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ABSTRACT

Significance , Purpose and Methodology for Industrial Studies

The purpose of this book is to describe, through an
cmpirical study of a number of typical industries, the
growth and cfficiency of the Chinese manufacturing and
telecommunication  industries and the organizational
changes they have undergone during the transition of the
Chinese economic system towards the market cconomy ,
and to point out their significance to the theory on cco-
nomic transition and the practice of reform.

The process of the transition of the Chinese economic
system bears a striking difference from the dogmas of ma-
instream Western economics and the practice of the Soviet
Union and cast European countries. Quite a few economists
mainstay Western economists in particular, have found it
hard to account for the process of the reform in China and
the achievements it has made. By the mid-1990s, that is,
nearly two decades after the beginning of reform, the Chi-
nese cconomic system was still obviously deviating or even
departing from the dogmas of mainstream cconomics. As

indications of this, state enterprises were still occupying an



important position ; state enterprises and collective enterprises in cities and rural
areas were still operating in the absence of a well-defined division of property
rights; competing enterprises found themselves confronted with different
laws, budget constraints and policies; the reform of the financial department
was still not in a position to impose hard financial discipline on enterprises ; and
the government was still intervening in enterprises to a degree that went far
beyond the tolerance of the market economy. However, it was precisely in the
process of this® incomplete” reform that China had maintained a growth rate
that was virtually the highest in the world for nearly two decades, achieved
substantial changes in the economic system, and freed social stability from a
sustained and serious onslaught.

The methodology and achievements of the reform in China have com-
manded the attention of many scholars at home and abroad. Since the begin-
ning of the 1990s large numbers of writings on what is known as the Chi-
nese mode of progressive reform have appeared. However, some of the dis-
cussions, especially those among Chinese scholars, are mere theoretical hypot-
heses that lack the support of systematic facts and statistics even though they
have provided a wealth of penetrating and inspiring viewpoints and new theo-
retical perspectives. Some foreign scholars, some of them working together
with Chinese colleagues, have achieved influential research results with the
support of systematic statistics. However, their researches are mostly based
on aggregate statistics on an entire industry.Though studies of such aggregate
statistics have helped deepen the understanding of the overall situation in Chi-
nese industrial reform, they have neglected a major question that needs to be
answered before anything else, that is, is there any striking difference
between industries in terms of reform process and characteristics? If such a
difference is not so obvious, then these aggregate statistics can be regarded as
true reflections of the reform as a whole. If the difference is quite obvious,
then these statistics can at best be regarded as the mean value of a group of
vastly different statistics and, therefore, cannot represent the general features

of the reform.



Practice has shown that during the transition of the Chinese economic sys-
tem, the changes that have taken place in different industries are both similar
and strikingly dissimilar. This is especially true with traditional system and
market-oriented systems — many believe that the process of their interaction
and the role they play are similar in the reform of different industries, but in
actual fact they are very different. Likewise, the market-oriented reform has a
different impact on the achievements and efficiency of different industries.
Some industries — such as the manufacturing of household electric appliances,
motorcycles and telecommunications equipment — enjoy high-speed growth,
their products and technology are being upgraded rapidly, their production is
gradually concentrated on a tiny number of advantageous enterprises, and their
comprchensive competitiveness is obviously on the rise, thereby providing
forceful backing for those who believe that reform has helped promote growth.
Some industries, such as the textile industry, are a different story. Despite their
carly beginning in reform, their growth is tardy, their economic efficiency is
low, and some of them are even suffering complete financial losses, thereby
giving grounds for those who call for tightening up government control. More
industries, however, find themselves somewhere between these two extremes.
Why such difference in performance and economic results? This is a
theoretical issue that has interested so many scholars. More importantly, to
give convincing interpretation to such a difference will help deepening our un-
derstanding of the market economy and the significance of reform.

