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Reform of State — Owned Enterprises in China

Preface

In Dec. 1993, the Chinese government and the federal government of
Germany signed a memorandum of understanding to officially launch a Sino —
German bilateral cooperation project. The title of the project is “reform
research and training project at China Institute for Reform and Development”.
This project was designed to meet the objective need for reform policy research
in the process of China’s market — oriented reform. It is jointly implemented
by China Institute for Reform and Development (CIRD) on the Chinese side
and German Agency for Technical Cooperation (GTZ) on the German side
respectively. The objective of the project is to improve CIRD's capacity to
design and implement reform programs through actual policy research and
training activities, to help CIRD to organize reform researchers of the whole
country to conduct network — based reform policy research. It is designed to
deal with national reform issues, but it is also closely relevant to the reform
experiments and training of reform staff for Hainan Province. In short the
objective of the project in essence is to enable CIRD to play an active role in
pushing forward the process of China's economic transition, and for this
purpose, to continucusly promote CIRD's capacity building.

Five research priority areas were identified for the implementation of the
project: the reform of the social security system, shareholding — oriented
reform of SOEs, the government’s macroeconomic regulation, the securities
market and the relationship between the central government and the local.
However, it was stipulated that the implementation of the project should
accord with the principle of flexibility. That is, to readjust research and
training priorities in accordance with the actual needs of China’s economic
transition in a timely manner.

The actual implementation of the project has reflected the principle of
flexibility in readjusting research priorities in accordance with the actual needs
of China’s economic transition. Therefore, it has correctly focused on key,

difficult and hot reform topics in each of the four periods of the
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implementation.

In the preparatory period (Dec. 1993 — Nov. 1995), “reform of state — owned enterprises
(SOEs)" and “reform of state — owned commercial banks” became the most pressing matters of that
time. CIRD chose to do research in these two areas.

With the gradual deepening of SOEs reform, the “reform of the government” and the “solution of
the bad debts problem with SOEs” became urgent. So in the first phase of the project (Dec. 1995 -
June 1998), CIRD chose “the role of the government under market economic conditions”, “the
development of China’s capital market” and “the development of China’s shareholding economy” as its
research priorities.

Around the middle of 1990s, how to effectively curb inflation while maintaining rapid and
sustained economic growth, how to push forward the shareholding — oriented reform of state — owned
banks, how to strategically restructure the state — owned economy, and how to dissolve the large
amount of bad debts of state — owned commercial banks in order to prevent financial risks, became hot
topics. Therefore, in the second phase of the project (July 1998 — June 2001), CIRD chose “SOEs’
strategic restructuring”, “shareholding — oriented reform of state — owned commercial banks"”,
“macroeconomic policies” and “reform of the infrastructure and public utilities sector” as its research
priorities.

With the entry into the 21st century, China’s reform entered into a new phase. In the 3 phase
(July 2001 — Dec 2003) of the project implementation, CIRD has chosen “the development of the
western regions”, “China’s reform strategies”, “China’s economic transition in the past 20 years”,
“WTO, development of the western regions, readjustment of regional economic policies and structural
reform” as its research priorities.

1. Research activities and accomplishments

Under the project, CIRD has conducted research on 17 important topics concerning China’ s
market — oriented reform; held over 20 workshops and other joint research activities with government
officials from reform policy decision — making bedies, policy researchers from various government
departments, industry representatives, academics and senior managers from enterprises; carried out
domestic field work more than 20 times, made 12 study tours in other countries; conducted 81 man/
month joint research with visiting scholars; and organized 16 international symposiums. The total
number of participants in the international symposiums amounts to 2530, including over 130 high —
ranking government officials at the ministerial level, more than 300 senior government officials from
reform policy decision — making bodies, about 2000 academics/business leaders and 115 foreign
Specialists. Altogether, it has formulated 36 policy proposal reports and 130 research reports,
published 46 books (including monographs and proceedings). In addition, its staff members have got

around 400 papers published in academic periodicals on the 17 research topics covered by the project.
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2. Training activities and results

With the support of the project, CIRD has run 42 training programs on SOE reform, senior
executive training programs and WTO — related training programs. Altogether, it has trained 2250
high — level government officials and business managers. And many of the trainees have been promoted
to important leading positions in the government or in large and well — known enterprises.

