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FOREWORD

China is in a state of transition from a traditional planned
economy to a socialist market economy. This transition is the
most important event in China’s recent history.

How to accelerate the pace of reform and smoothly make the
transition from existing conditions to a market economy are the
questions of the day.

During the past 20 years, reform of the Chinese economy has
passed through several stages of development. New conditions
and new problems continually arise requiring study and solution.
At present, many of these problems demand broader thinking,
uncompromising investigation and clear analysis in the search for
optimum solutions. For instance, we have set as a goal the
establishment of a modern enterprise system. So, how can we
actually attain this goal? This requires the solutions to a series of
deeply ingrained problems.

Major reform targets have been very clearly set in the recent
period but many conflicts and contradictions have appeared
which impede their implementation. This now has become a
rather complicated situation.

Keeping in mind that the major goal of reform is the estab-
lishment of a market economy, we must now make a thorough
and concrete study of various aspects of reform so that these
obstacles can be removed.

China’s socioeconomic development is now at a crucial stage.
Can the economy sustain the current rapid rate of growth? It
must be our goal to ensure that it does. The suggestions and ideas
in the six chapters of this book try, insofar as possible, to meet
this demand.

Chapter one, for example, puts forward concrete proposals
for the reform of state-owned enterprises. These proposals pro-



ceed from the premise that a general solution is required to bring
these enterprises back to life. On the subject of macroeconomic
reform, in chapter two we have offered concrete suggestions for
controlling inflation according to the principles of a market
economy. Chapter three deals with the rural economy and how
we can speed up rural market reform. In chapter four we focus
our attention on solving the problem of the inconsistencies in
regional development and on policies conducive to the further
opening of developed regions. Chapter five deals with the intro-
duction of a new social security system which stresses both the
just and equitable treatment of individual staff and workers, and
the overall efficiency of the system. Chpter six explores legisla-
tion, touching on the evolution of legislation in recent times and
stressing that legislation is closely linked to the process of eco-
nomic reform.

The author believes that in this reform period, in order to
guarantee sustained and rapid economic growth, we must estab-
lish a market economic system.

My studies on reform in recent years, coupled with my
opportunities to participate in research, have been invaluable in
the formulation of the ideas presented in this book. I have been
able to talk with many specialists and have benefited greatly from
these discussions. My colleagues, Sun Xiuping and Zhu Huayou,
have been an enormous help.

Economic reform is a very large topic and we must continue
to give it serious attention.

My heartfelt thanks go to the many colleagues who have
helped in the publication of this book, and in particular the
(Hainan) China Foundation for Reform and Development Re-
search for its support.

Chi Fulin
June 28, 1995
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Chapter I
Reform of State-Owned Enterprises

The reform of state-owned enterprises plays the most decisive
role in China’s transition from a planned economy to a market
economy. These enterprises have already gone through many
changes over the past decade. But fusing them fully into the
framework of a modern market economy presents problems
which demand further bold exploration and confrontation. Many
issues remain to be satisfactorily resolved, from basic theory to
concrete practical application. Several years ago the author of this
book proposed that state assets should enter the market and
become market-oriented. The purpose of this proposal is to ex-
plore the most efficient methods of making the transition from
state enterprise to state asset and market orientation. I wanted to
find a way to stimulate and energize the state economy as a whole
rather than concentrating on the handling of individual state
enterprises. Some of my views, such as market orientation of state
assets, were publicly criticized. It was thought I was advocating
wholesale privatization. This was not the case and was a distortion
of my intention.

The question is how to make reforms of state enterprises suit
the needs of the market. And this calls for further deep investi-

gation.

I. Energizing the Overall State Economy

A. The State-Owned Economy Should Provide a Leading Role
in Overall Prosperity and Competitive Power

Under market economy conditions the reform of state-owned
enterprises must be focused on achieving competitive power so as

1



SEVERAL ISSUES ARISING DURING THE RETRACKING

to enable state-owned assets to play a leading role in the national
economy.

The most important problem here is how to speedily integrate
these enterprises into the market economy and obtain maximum
efficiency. If this problem is solved well, it will greatly accelerate
the reform of both state enterprise and the government manage-
ment system and enable state enterprises to take a leading role in
the national economy.

As this transition progresses, state enterprises will realize
increasing benefit and competitive power until they become a
dominant force in the total capital of society, able to exercise
control and influence over the national economy.

