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ABSTRACT

State — owned economy widely exists in all sovereignties but it
has different functions, orientation, and roles in the economic sys-
tems of different countries. Because of system deficiencies and low
efficiency resource distribution mechanisms, the former socialist
countries dominated by state — owned economy now face the transi-
tion from planning economy toward market economy. In the transi-
tion, there are two alternative paths, “gradual” transition and “rad-
ical” transition. The former Soviet Union Countries chose the “radi-
cal” path, which led to severe inflation and economic retrogress.
China, instead, chose the path of “gradual” reform and achieved
steady economic growth, indicating that China has chosen the right
approach. The deepening of State — owned enterprise and State —
owned asset management system reform in China is being carried out
under the overall background of economic transition and public fiscal
framework establishment. This represents both an inevitable historic
tendency and a key topic in the ongoing Chinese socialist economic
reform. This Article combines comparison study, empirical study,
and canonical study, takes proxy system as its starting point, and
examines the management system of operating State — owned assets
in China in terms of the proxy chains. Based on extensive research

performed by scholars, this Article also absorbs and refers to the lat-
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est domestic and international study achievements, carries out in —
depth and meticulous discussions on the establishment of new proxy
relationships in the Chinese State — owned asset management sys-
tem, and proposes a fundamental framework for the proxy relation-
ships to be established in the Chinese systems on operating State —
owned asset management.

Proxy relationships exist in every aspect of human social and e-
conomic activities and they emerge whenever it is more efficient to
perform something through commissioning others. In modern corpo-
rate enterprises, proxy relationships are common because of the high
degree separation of ownership and operating rights, the develop-
ment of social labor division, and management specialization, as well
as it is more cost effective to adopt proxy operation. In proxy rela-
tions, proxy problems occur because of information asymmetry and
discrepancies between the objective functions of the consignor and
the consignee. The solving of these proxy problems depends on the
consignor’s designing a “stimulation compatibility” mechanism so as
to encourage the consignee to work hard for the consigner’ s objec-
tives. As the Chinese operating State — owned assets are of such
characteristics as extensive coverage, large scope, irrational layout,
poor quality, and low efficiency, this Article conducts enormous
quantitative analysis on these characteristics. Furthermore, the Chi-
nese State — owned assets management system contains such defi-
ciencies as owner vacancy, excessive government direct intervention
in enterprises’ business activities and the confusion between owner-
ship and operating rights. The practical significance of using proxy

theories to reconstruct the management mechanisms of operating
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State— owned assets is that it is the necessary approach to address
ownership vacancy of State — owned property rights, to promote the
separation of government and enterprises, and to establish a sound
corporate management framework in accordance with modern corpo-
rate systems.

In China, State — owned asset management systems have gone
through 3 important stages, the “planning economy period”, the
“planned commodity economy period”, and the “socialist market e-
conomy period”. During the former two periods, reform was mainly
carried out under the theme of “adjusting the administration rights
on State — owned enterprises among governments at different lev-
els”, did not touch upon the key issues related to property rights,
and was consequently of little effect. The reform performed during
the socialist market economy period focuses on property rights and,
especially with the establishment of the State Administration Com-
mission of State — owned Asset under the State Council, the State —
owned asset administration system reform is further deepened and
aimed at solving the property right reform problems that have exist-
ed for many years, in this way the form now goes on the right
track.

Although the aperating State — owned asset administration sys-
tems differ in many aspects, they have some common practices and
can offer China some valuable references. First, there are definite
responsibility division between the congress and the government.
The congress is the owner of State — owned asset and carries out su-
pervision on State — owned assets through legislation, while the gov-

ernment exerts the rights and interests of State — owned asset owner
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and fulfills the investor functions through establishing special gov-
ernment agencies or through relevant authority government agen-
cies. In the process, the government does not directly involve the
operations of enterprises and the capital operations. Second, the
State — owned asset administration scope division between the central
government and the local government is definite and the property
right ownership is clear. Third, usually some State — owned asset
holding companies are established to perform capital operations.
Fourth, State — owned cperating enterprises generally take the form
of modern companies, establish legal person management frame-
work, and participate in competition through market operations.

The reforming targets of operating State — owned asset adminis-
tration systems are to properly establish proxy relationships from ini-
tial consignors to final consignees. The administration systems
should be streamlined into an owner structure made up State —
owned asset supervision and regulatory commissions at 3 levels, cen-
tral, provincial, and municipal (prefecture) and on basis of such a
framework, a proxy chain should be set up. Trunk parts of the
chain should be government — state — owned asset supervision and
regulatory commission — State — owned asset operation agencies —
State - owned investment enterprises. The linkages of chains are
market — oriented via contracts and agreements and the study below
follows this clue.