3. Consulting services '

With the support of the project, CIRD established its own ESOP research, design and consulting
center to provide consulting services for enterprises on ESOP (employee stock ownership plans),
management buyout, employee stock options, restructuring of assets and strategic management.

4. WTO information services and results

CIRD conducted forward — looking research on China’s WTO accession and reform strategies.
Thanks to the influence of the research findings in this area both home and abroad, CIRD and WTQ’
s Technical Cooperation Division agreed to jointly establish the first WTO Reference Center in China
with the support of the project. For three years since its establishment, the WTO Reference Center at
CIRD has played a well — recognized role of information services for both the government and the
enterprise sector before and after China’s WTO accession: (1) it has provided WTO - related
information services more than 2000 times for the government, enterprises, industrial associations and
research institutions and submitted 50 information consulting reports; (2) it has provided more than
300 articles to over 30 mass media like CCTV, “Economic Daily” and “China Economic Times",
Playing played a role in publicizing basic knowledge about WTO and WTO basic rules, and in raising
awareness about WTO throughout the whole country; (3) it has launched an electronic daily on WTO
affairs for free subscription; (4) it has been cooperating with China Unicom and China Mobile to
disseminate the most important and relevant WTO relafed information nationwide.

Role of the project in the process of China’s market — oriented reform

1. The research findings have served as important. reference in China’s reform policy decision —
making

All the policy proposals and research reports out of the implementation of the project have entered
China’ s reform policy decision — making process and are used as important references. Some of the
proposals have been directly adopted into relevant national reform documents, large parts of some of
the proposals have been quoted during the process of drafting reform packages by various departments
of the central government, some have been used as reference in drafting policy resolutions by the CPC
central committee, some proposals have become important principles and policies for industrial reform,
and some have served as the earliest theoretic and reference basis for reform policy measures.

The policy proposals and research reports have exerted their influence on reform policy decision —
making in three different manners. First, some of the policy proposals are directed at and submitted in

the course of a certain reform policy decision — making. They play a direct reference and influencing
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role. Secondly, the reference and influencing role is played through internal circulars that are compiled
only for the reading of top or high — ranking government officials. Quite a number of CIRDs policy
proposal reports have been published in internal circulars that are only submitted to high — ranking
government officials. The third channel is the mass media and academic periodicals. All the research
findings out of the implementation of the project have been published by the mass media or academic
periodicals.

2. The role in promoting reform research

When CIRD’ s research findings are published by reform newspapers and magazines, they are
usually reprinted by many academic periodicals. Many of these research findings have been identified
by international organizations and some economic transition countries as important reference materials.
And some of them have become cherished books for collection by famous libraries.

3. The role in pushing forward China's market — oriented reform

In the.oourse of implementing the project, CIRD has stuck to the principle of supplementing
research by training and consulting activities. It has transformed research findings into training
materials so as to push forward the economic transition process. At the same time, CIRD has been
designing reform programs for enterprises and assisting enterprises to implement them in order to
directly promote the reform practice in enterprises.

This Compilation is a collection of selected research findings of the Sino - German technical
cooperation project at CIRD, Which has already lasted for 10 years. The compilation consists of 4
volumes respectively entitled “Challenges in the Face of China’s Economic Reform” , “Reform of State
= Owned Enterprises in China”, “Reform of the Infrastructure and Public Utilities Sector in China”
and “Overall Planning of Regional Development in China” .

Different features exist in these research findings in terms of contents and style since they were
obtained in different stages of the past 10 years. Things change with time. In order to keep what it
was, no single change is made to the ideas or expressions in these findings, which makes it inevitable
for some limitations to exist in the volumes.

The convening of the 3™ session of the 16th CPC National Committee is 2 hallmark that China has
entered a further reform stage with the aim to readjust key interests relations, focusing on property
right system reform. A new Sino — German Development cooperation project will be launched at CIRD
in 2004. Under the support of the new project, CIRD, a research institution serving China's policy —
making for economic reform, will follow closely the reform practice in China with passion and
innovation, keeping abreast with the times, formulating high quality research results to make fresh

contributions to promote China’s reform process.
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