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Abstract; The past 38 years have witnessed a conspic-
uous success of the reform of state-owned enterprises
(SOEs) in improving their economic efficiency, yet there
remain many controversies over where and how the reform
shall proceed. The lack of consensus is most prominent re-
garding: (1) the nature and the goal in operation of SOEs
that are inherently multi-objective players buttressing gov-
ernment policies and sharing responsibility for social chal-
lenges; (2) a set of balanced and effective criteria for as-
sessing the performance of SOEs and their standing in the e-
conomy.

This report stresses that the overall goal of China’s eco-
nomiec reform is to build a socialist market economy. On one
hand, the fundamental institution of socialism necessitates a
dominant position for public ownership in the economy. A
group of SOEs need to go large, strong, and competitive,
commensurate with China’s stature as a large developing
country in economic transition. On the other, we should
foster private sector development and reform SOEs, in order
for the market mechanism to play a decisive role in resource
allocation. Therefore, the public sector and the private sec-
tor are not mutually incompatible. They can instead co-

prosper and co-progress. The key is to ensure that they spe-
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cialize in areas of their respective comparative advantage.

This report argues that it is logically paradoxical to ex-
periment with market solutions of the SOEs reform within
the framework of state ownership because of the inextricable
problems of (1) decoupling government bodies from busi-
ness entities, and (2) transferability of ownership rights.
This is why neither the responsibility system nor the share-
holding system eradicated traditional drawbacks of SOEs. In
fact, uniform marketization of all SOEs is deemed unneces-
sary. We should choose different modes of reform for differ-
ent types of SOEs according to a function-oriented classifi-
cation wherein types are determined by product nature and
industry characteristics. SOEs providing public goods
should be state-owned and state-operated. SOEs with mo-
nopolistic nature should be state-owned and state-con-
trolled. Some competitive SOEs should undergo sharehold-
ing restructuring to diversify ownership, while others should
be privatized.

In the meantime, the scope of SOEs should also vary
with different stages of the innovation process. In so doing,
we can construct a framework for coordination and coopera-
tion, in which both the state and the private sector “ ad-

vance” and neither “retreats” , that facilitates the innova-
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tion-driven development strategy. Guided by the principle
of the classification-based reform, we should promote the
mixed-ownership reform of SOEs in the following way:
“long-run-perspective-oriented” mix in public goods provi-
sion, “control-rights-oriented” mix in natural monopolies,
and “liquidity-oriented” mix in competitive sectors.

The classification-based reform requires a reform of the
state-owned assets management system. In public goods
provision, the State-owned Assets Supervision and Adminis-
tration Commission ( SASAC) is responsible for supervising
the SOEs in their totality and their assets, with an emphasis
on the former. In natural monopolies, the SASAC is respon-
sible for supervising the SOEs’ assets and capital, with an
emphasis on the former. In competitive sectors, the SASAC
is responsible for supervising the SOEs’ capital only.

Under the logic of stakeholder cooperation, we should
push the innovation of different governance structures of
SOEs according to the classification: a governance structure
that combines insider decision-making and outsider supervi-
sion for state-owned and state-operated enterprises in public
goods provision, a governance structure that combines co-
governance of the board of directors, co-supervision of the

board of supervisors, and outsider contingent governance for
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state-owned and state-controlled enterprises in natural mo-
nopolies, and a governance structure that combines co-gov-
ernance and contingent governance in competitive sectors.

On the basis of governance structure innovation, we
should also build different incentive mechanisms for SOE
managers according to the classification. In public goods
provisions, top managers of SOEs should be incentivized by
job promotion and compensation, with an emphasis on the
former. In natural monopolies, top managers of SOEs ap-
pointed by the Organization Department of the CPC Central
Committee should be incentivized mainly by job promotion
with a supplement of compensation, top managers appointed
by the SASAC and local governments should be incentivized
by both job promotion and compensation, and professional
managers recruited from labor markets should be incentiv-
ized by competitive compensation. In competitive sectors,
top managers of SOEs should be incentivized by competitive
compensation.

Keywords: State-owned enterprises; Classification-

based reform; Mixed ownership; State-owned assets man-

agement system; Corporate governance structure
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