The study of different industries also enables us to judge, from among a
host of other factors, the influence of the economic reform on the development
of a given industry. Economists at home and abroad pay special attention to the
influence of the economic system on cconomic growth. However, the reform
has a different influence on different industries. For instance, the high growth
of an industry seems to be so closely associated with the fast development of
the non-state sector that it gives the impression that such a high growth is pred-
icated on non-state economy. But it is highly possible that the high growth

rates of non-state sector and industrial output are both decided by other varia-



bles. These industries are those which should grow robustly during the current
period of economic development, whereas non-state investors have come in
droves because they have seen their potentials for high growth. In the same to-
ken, when an industry grows slowly and is handicapped by low economic effi-
ciency, it is possible because it lacks the impetus from the non-state economic
sector, but it may also be attributed to the fact that the industry has entered a
period of stagnation or decline. Not every major change that has taken place in
the Chinese cconomic development over the last decades can be interpreted
from the perspective of the cconomic reform. There are. mecanwhile, contrary
cases in which the factor of economic reform may be neglected. For instance,
the drop of the profit ratec may be observed together with the development of
large numbers of medium and small-sized enterprises and both factors may be
regarded as highly relative in our studies. In a country in transition like China,
or at east in certain industries, these two factors are also closely associated with
such system-related factors as deregulation of entry and breakdown of monopo-
ly.

To sum up,in China,a large country in transition and in which diverse
factors change simultancously and the industries perform differently from one
another , important information that can be dispensed with in aggregate studies
can be obtained from an empirical study of different industries. Such study
of different industries is not only of important significance to understand the
process of the transition of the Chinese system, but also helps understand the
difference of the Chinese way of transition from other countrics in transi-

tion.

Structure of the Book

The book is divided up into six chapters.

Chapter One gives a general introduction to the book. Apart from a
summary of the major findings from a study of various industries, the chap-
ter also provides information and statistics concerning the overall situation of

a given industry. Section One raises the major issues that will be involved in



the study of the transition of the economic system and industrial
development. Section Two features three different standards for judging the
degree of the transition, that is: 1) Rule-of-the-game standard : Which is pla-
ying a leading role in resource allocation — the market mechanism or govern-
ment control? 2) Behavior standard : Judging from an enterprise’s behavior, is
it akin to an enterprise under the planned economy or under the market econ-
omy? 3) Efficiency standard: What does the level of the profit rates of
different industries show — the tendency of the planned cconomy towards
dispersion or the tendency of the market economy towards equalization?

Section Three in Chapter One stresses the impact of the transition of the
cconomic system on the growth, efficiency and organizational changes of the
manufacturing industry. Its major contents include: 1) The relationship be-
tween changes of ownership and growth, which fails to show the positive
correlation between the growth of the non-state economic sector and the
growth of the entire industry. 2) The influence of the transition of the eco-
nomic system on the efficiency and profit of the manufacturing industry .
Generally speaking, the efficiency of the manufacturing industry has increased
to certain extent thanks to intensified competition, but its profit has dimin-
ished because of the breakdown of the pre-reform monopolized production
structure and also because of changes in the relationship of distribution. 3)
The transition of the economic system and changes in the industrial organiza-
tion. A study of the numbers of large, medium and small-sized enterprises
and their shares in the total output indicates that since the beginning of the
reform, the proportion of large enterprises in the total number of enterprises
and their shares in the total output have been growing slowly but steadily in a
sustained manner. The CRn was declining throughout the 1980s, but the
output of the few top-ranking enterprises was growing remarkably. The de-
cline of the CRn is attributed mainly to the influence of the drastic expansion
of the general scale of the industry. During the 1990s the degree of produc-
tion concentration of various industries has obviously been on the risc.

The relationship between the starting point of the reform and the meth-



ods for reform is studied in Section Four of Chapter One. A number of
scholars who believe that the situation of China is somewhat special believe
that the Chinese industrial structure prior to reform was highly decentralized,
that an oppressive competitive structure already existed on the Chinese market
for manufactured goods. and that once the government control was
weakened, a competitive market would quickly emerge. The book’s study of
various industries indicates that on the eve of the reform, potential
competitive forces did exist in the Chinese industry, and that if the
enterprises and local governments were allowed to seck profit, a pattern of
intense competition would emerge immediately.