To do this, emphasis in state investments should change from
ordinary competitive enterprises to basic industry and other
strategic areas and professions. This, of course, does not mean
that the operation of state assets should not be competitive. It
does mean that:

1) the state assets will become very active in competitive
professions and areas that bear directly on the national economy
and people’s standard of living.

2) the operation of state enterprises in basic industry and
public utilities must be carried out so as to enhance the efficiency
of and benefit to the state asset by successfully competing not
only with non-government-owned enterprises but amongst each
other.

3) the competition between state-owned assets in basic indus-
try and public utilities should be carried out intelligently to avoid
creating barriers between different departments and regions, di-
versified ownership, blind launching of projects and duplicative
construction all of which lead to wastage of resources.

Assuming a leading role in a state-owned economy does not
necessarily lie in absolute superiority of quantity nor in the
concentration of all economic spheres into the hands of the state.
In ordinary professions and industry government owned enter-
prise can compete with the non-national sector on an equal
footing and for mutual development. But in those spheres that
affect the overall economy and standard of living the government
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CHAPTER I REFORM OF STATE-OWNED ENTERPRISES

owned enterprises should maintain control and fully manage
quality and economic performance so as to ensure actual compe-
titive power.

The superiority of state assets should come into full play in
the careful planning of its allocation, organization and structure.
Let state enterprises prosper or go out of existence in conformity
with the principles of a market economy—fostering the good and
scrapping the obsolete.

The three superiorities are as follows:

Allocation superiority—state asset stock should be placed
under good management and handled well. As a result of a
manager’s effort the value of any state asset should be preserved
and increased while its scale is expanded. State capital should be
reinvested to further increase the strength of state assets.

Organizational superiority—this means firstly that state as-
sets should be utilized to abundantly fund the projects and
enterprises that have a major impact on the economy. Second-
ly, through the establishment of state holding companies non-
governmental assets and enterprises can be absorbed and placed
under control in organized conglomerates.

Structural superiority—this means overall enhancement of
the national economy by fostering an optimum organization of
state assets. This includes reduction of loss-making state enter-
prises. In this way state assets will play an ever increasing role in
the control and guiding of the national economy. They will be
used to guarantee investment to those sectors which will most
benefit the national economy and, as needed, to shore up any
weak links.

To deepen the reform of state enterprises market competition
should be encouraged to develop enterprises that do have super-
iority. Assets and resources will then be transferred to those
enterprises which have demonstrated the highest efficiency there-
by enhancing the vitality of the entire national economy. We
must not let it be thought that before state assets can assume a
leading role in the economy that every state enterprise need be
energized and on an upswing. This is neither possible nor neces-
sary in fact. As the social insurance system becomes established,

3



SEVERAL ISSUES ARISING DURING THE RETRACKING

state enterprises that have been making losses for long periods of
time, with liabilities exceeding assets, and which show no signs or
prospect of recovery, should gradually be allowed to declare
themselves bankrupt. Where possible other individuals or corpor-
ations can be allowed to merge with or buy out these enterprises.
Any remaining assets should be sold by public auction. In the
case of small state enterprises they can be leased or bought as the
case may be. As for enterprises which have achieved a superior
position in the market economy, from the point of view of policy,
they should be rewarded. They can evolve into principal enter-
prises which can become the mainstay of the national economy.
Of course, priority should be given to big enterprises or enterprise
groups which have the strongest bearing on national economy and
standard of living. This includes those involved in both domestic
and in international markets as well as those which accelerate
China’s industrialization.

B. Ensuring Optimum Conservation of State Assets

This is a problem of great and practical significance that has
to be solved in the transition from planned to market economy.
It’s not just a problem of guaranteeing or increasing the value of
state assets in the ordinary sense of the word. Its aim is to give a
correct definition of the position and function of state assets in a
socialist market economy. In the old days under the planned
economy system, state enterprise encompassed almost every
sphere and aspect of society’s economic life. This had two direct
consequences: total efficiency of state enterprises was extremely
low and state assets were ineffectively and inadequately being
utilized. We have noted the problem of conserving and increasing
the value of state assets during this period of reform. This is
entirely necessary for no matter what the circumstances, the
increase or decrease in the value of state assets is a vital consider-
ation—they must not be allowed to devalue, expire, or go to
waste. However, in the course of the economy’s transition, it is
woefully inadequate to worry only about immediately increases.
We must seriously study and determine the best overall utiliza-
tion of these assets for both the immediate and long term interests
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CHAPTER I REFORM OF STATE-OWNED ENTERPRISES

of the national economy. We must study and solve the problem
of how to best use these assets to readjust and control the market
economy and create an adequate environment and infrastructure
which will guarantee China’s sustained, speedy and stable eco-
nomic development.

