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INTRODUCTION: Institutional
Innovation and Interest Allocation
under China’s Reform

Li Peilin

I .Basic Thinking and Analytic Framework

1.1 China under Two Transitions

While China is greeting the coming new century along
with other nations in the globe, it has entered the most
profound transition period of its own since the beginning of this
century, which consists of two kinds of social changes:
institutional transition and structural transformation. The
institutional transition refers to a transition from a highly-
centralized planning economic system to market economy,
while the structural transformation refers to a social change
from an agricultural, rural and closed society to an industrial ,
urbanized and open society.

Though both of transition and transformation have
featured China’s reform during the same period‘of the past 18

years, they are entirely different in essence. The institutional
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transition, a carefully-designated reform, happens only in a
state which used to subject to planned economy. Therefore, it
is a must to have the transition completed during a due period
despite the fact that China favors a gradual reform. It is a
prolonged transition period, during which the old and new
systems exist side by side conflicting each other and the
dominant social rules are absent, which may result in disorder in
a society. On the contrary, the structural transformation is like
a compulsory course that every state has to take on its road
toward modernization. This process may be a much longer one
beyond anybody’ s expectation, which will entail tremendous
efforts made by people of several generations.

Experiencing the two social changes in the same time
while trying to maintain its socialist system makes China
distinguish itself in devoting to reform, which is obviously
either unlike that of former Soviet Union and other East
European states or unlike the newly-rising industrial countries
and regions in East Asia. This may be called the social

development with Chinese characteristics in reform.

1.2 Three Powers Keeping Hands on Resource
Allocation; Market, State and Units
Definition of the term, social resource, has been extended

to a large range nowadays as a result of a better knowledge of
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human being about the complexity of the society. Now it covers
not only the resources in terms of materials such as land, capital
and labor force but also the human resources including
technology, education, institution and information. It even
contains many other symbolic things such as political power,
social status, prestige and social relations which are popularly
considered in sociological research.

How social resources are allocated is the key to
determining the process of social development. Three powers
involve in the allocation in China at present; market, state and
units. Market has been regarded as the most effective means
manipulating resource allocation so far, which adjusts supply
and demand through price fluctuation while ushering the profit-
seeking behavior, into a combined effort to create maximum
social wealth through making fair play under the commonly-
accepted rules.

State should represent the social justice and public
interests. It would guarantee social justice and sustainable
development through various government functions such as re-
distribution, social accounting, legislation, policy making and
working out long-terrn development strategies. It is also its
duty to guarantee the market rule in accordance with the
common rules governing social contacts. In reality, it is

impossible for the economic persons as well as organizations to
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voluntarily do social accounting. They, instead, only do
economic accounting in order to maxmize for themselves from
market. It is often a case that their effort in seeking benefit is
at the cost of the external world (saying environmental
pollution) . Therefore, it is state’s obligation to urge them to
abide by the rule of social accounting. State should play a
dominant role in avoiding monopoly, overcoming external
effects, providing public products and services, making long-
term strategic investment, establishing social security system,
preventing some special resources (such as political power or
uranium) from entering market, and guaranteeing economic
and social stability.

The third party participating in resource allocation is that
of units, referring mainly to those unit-based enterprises when
economic life is concerned. Being different from market and
state, the conventional powers in resource allocation,
enterprises are playing an even more evident role in this regard
during the current transition period.

Taking the state-owned enterprises for example. Because
of the state delegating administrative power and allowing them
to be responsible for their own profit and cost. these enterprises
have become comparatively-independent interest groups.
However, the interests derived from their right to manipulaté

and use the enterprise resource differ from that of the owner of
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enterprises. Paying much attention to the interests of their
units as well as their own, managers of the enterprises are
trying to seek simultaneocusly the maximum profit for the units
and maximum income of their employees as well as that of their
own. .

In the past, when units were responsible for workers’
pension, housing, health-care and so forth, enterprises had to
put aside a part of their profit from the original distribution to
bear the responsibilities which should have been taken by the
society in re-distribution process. These responsibilities
included social security and employment. During the current
transition period, however, while the comparative
independence and enlarged power of the enterprises in
participating in resource allocation helping promoting . the
transition from a planned to market economy, they are also the

cause of an interest loss of their owner, the state. ,

1.3 A New Stage of Institutional Transition: Conflicts
and Institutional Innovation

China’ s reform has passed its initial stage when the old
system was cleaved and the co-existence of market and pianned
prices was permitted. The process is also over, during which
the state delegated the administrative power to the micro

management, and the remaining energy of the old system was