Section Five of Chapter One deals with the relationship of the distortion
of the transition process and the predicament of the industry. A number of
industries began the process of transition in the product market, and quickly
brought about a competitive structure in the product market. Then the eco-
nomic system began its transition in other fields in different procedures and
at different speeds, with differences that can account to a large extent for the
varying situation in different industries. The distortion of the transition man-
ifests itself in the following aspects. First, after the product market was
opened for competition, the government continued to control the distribution
and prices of major productive factors for a considerably long period of time.
Second, the property right reform was lagging behind for a long time, and
the problem of soft budgets of state enterprise was not resolved as well.

Section Six of Chapter One deals with the relationship of the salient fea-
tures of an industry and its development. The influence is mainly shown in
three aspects. First, the influence of the industrial cycle on the development
of the industry. Second, the influence of the industrial cycle on enterprise be-
havior.Third, the influence of assets specialty and technical characteristics on
the situation of the industry. Section Seven makes a brief summary of the sa-
lient features of the competition and behavior in the telecommunications in-
dustry.

Section Eight of Chapter One is devoted to a study of government inter-



vention in the process of economic transition. The behavior of the
government in this regard is of dual characters. On the one hand, it promotes
the transition and development of the manufacturing industry through abolis-
hing the control or acquiescence in the relaxation of control, and on the other
hand , it intervenes in the development of the industry in various ways, inclu-
ding the planning for the allocation of major productive factors, the adminis-
trative procedure for the approval of projects, the control of import and
export quotas and foreign exchange, intervention in the decision-making
process and other activities in an enterprise, arranging the relations in property
rights and coordination by administrative means. The influence of
government intervention can be positive or negative, but generally speaking,
it seldom produces good results. First of all, government intervention is often
based on mistaken forecasts, and its plans are often deviated from reality.
Secondly , government intervention is based on irrational motives and behav-
ior, the related policies are not always formulated according to the overall in-
terests . and , therefore, the actual behavior of intervention is often based on
departmental or local interests. In all, the process of high-speed development
of many industries since the adoption of reform is one in which government
forecasts are broken through, government plans eschewed, and government
intervention shaken off. If government plans for industrial development and
government intervention based on such plans were carried out, the develop-
ment of these industries would be retarded, and the progressive reform
slowed down considerably .

Chapter Two studies television industry in transition process. The process
of transition in television industry can be summarized as follows: 1) Decen-
tralization of investment decision-making power induced rampant entry to the
television industry,and thus the nation’s production capacity of television sets
was boosted. 2) Overinvestment led the government to adopt an austerity
policy , which led to the oversupply of the product. Oversupply made it diffi-
cult and meaningless for the government to hold control on price and produc-

tion, thus liberalization of price and production proceeded. 3 ) The



distribution system of planned economy started to collapse, and firms were
pressed to create institutions of market economy, such as marketing organs,
new distribution channels, and in oversupplied market firms started to
develop a social custom to abide by the contracts. The institutions and custom
are indispensable for a market economy to function properly, but hard to be
developed without firms’ spontancity. The Chinese government’s policies on
television industry since the reform reflected its intention to maintain and
strengthen the control on production ., price and distribution. Even so, Chinese
television industry’s transition to market economy had been successful. What
was crucial in the transition was not the government’s comprehensive strategy
of transition and clear-cut vision of market cconomy, but the transformation
of the shortage cconomy into a surplus economy, and the firms’ spontaneity
to create a market economy system.