In doing this we are using a concept far more embracive than
merely conserving and increasing the value of state assets—im-
portant as these may be. We must seek to use state assets to
achieve the maximum long term benefit to the national economy
and to the entire society as well.

This “optimum benefit of state asset” is a demand of any
socialist market economy in the course of its development. The
mark of a market economy is the competition between econom-
ic entities in their pursuit of maximum profit. As can be seen
this can easily deteriorate into fixations on economics that bring
in high profit quickly and in short cycles while neglecting
economic projects that bring in profit slowly and involve longer
cycles. Doubtless it is true that the market economy itself
contains contradictions between partial and whole interest, im-
mediate and long term profits, and personal and social benefits.
Yet a socialist market economy calls for speedy, embracive,
sustained, stable and harmonious development of the entire
national economy. This requires the state to use its abundant
material resources to create conditions which force the develop-
ment of priority areas and to take the large scale actions
necessary to enable the large state enterprises to successfully
participate in the market economy so as to positively influence
the economy’s development. This would include the use of state
assets to handle the above mentioned inherent contradictions in
a market economy.

Thus we see that the role of state assets in the betterment of
the economy can not be overstated. When they are employed in
the direction of long term stable development they bring better
results: they impact on the economy as a whole and also guaran-
tee long term expansion of assets and a wider and more stable
economic base.

Under modern market economy conditions we must stress

5



SEVERAL ISSUES ARISING DURING THE RETRACKING

conserving and increasing the value of state assets. We must stress
even more, however, the employment of these state assets to
strengthen the economy’s long term capital base.

In considering the optimum use of state assets we must
readjust our orientation as to its best investment. Viewed from
the standpoint of overall social benefit, national economic
growth, or optimum long term development it is clear that the
power of state assets manifests best when injected into basic
industry, emerging new industry, or community social services.

A vital function of the correct use of state assets lies in the
development of infrastructure and the organization of basic in-
dustry. These two factors determine, in large measure, the long
term development of the economy as a whole. At present the
serious lag in China’s industrial and agricultural infrastructure is
inhibiting the development and adaptation of basic industry to
the needs of the national economy. This constraint is an outstand-
ing problem and should be tackled by large scale infusions of state
funds into infrastructure and basic industry. This in turn will lay
a firm foundation for future development.

As we implement a socialist market economy state assets
should and must occupy the main position and play the leading
role in such fields as banking, insurance, postal-communications,
and aero-space.

Although there sometimes may be economic conflicts in
funding social programs, their overall benefits to society outweigh
any such problems. State assets are obliged to fund these pro-
grams. At present, advancement of China’s social services, public
utilities, education and cultural works is lagging behind, being
unable to keep pace with the current need and demand. In the
interests of the entire society more investments should be grad-
ually made to augment these fields.

Optimum use of state assets requires a reorientation in invest-
ment priorities. A proportionate reduction in investment should
be made on a gradual basis to ordinary competitive professions.
These professions more readily absorb both domestic and foreign
capital and an overconcentration of capital there leads to biased,
unreasonable and wasteful allocation of the society’s economic
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CHAPTER I REFORM OF STATE-OWNED ENTERPRISES

resources.

China’s state assets should be transferred and concentrated
from ordinary competitive professions to its basic industry and
non-competitive professions in order to guarantee full develop-
ment of its infrastructure and enable the full optimization of
society’s resources. In this way will investment from non-
government assets be encouraged. This readjustment is a process
that takes time and cannot be accomplished all at once. It should
begin from the most urgent and pressing areas of socio-economic
life and accelerate from there. Capital drawn from private invest-
ment (both domestic and foreign) should be courted and the
percentage increased.

In accomplishing optimum usage of “state assets” a new
concept of the term is required.

Social benefit vs. economic efficiency Under the old
planned economy system the allocation of state assets was done
under a grandiose system involving many different departments
and regions, often operating “blind.” There was often little return.
In other words, huge investments were made but the resulting
yield in productivity was low. The net result could be stated to be
the wastage or loss of the state asset.

