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Abstract

Different from former Soviet Union and East European nations,
China’s reform goes “step by step”. In the transition from central-
planned economy to market-oriented economy, two typical market
structures usually appeared. The first is monopoly, especially ad-
ministrative monopoly, such as telecommunication industry, power
industry, railway industry and water industry. The second is exces-
sive competition, such as textile industry and fertilize industry. The
former resulted from the inertia and instinct of the government-reg-
ulated economy. The latter was due to the repeated construction of
central-planned economy. Obviously, the above market structures
cannot realize optimization of resource allocation and social welfare.
On the other hand, China’s home electricity industries, such as color
TV industry, refrigerator industry and washing machine industry,
have greatly improved the efficiency of resource allocation and social
welfare by workable competition. Facing with the international
competition, China’s home electricity industries are still competi-
tive, but the industries mentioned above are fragile to be shocked.

Therefore, it is vital for an industry to keep its full competitiveness.

China’s housing industry has reached a great achievement since Mr.

Deng Xiaoping’s talk about housing reform 'in 1980. With the

progress of Housing System Reform (HSR) and development of
1



housing market, the following two problems should be studied.

The objective of HSR is to resolve housing shortage problem and
meet the demands of citizens. Therefore, the chief questions are
why Real Estate Developers (REDs) are indifferent to Economical
and Suitable Housing (ESH)? Why housing shortage problem can-
not be resolved? Further, who is responsible for the HSR? What is
the key point of HSR?

If asking that housing market is competitive or monopolistic, the an-
swer is probably that housing market is competitive because of two
thousand REDs existing in the market. In this case, the second kind
of question is why housing price is rigid?

The above two problems are related to how to evaluate HSR and
keep the housing market in good order. In my opinion, it is impor-
tant for China to deal with two basic economic relationships in the
course of economic transition: 1) the relationship between monopoly
and competition, and 2) the relationship between government and
market. Generally speaking, competition is the basic character of
market-oriented economy, thus the workable competition of the
housing market should be maintained to get the maximal economic
performance. In addition, the government should better manage the
relationship with market to keep it running well. Therefore, this
dissertation tries to resolve two basic problems: 1) studying the rela-
tionship between monopoly and competition through Industrial Or-
ganization Theory (I0), and 2) studying the relationship between
government and market through regulation economics.
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In order to expound the above two relationships, the evolution: of
housing industry in Beijing, which has been divided into 4 phases, is
analyzed in details.

The first phase refers to a period of central-planned economy still be-
fore 1980 in which the administrative monopoly was the basic char-
acter. In this stage, in order to resist outside invasion and realize
“overtaking” strategy, people were usually “emphasizing on produc-
tion and despising on consumption” or thinking “production first and
consumption second”. It was considered that the housing investment
belonged to non-productive construction and thus wasted resources.
If government cut down the investment, non-productive investments

like housing investment were firstly reduced.

For the sake of according with central-planned economy, the supply
and demand of housing was completely managed by government, so
the plan replaced market mechanism and thus the social rescurces
were allocated by administrative power. This monopoly purely
formed by administrative power is called “ administrative
monopoly”. From the supply side, housing provided by government
was lack of diversification, and could not meet various demands;
from the demand side, administrative material allocation was carried
out. Apart from monetary allocation, material allocation cannot be
delivered equally. Furthermore, government solely levied symbolical
and negligible rent, and consequently the excessive demand oc-

curred.



The housing supply was severely insufficient because of shortage of
government investment and the influence of war and political move-
ment. On the other hand, negligible rent and population explosion
resulted in the excessive demand. The combination of supply short-
age and excessive demand directly caused the decrease of living area
per capita. Although the central-planned economy had its historical
rationality, the bad housing performance was resulted from adminis-
trative monopoly.

The second phase is from 1980 to 1991. State-owned enterprises
(SOEs) monopoly is the basic character of housing industry in this
period. In this phase, China’s defense power had made a great
progress; furthermore, peace and development were becoming the
topics of world development. Domestic attention shifted from out-
side invasion to self-living. The problem of housing shortage existing
in the central-planned economy appeared in this time, but the weak
fiscal revenue could not resolve the problem, so central government

decided to carry out HSR on account of financial difficulty.

One important aspect of HSR is to make REDs become the main
provider. The private enterprises cannot get legal status in terms of
common-owned system, thus the nature of state-owned system of
REDs resulted in the monopoly of SOEs. As being known, the syn-
cretism of government and enterprise is the essence of SOEs. There-
fore, the monopoly of SOEs resulted from administrative monopoly.
When monopoly is formed, monopolists capture government to

maintain their group interests by canvass and rent seeking.



The other important aspect of HSR is to change the unique house
demand of government into diversified demands of government, en-
terprise and resident. Why not government directly turned its de-
mand into consumer demand? The reason is that the purchasing
power of residents was still limited. Why government continually
permitted enterprise to take part in the house purchase? It was
mainly because the problem of “enterprise supporting society and so-
ciety supporting enterprise” was still not solved. If the enterprises
are responsible for providing housing to their employees, the em-
ployees certainly relied on the enterprises but not themselves to re-
solve housing problem. Moreover, with the very low rent, the em-
ployee would think that renting was better than purchasing, which

resulted in that enterprises became the main purchaser of housing.

Under SOEs monopoly, monopolists usually followed up the measure
of cost pricing. Furthermore, monopolists transferred market price
into legal price through government. The Lerner Index of the hous-
ing market in Beijing indicated the market power of REDs was
strong.

Monopoly belongs to a kind of market faitures. Why the government
didn’t regulate SOEs monopoly? On the one hand, the REDs had
paid the kain to the government, on the other hand, the REDs were
SOEs, so the government cannot make them bankrupt. Therefore,
government and REDs colluded to damage the benefit of consumers.

SOEs monopoly caused the awful economic performance as well.

The third phase is from 1992 to 1999. Oligopoly is the basic charac-
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