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Abstract

The concern of economists with efficiency has been concentrated
on allocative efficiency almost completely since 30s of 20" century.
In the opinion of most economists, efficiency is the allocative effi-
ciency that satisfy the balance condition of Pareto Low efficiency is
the low allocative efficiency formed by the deviation from Pareto bal-
ance, Despite universal existence of low efficiency in reality, most
economists insist that individuals pursue the maximization of effec-
tiveness and enterprises pursue the maximization of profit while gov-
ernments pursue the maximization of social welfare. Low efficiency
exists under the supposition that all market subjects pursue maximiza-
tion. So low efficiency is naturally specified as allocative low efficien-
cy.

However, the development of theory is often realized by over-
throwing the suppositions of past theories. The suppositions taken as
the premise of theory are questioned by economists later. Once these
suppositions are overthrown, the theory will make some progress.
Coase created the theory of modern enterprise after opening the new
classical “black box” of enterprise. Coase opened the *black box”
of enterprises. However, individuals, as the basic unit of economic
activities, are still kept in the “black box™. An individuals is sup-
posed to be rational economic person who pursues maximization un-
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der any circumslance. Different environments only mean different re-
strictive conditions on the individual s pursuit of maximization. So
all efficiency difference is caused by different restrictive conditions,
which has nothing to do with the nature of the individual. After mak-
ing such supposition, economists have avoided the care and cognition
of human and only focused on the research of external restrictive con-
ditions. The whole economic activities have become non-personal
games. Individuals are deemed as atoms of the same quality in these
games. Kconomisls recognize the difference of the manifestation of
personal preference but do not recognize an individual may have the
preference of not pursuing maximization.

This book puts forward two calegories of efficiency, 1. e. , alloca-
tive efficiency and X-efficiency. It mainly expounds the category and
theory of X-efficiency and gives theoretical explanation of the main o-
pinion of Leibenstein that the allocative low efficiency is insignificant
after the individuals are supposed to pursue maximization. It illus-
trates the important position of X-efficiency in economy which has al-
most been forgotten by economists to arouses the concern of the theo-
retical circle with this field.

The value of this thesis lies also in the indication of the internal
relationship between two kinds of efficiency. Under certain condi-
tions, allocative efficiency may become the manifestation of X-effi-
ciency. Meanwhile, X- in efficiency may be generated based on al-
locative low efficiency. During the course of general adoption of mar-
ket principles, both are interwoven. The indication of the mutual de-
pendence of two kinds of efficiencies has important theoretical signifi-
cance.

There are two kinds of basic opinions in the market-oriented re-



form of China. (1) Property right reform should be stressed and in-
dividuals* exclusive right to properties should be established. The es-
tablishment of such rights is the basic condition for the normal opera-
tion of markel economy. (2) Competitive market environment is the
main channel for enterprises to enhance their efficiency and should
be stressed. In the theory of X efficiency, ownership system and
competition environment are both external restriction factors, Their
positions and functions can be clearly understood only through under-
standing the relation between them and internal restrictive factors. So
the research in this thesis can lay a solid foundation for the opinions
on both property right reform and competition environment improve-
ment. This thesis indicates that individuals needs both property right
as stimulation and competition as pressure. The enhancement of
X-efficiency depends on the efforts of individuals. So property right
reform and the improvement of competition environment are both de-
manded by the enhancement of X-efficiency and allocative efficiency.
Economics has neglected X-efficiency in its progress. It is a kind of
efficiency concept of operators and engineering personnel, a kind of
efficiency reflecting the elastic relationship between input and output
and a kind of concept with new classical tendency that economists al-
ways hesitate to recognize and accepl. Afier the market-oriented re-
form was carried out in China, people tend to equal efficiency to the
effective allocation of resources all the more. However, the differ-
ence of the efficiency of state-owned enterprises and non-state-owned
enlerprises has kept reminding people of the existence of X-efficien-
cy. This book has two purposes. One is to expound the basic content
of X-efficiency theory and straighten out the development logic of this

theory. The other is to estimate the X-efficiency of Chinese state-
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owned enterprises by aid of empirical data. On basis of this estima-
tion, the problems to be solved by the reform of state-owned enterpri-
ses in the next stage are raised.

The theoretical innovation and main contribution of this book .

1. Tt conducts system comparative research of allocative efficien-
ey and X-efficiency, demonstrates X-efficiency is more important
than allocative efficiency from theoretical angle, finds the channels
through which low X-efficiency results from allocative low efficiency
and reveals why new classical economics neglected X-efficiency.

2. Tt absorbs the reasonable element of decision making theory,
explores the personality theory of X-efficiency school, expounds the
rational characteristics, inert characteristics and hard decisions and
builds an individual personality more close to reality.

3. It expounds the enterprise theory of X-efficiency school on
basis of personality theory. The enterprise theory of X-efficiency
school uses super-microcosmic research method, -i. e. , taking indi-
viduals as the basic object of research. The efforts of individuals are
decentralized in enterprises. However, the inert area will be corre-
spondingly adjusted under the mutual influence of individuals. Infor-
mation transmission can be delayed or lost due to personal inertia.
The simultaneous functioning of these factors decides that enterprises
can not realize the minimization of cost. The existence of X- in effi-
ciency just demonstrates the irreplaceability of enterprisers.

4. 1t demonstrates that ownership system is the key external fac-
tor that influences enterprise efficiency by comparing the efficiency of
state-owned enterprises and non-state-owned ones. The difference of
efficiency of state-owned enterprises and non-state-owned ones mainly
lies in X-efficiency. Where individuals are not always willing to pay
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the greatest efforts, stimulation is the most important while property
right stimulation is the most important mechanism among many stimu-
lation mechanisms. State-owned cnterprises and non-state-owned
ones have different property right structures, which have different
effect of stimulation. This is the important cause of efficiency differ-
ence.

5. During the course of general adoption of market principles in
China, the phenomenon of markel division and element price distor-
tion has not been eliminated. Element price distortion directly causes
allocative low efficiency. However, under the background of dual
price system, state-owned enterprises can enjoy the preferential na-
tional policies and often require the state to enlarge the scope of poli-
¢y protection. This book demonstrates that this kind of allocative low
efficiency is actually a kind of X-efficiency. In highly market-orien-
ted countries, the phenomenon of market division is not serious. So
allocative low efficiency does not become the manifestation of X-effi-
ciency. During the period of transformation, the relationship between
allocative low efliciency and X-efficiency is special, i. e. , low X-ef-
ficiency can be displayed through allocative low efficiency.

6. It combines two kinds of efficiency in the part of discussing
governmental control and efficiency. Property right is the main factor
that stimulates individual efforts. Therefore, pr()pe'rty right reform
should be the main content of the reform of state-owned enterprises.
The book indicates that serious low X-efficiency exists in state-owned
enterprises controlled by the state due to the lack of competition. So
decontrolling of certain industries and letting state-owned enterprises
participate in competition is an important channel of enhancing their
efliciency. The formation of element market has lagged behind that of
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product market, which indicates that low X-efficiency is extremely
serious in Chinese economy. State-owned enterprise is the key pass
that restricts the formation of element market. Therefore, the reform
of state-owned enterprises and the formation of element market is the
premise, cause and effect of each other. This indicates that China

should not carry out single reform in its economic reform.

Key Words: Allocative efficiency  X-efficiency  State-owned-

enterprise Reform



