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Abstract

The problem of urban public utilities privatization is one of the popular re-
search subjects in industrial economics; it is also a hot topic for the present Chi-
na’s economic system reform. In general ,the reform of China’ s urban public util-
ities privatization is still at the exploring stage present, the reform has only been
done in some regions and economic areas, the following central problems have not
been solved yet: whether we need privatization; what kind of privatization we
need and how to do it. And these are the basic problems that the public utilities
privatization reform of China must cope with. In this article, the author makes
comprehensive exploring analysis to the privatization mode of China’s urban pub-
lic utilities, special emphases are made to the reform orientation and reforming

mode of China’s urban utilities privatization.

1. Reason for the privatization of china’s urban public utilities

The nature and the evolution of urban utilities demand the service system of
public utilities be transformed ,including the transformation of the arrangement of
the service system. The reason is that urban public utilities have developed into
the quasi-public utilities , having the nature of some private goods effects. It is not
suitable to continue adopting the state-run monopolistic mode of production of
service. The market mechanism and the production mode of privatization are the
essential ways for the reform of urban public utilities. This is the theoretic vantage
point that countries all over the world implement public utilities privatization one

after another. Theory of property right, theory of ratchet wheel effect, theory of soft
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budget restraint have criticized the state-run monopolistic mode and offer the theo-
retic foundations for the privatization of the urban public utilities.

China’s urban public utilities contain not only monopolistic structures, but
also monopolistic behavior, which has the character of administrative
monopoly. Specifically,on the system, the run of China’ s urban public utilities
has the problem of not separate administrative department and the enterprise ; the
price regulation of China’s urban public utilities still has the character of planned
economy ; the abuse of monopoly and infringement for enterprises are common, yet
competitive behavior is seldom seen. The successful practice of foreign urban pub-
lic utilities privatization challenges China’ s traditional system of state-run monop-
olistic urban public utilities. Wherever the efficiency comes from, it is well known
that the urban public utilities reform has performed very well after privatiza-
tion. The competition should be the important aspect of the privatization reform,
but it cannot substitute the privatization of urban public utilities.

The state-run monopolistic management system of China’ s urban public util-
ities has quite serious problems with the low efficiency, development lagging be-
hind , the loss of the profit, the high cost of labor,to name just a few. So,the priva-
tization of China’s urban public utilities is the only way out. As to the low effi-
ciency ,one reason is the high wearing down of product and service on the way of
network transmission, the other reason is the existence of X non-efficien-
cy. Development lagging behind refers to urban public utilities lag behind eco-
nomic development and the living demand of residents. The serious loss of profit
means in most of the areas,both the number of the enterprises and the quantity of
losses are too large. The high cost of labor can be comprehended from two as-
pects,one is the high income of the staff,and the other is the redundant of the
employees. The problems shows the traditional system has become the obstacle of
modern development ,and should be reformed,so to put new vital into the area.

From what have been discussed above, it is clear that privatization of

China’ s urban public utilities should be realized.



2. The reform orientation of China’ s urban public

utilities privatization

The reform orientation means the macro-mode of the reform,to which the ac-
ademia has had different opinions. In the order of the reform, some maintain the
privatization should go first, some advocate the balance of competition and the
property right; In the reform area of regulation,some advocate that we should re-
lax it,some hold it should be strengthenc; In speed of the reform,some advocate
the evolutionary reform, some advocate radical reform. These questions can’t be
avoided; otherwise we can’t grasp the privatization reform on the macro-level.

As to the order of privatization of the reform,both the privatization priority
theory and the balance theory have certain desirable aspects. But the privatization
priority theory does not accord with the insufficient fact of China’ s urban utilities
in services. And the maneuverability of the balance theory is not easy. As to Chi-
na’ s urban public utilities, that the privatization should prior to competition is a
practicable reform orientation. Seen from the aspects of supply and demand, the
supply of the state-run enterprises can not meet the demand, forming the supply-
demand gap,and the “hard restraint” is formed. So the private enterprise should
enter into the area. Seen the system level,,the competition without the evolvement
of private enterprises is not the real competition,sometimes it is the evil competi-
tion,and the efficiency can not be improved. Of course, competition is also very
important to the process of privatization,and competition can not substitute the re-
form of property right.

As to the of regulation reform, both relaxation and strengthening the regula-
tion hold some reason. Relax the regulation can stimulate the improvement of effi-
ciency by competition. The status of monopoly of the urban utilities is not the
same all the time. And the traditional regulation has the problem of regulation fail-
ure. The reason why we should strengthen the regulation is that by which we can

hold up the monopolistic price and maintain the distribution efficiency; create the
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condition for efficient competition, because privatization has higher demand for the
social regulation. In fact, China’ s urban public utilities regulation reform is the
course of not only relaxing it but also strengthening it. It is the course of re-regula-
tion, which not only demand relaxation but also demand strengthening in es-
sence. The regulation reform of China’ s urban public utilities must meet the need
of privatization. We should relax the regulation for the private enterprises to enter
into the competition area; adopting the asymmetry regulation policy so the enter-
prises can stay in the competition arena. We should strengthen social regulation,
50 to solve the problem of “doing well”. Specifically, as to “entering into the com-
petition arena” ,we should not go to the two extremes. As to the “stay in the com-
petition” , the critical problem is to make the reasonable joining policy,so to foster
a fair competitive environment. As to the problem of “doing well”, we can
strengthen it through administrative policy, economic policy, and market meeha-
nism.