Chapter Three looks into the formation of the Chinese-type industrial
organization and its changes in the transition process, taking light truck indus-
try as a case. We choose the term * Chinese-type industrial organization” be-
cause the large enterprise monopoly system with the basic characters of the
Soviet-type planned economy has long crumbled in China, and the entry of
local state enterprise has given rise to the tendency of the industrial organiza-
tion towards dispersion. Main viewpoints in this chapter are: 1) Prior to the
mid-1980s, the industrial organization showed a tendency towards diversifi-
cation. The manufacturing factories were scattered in 23 provinces and mu-
nicipalities, and were attached to such departments as machine-building , de-
fense s farm machinery, and transport and communications. Some were under
the dircct jurisdiction of the central authorities, and some belonged to govern-
ments at the provincial, municipal and prefecture levels. 2) The fact that
there were so many factories manufacturing light truck was closely related to
the fact that under the traditional system technology was regarded as a
* public good”. Because technology could be obtained free of charge or
bought with little money, the barrier against the entry of assembly factories

into the auto industry was not so scrious. 3) After the mid-1980s. the light-



duty auto industry began to regroup in two ways. One is the formation of a
new division of labour and cooperative relationship between Chinese factories
and the establishment of large enterprises through mergers. The other is coop-
cration with foreign companies in capital and technology. The former is con-
ducive to the increase of the degree of production concentration, and the
latter causes medium and small-sized enterprises to expand their production
scale and reduce the degree of production concentration. 4) Since the begin-
ning of the 1990s, competition between factories has become more
intensified through such means as introducing advanced technology .,
developing new products and establishing new sales networks, and polarization
has occurred among the enterprises. In the meantime, with the progress of re-
form, the constraints of administrative and regional boundaries are gradually
being weakened, the light truck industry has quickened up its restructuring,
and large-scale industrial regrouping, which is vital to the survival of the en-
terprises, is being unfolded in a comprehensive way.

Chapter Four is a study of the relationship between the reform of the
textile industry and its development. Different from other industries men-
tioned in this book , the textile industry is a challenging case for the theory on
economic transition. As the earliest Chinese manufacturing industry to move
towards the market economy, the textile industry has, twenty years after the
beginning of economic transition, incurred much public criticism for
suffering continuous financial losses for the longest time, having the poorest
record in economic results, and showing the least improvement in organiza-
tional structure. After making an analysis of the characteristics of the transi-
tion of the textile industry, the author points out that the predicament of this
industry was caused neither by premature transition nor by excessive competi-
tion. Rather, it was caused by the distortion of the transition process and lack
of competition. Major indications of this are: First, after the product market
was liberalized , the supply of cotton and its price continued to be under state
control for a long time, thereby weakening the role of market competition.

Second , there is great difficulty in wiping out those state enterprises that are
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handicapped by poor performance. The textile industry is a typical labour-in-
tensive industry, and in order to cope with the massive layoffs caused by pro-
duction stoppage , bankruptcies, and regrouping, the government is willing to
keep the textile factories going throughout various preferential policies. As a
result, those state enterprises are able to continue their poor performance,
thereby affecting the economic results of the entire industry. The author
comes to the conclusion that if the various fields in the transition of the eco-
nomic system fail to start simultaneously, competition can become
ineffective, a fact which the author believes is the chief drawback of the pro-
gressive reform. The progressive reform can become a feasible proposition
only if it is promoted in a gradual and sustained way. This reform should not
be allowed to stop at a point for too long, neither should it by-pass certain
important stage » otherwise, you have to pay the price in efficiency and profits.
Chapter Five takes the houschold electric appliance industry as a case in
point for a study of the relationship among growth, organizational changes
and industrial policies during the transition of the economic system. The
household electric appliance industry has been one of the fastest growing in-
dustries in the last two decades,and one of the most controversial because of
“excessive construction” and “redundant production”. It is also one of the in-
dustries on which the government has imposed large numbers of intervening
policies designed to maintain order in competition. Studies indicate that some
of the controversial phenomena occurring during the transition period are ba-
sically rational and inevitable. First, at a time when demand is outstripping
supply » only by allowing large numbers of enterprises to enter the market can
market supply quickly exceed demand, and only thus can competition have a
role to play. Second, although the degree of production concentration went
down markedly during the 1980s, the few leading enterprises have been ex-
panding noticeably, and the division of labour and cooperation between enter-
prises are also moving in a reasonable direction. Judging from whatever per-
spectives, there is absolutely no such problem as deterioration of the

industrial organization in the transition period. On the contrary, the industrial



