institutions
has increased gradually to a point that catches the attention of economists and pdicy makers. This
paper aims at offering a new and proper perspective on the gap. The author believes that differences
among different financia institutions are crucia to the analysis of the deposit-loan gap. With a re-
view of the evolution of the Chinese banking system and credit management system we have dis-
cussed the changed implications of the deposit-loan gap. In the last section we aso link the gap to
excessive liquidities in deposit institutions and find that excess foreign exchange reserves are the
underlying cause for the depasit-loan gap and excessive liquidities.
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Evidence from Panel Data
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Abstract  This paper investigates recent trends and micro-foundations of the spatial concen-

tration of China's manufacturing industries using representative firm-level data. It is found that the

overall industrial agglomeration in China has increased steadily in recent years. It is aso found
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Abstract  This paper uses 1988 and 1995 data from a national household survey to document

wages and returns to education for a large number of cities during China's economic transition. Be-

tween these two years average real wages and returns to education increased et their spatial dis-

persions acress cities widened dramatically. Although there was no sign of significant wage conver-

gen

ce in Chinese cities during this period the wage convergence rate of non-skilled labor is higher

than that of skilled labor. Based on these empirical results we propose to set up an integrated na-
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Health Care System in Rural China A Quantitative
Approach Based on Heterogeneous Individuals

JN FENG ZHENG SonG
Fudan Univergty

Abstract  This paper aims at providing some responses to the following three hotly debated is-
sues regarding China's new rural cooperative medical system CMS  which was launched at the
beginning of 2003. Firstly how many people would join the system voluntarily Secondly can the
system be self-balanced And thirdly would the lump-sum tax benefit the rich more than the poor
We build a decision model with heterogeneous agents and compute the implications of the CMS and
find under certain conditions the system can be self-financed and sustained and the rate of partici-
pation could be higher than 90%. Moreover it is the unhealthy poorer that benefit more from
the CMS.
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Foreign Investment in Modern China
the Size and the Effect

Decal YANG
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Abstract The received wisdom is that foreign investment in modern China was an important
factor that blocked Chinese economic development in the early twenty century. This paper analyzes
the size and profit margin of foreign investment in modern China. It also analyzes the development
of domestic enterprises in the years when foreign investment increased steadily. We find that the
pasitive effects of foreign direct investment to domestic enterprises are highly significant. Foreign

investment was not a factor that blocked China’ s economic development but a factor contributing to
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Abstract Based on areview of relevant literature in the history of economic thought this pa-
per shows that it is time to make some reflections on the nature role and significance of economics
in the current situation of the dynamic growth of the Chinese economy and the theoretical economics
in China. Section Two finds that along with transformation from“ padlitical economy” to“ econom-
ics’ economists' understanding of the nature and role of economics also changed. Section Three
discusses the question whether economics could become a socia science of value-free or not and
finds that any schod in history of economic thought may have some value judgment and ethical
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the" natural order” or* providence’ in human economic and social reality. Section Four discusses
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Abstract When non-market interaction exists the result of sorting as a market equilibrium
shows that  people are stratified by income level and social status. A typical kind of sorting is resi-
dential segregation in the real world. Sorting has significantly negeative effects on income human
capital accumulation and public good consumption for people with loa~income. Based on empirica
studies government should make some public pdlicies to mitigate the negative effect of sorting and
residential segregation thus to promote economic development and social harmony.
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