As to the speed of the privatization reform, gradual privatization should be
the main choice of China’s urban public utilities privatization process. The suc-
cessful experience of China’s “wades across the stream by feeling the way” and
“little step run” is a very good example of going step by step. So we should adopt
gradual privatization reform process for the reform of China’s urban public utili-
ties , though it is not easy for the process to go backward ,and some aspects can be
distorted. What needs to be mentioned is that,in some areas of China some public
utilities areas can adopt radical privatization processes. Privatization of China’ s
urban public utilities can be adopted gradual privatization process overall and rad-

ical privatization in some special areas.

3. The reform mode of China’s urban public utilities privati-

zation

The reform of China’s urban public utilities is at the initial stage and there

is an indication that it will be pushed with higher speed, but the micro-mode of



the reform is still not clarified. In theory, if technology keeps constant , the privati-
zation of urban public utilities is not Pareto efficiency,no matter whether endow-
ment increases or not. This is because, (1) If endowment is the same, we can ver-
ify that at the initial privatization stage of the urban public utilities reform, it is
not the Pareto efficiency by using Arrow theorem; (2) At the initial stage of pri-
vatization , the endowment and the Pareto improvement can not be increased at the
same time; (3) Kaldor-Hicks Compensation can not be fully realized automati-
cally. Practically, the privatization of urban public utilities can produce a great
deal of policy predicaments, which has the character of “dilemma” , including,
(1) Privatization and fixed return; (2) Employee redundant and cut down;
(3) “Keeping promise” and “breaking promise”; (4) Stock holding and non-
stock holding; (5) Price regulating and universal service; (6) Monopoly and
competition in franchise; (7) Competition and over-competition; (8) Low price
and high price of stock asset; (9) The market entering barrier; (10) The
“tough” and “soft” regulation for the regulator,and so on. What’ s more , privati-
zation can bring negative effects such as corruption and unemployment,
etc. Therefore ,we must set up the privatization reforming mode of China’s urban
public utilities which accords with the Chinese actual conditions, namely benign
privatization mode.

The basic meaning of the benign privatization mode lies in;: (1) the privati-
zation of urban public utilities should aim at raising the efficiency and increasing
social welfare. (2) The privatization of urban public utilities should break the mo-
nopoly and introduce the competition, but not substitute the state-owned monopoly
for the private monopoly. (3) The privatization of urban public utilities must have
reasonable structure to coordinate the interests of the main privatization bodies,
namely to meet their minimum interests demand at least and pursue the maximiza-
tion of the social welfare on this basis. (4 ) The privatization of urban public utili-
ties should cut down its negative effect, reduce its reform cost, make it run and

develop healthily.
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The policy meaning of the benign privatization mode lies in: (1) The privati-
zation of urban utilities should regard effective competition as the basic direction,
raise the efficiency through the effective competition,and increase the social wel-
fare. (2) Urban public utilities should take reasonable structure to make the dis-
tribution of the interests of the main privatization interest bodies be fair and
just. On one hand, the private enterprises seek maximum amount of profit from
their monopoly position in various degree and damage the interests of consumers,
which should be prevented; on the other hand , they should be guaranteed to com-
pensate their operating cost and get reasonable profit. (3) Great efforts should be
made to cut down the negative effect during the privatization process, where we

should grasp two major principles: essential cut and tolerance should go hand in

hand.

4. System arrangement of the privatization of China’s urban

public utilities

In the aspect of valid competition, four kinds of forms can be adopted , name-
ly, contracting, franchise bidding, yardstick competition and direct competi-
tion. Contracting is suitable for urban public transportation, solid rubbish recycle,
city cleaning and greening etc. Competition is the key factor of encouraging good
performance; the ideal mode is that several bidders participate in the real com-
petitiveness bid. Franchise bidding is suitable for urban public utilities in the area
of some natural monopoly trades, emphasizing that the government should estab-
lish the suitable regulations and make great efforts to form the fair, transparent
competitive environment and adopt the proper contract way to standardize fran-
chise operation. As to the yardstick competition,we can’t use the same method as
used by foreign countries. But in some areas where similar natural and economic
conditions exist,we could use it to contribute to breaking the monopoly of infor-
mation of regional enterprise and alleviating the problem of information asymme-

try. As for direct competition, we should distinguish natural monopoly business



from competition business in urban utilities, the competition business can be re-
laxed , allowing several enterprises to compete; the natural monopoly business is
monopolized temporarily by one company.

In the aspect of reasonable regulation, special attention should be paid to
the problems of independence, commitment, encouraging, and social
welfare. Particularly, on the problem of independent regulation , we must separate
the government and the enterprises. And then we must ensure the regulating
bodies be independently of the city government, third , the regulating bodies must
be independent in the legislate sense, last, it should run independently. As to the
commitment of regulation, it can get improved through the involvement of justice
department , arbitration mechanism, negotiating etc. On the encouragement of the
regulation, at initial stage of privatization, fair return regulation can be adopted,
when the condition is mature,the ceiling price regulation can be adopted. Now we
must adopt the fair return regulation, the reason is that by which we .can absorb
private investment,so to fill gap of investment. On the problem of social welfare,
two steps of pricing can be adopted and social welfare could be improved by uni-
versal serve. This kind of pricing reflects the fair principle, making the enterprise
compensate the cost and make some profit,so to reduce the social complaint and
build the economy society. Universal service can be realized by setting up the
general service fund and the relative bidding measures.

On the aspect of cutting down the negative effect, special attention should be
paid to prevent the main negative effects of cutting down the unemployment and
corruption during privatization. As to the negative effects of cutting down the un-
employment, the unemployment buffer and governance mechanism should be
adopted ; the latter includes implementing the passive laboring policy and active
laboring policy. When implementing the passive laboring policy, we should avoid
taking the policy of laying off the employees. The active laboring policy include
the government buying the post, posting subsidizing, encouraging those unemploy-

ment set up the own enterprises or find jobs for their own,encouraging the enter-
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