At present, an important reason for the continuing reduction
of state assets is that in some areas the management system
responsible for these assets is not suited to the transition to a
market economy. There is a new concept concerning the utiliza-
tion of state assets that must be understood to guarantee the full
and effective use of these assets under a socialist market economy.
The backbone of this concept is the efficient and effective alloca-
tion of these assets to guarantee a completely rational and effec-
tive system of resources, industrial organization and market
structure. Further, a high priority should be placed in utilizing
these assets to avoid idleness, minimize waste or loss, reduce
production costs, and strengthen management. It is the concept
of total overall long-term benefit from these assets that should be
fostered. No partial, short-term, individual benefit should be
pursued. At the same time any conflict between economic benefit
and social benefit must be resolved so as to fully realize proper

2



SEVERAL ISSUES ARISING DURING THE RETRACKING

social benefit while guaranteeing the economic prosperity of the
state asset as a primary condition.

The concept of the “value form” of state asset Readjust-
ing the flow and structure of state asset investment depends to a
large degree on the fluidity of these assets—i.e. how convertible.
Under the traditional planned economy system state assets main-
ly took the form of material objects. The state exercised direct
control of these objects from raw material to distribution of
finished product. In the present stage of readjustment state assets
must be called upon to increase the value and liquidity of our
currency. For this reason some state assets need to be changed
from “form in kind” to “value form.” This change does not in the
least affect the leading role of state enterprises—on the contrary,
it strengthens their power.

New concept of state asset Will the readjustment of its
investment guidelines decrease or otherwise weaken state assets?
From an overall and long term view they will only increase. In
ordinary competitive professions if non-government owned busi-
ness is allowed to flow fully, it increases its profits and thus
increases the tax revenue. When the national treasury increases,
state assets increase also. If this source of income is used to
increase investment in new basic industry, it will yield long-term
economic benefit as well as increase the total amount of state
assets. State assets should be used primarily to develop basic
industry, public utilities, and key industry and strategic profes-
sions so as to lay down a firm foundation for the entire economy.
This greatly accelerates prosperity and development. The utili-
zation of government assets goes hand and hand with socio-
economic development. And by strengthening the leading role of
state enterprises, the asset base will be greatly broadened.

Concept of competition of state assets The gradual de-
crease in the percentage of state assets involved in ordinary
competitive professions does not mean competition is not an
important factor in operating state enterprises. Under a market
economy all sectors must be competitive. In fact, in the spheres
related to the economy as a whole and to the standard of living,
the wholly government owned enterprises must occupy the lead-
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CHAPTER 1 REFORM OF STATE-OWNED ENTERPRISES

ing positions—not to withdraw from competition, but to actively
promote it. In the key areas of basic industry and public utilities
(where state assets predominate) competition is used to increase
efficiency and profits. State assets must compete with non-
government sectors and with each other. But in such a way as to
not set up barriers between departments and regions. Cooperation
and coordination should avoid the wastage and inefficient use of
resources that could otherwise result from multiplicity of owner-
ship, duplicative construction, and engaging in blind projects.

C. Bright Ideas for Energizing the State Sector: Fewer New
Projects and Better Managed Enterprises

As pillars of the national economy, state enterprises are also
the mainstay of the socialist market economy. The practice of
over a decade of reform has proven conclusively that where the
correct allocation of state assets has occurred, state enterprises
have been able to play a leading economic role according to the
principles and laws of market economy.

The past decade has also shown some state enterprises lagging
behind, stuck between the proverbial rock and the hard place.
Unable to advance, unable to retreat. The main reason was the
earlier thinking that insisted upon maintaining the huge size of
state enterprises at any cost.

It is time for new thinking on the subject of energizing state
enterprise. Reform must be aimed at revitalizing the overall
economy—not just concentrating on single enterprises.

Theoretically speaking, structuring a new system based on a
socialist market economy does not require that the large enter-
prises formed and operated in the former planned economy era
be maintained without change or modification. Realistically it
would be impossible for the state to maintain intact every existing
state enterprise. The following statistics elucidate this:

—by the end of 1993 China possessed 34.950 trillion yuan
in state assets, of which only 74.5 percent were in actual
operation.

—the average debt load of state enterprises was 74.3 per-
cent