First of all, to design the relation between the central govern-
ment and the local governments. In terms of administration system,
under the centralized administration system, the local governments’

administrative authority is very limited; from the point view of eco-
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nomic administration right division, as the organizer and regulator of
regional economy, local governments are unable to enjoy the proper
rights and interests of State — owned asset owners, the tax income
division regulations are incomplete, and there is the shortage of
credit bodies. Although the central government and the local gov-
ernments are both State — owned asset investors, yet the central
government should possess ultimate ownership. It is necessary to
properly divide their property rights and particularly important to
clearly define the rights and responsibilities of central government
and local governments. This also represents a key part of the market
— oriented proxy relationships for State — owned assets.

Second, to properly define the relations between the govern-
ment and the State — owned asset supervision and regulatory com-
missions. The government function transition under market econo-
my is the cornerstone for establishing new government — enterprise
relations and the government should focus on its “ public adminis-
tration functions” and the SARSAC should play the role of “State —
owned asset investor”. This is the core issue involved in abandoning
the administrative proxy and establishing market proxy relations be-
tween the government and the SARSAC. Ouly in this way, can the
government’ s economic administration functions and the State —
owned asset owner functions be divided. Simultaneously, this Arti-
cle also examines the issue of taking the SARSAC as independent in-
terest body.

Third, to improve the relations between the SARSAC and
State — owned asset operating organizations. As intermediate players

in the proxy chains, the SARSAC and the operating organizations
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both have the dual roles of consignors and consignees and have con-
flict targets. Only through definitely fixing their rights and respon-
sibilities and establishing effectively stimulation and binding mecha-
nisms, can they harmonize their dual roles. Besides, they also repre-
sent the necessary measures to contro} the consigner and consignee
risks. In other countries, there are also some successful experiences
on the establishment and operations of State — owned asset operating
organizations and in China, Shanghai and Shenzhen have experi-
mented on this issue for long period of time. These data and materi-
als provide significant foundations for our studying and setting up
operating organizations.

Fourth, to establish relationships between the State — owned
assets operating organizations and the enterprises they invest in. The
operating organizations, also known as the authorized investment or-
ganizations and authorized operating enterprises, usually are wholly
funded by the State and special corporate entities that are engaged in
State — owned asset operation. Such corporate entities often take the
form of holding companies. Their relationships with the enterprises
they invest in are purely property rights. As investor representatives
of the SARSAC, the operating organizations exert sharcholder rights
and interests according to the State’s equity share in the enterprises.
The enterprises with investment from the operating organizes are
mainly in the form of wholly State — owned enterprises, State —
holding enterprises, and enterprises with minority investment from
the State. The market — oriented reform of equity proxy on State in-
vestment enterprises is a topic worth in — depth study. The basic un-

derstanding is that the market — oriented reform of equity proxy can
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improve operating efficiency.

Fifth, to define proxy relationships within State — owned oper-
ating enterprises. Different enterprise systems involve different
proxy chains. The proxy relationships in modern corporate enter-
prises originated from the distribution of property right capacities a-
mong different bodies. The shareholder conference exerts the in-
vestors’ ownership, the board of directors is an ownership represen-
tative body, the management possesses the operating rights, and the
council of supervisors fulfills the investors supervision rights. In this
way, a mutually balanced corporate management framework is es-
tablished, involving typical proxy relationships.

Finally, this Article discusses the statutory support for the
proxy relationships on operating State — owned assets and related is-
sues. The institutional system on State ~ owned assets is incomplete
and constitutes a major obstacle to the reform of State — owned asset
management systems. Establishing a State — owned asset statutory
system, including the “State — owned Asset Law”, is an important
measure to guarantee the management system restructuring of State
—owned assets, the deepening of State — owned enterprise reform,
and the establishment of standard proxy relationships. The market
— oriented reform of State ~ owned enterprises relies on the develop-
ment of entrepreneur market and the traditional conception that “re-
iterating officials and neglecting businessmen” should be changed.
The government should lead the creation of an external environment
that is favorable to the cultivation and growth of entrepreneurs and
promote the professionalism and the establishment of entrepreneur

markets. Through separating of State — owned enterprises’ main op-




