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im PREFACE

China’s transition from a centrally planned economy to a more market-
oriented one has been remarkable. Business in China has accordingly been
transformed. This book covers the evolution of business developments in
contemporary China. Using both economic and legal reforms as the overall
framework, it analyses the marketization of industry in China during the
thirty-year reform period.

This interdisciplinary approach will contribute to the analysis of business
development in China, which can best be understood within a complex
framework of laws, politics, and economic reform aims. The distinctive
feature of the book is that it views both domestic enterprise reform in
China and the evolving treatment of foreign firms in the context of both
corporate laws and economic policies.

The book leads the reader through the complex interaction between eco-
nomics, law, and politics in shaping the business environment in China. It
also looks ahead to how business is likely to evolve as economic and legal
reforms speed up in the twenty-first century, notably with China’s increasing
global integration.

And, this volume also incorporates case studies to provide industry-specific
analysis as illustrations of the overall macroeconomic and legal developments
in China’s economy during its first thirty years of reform. The book includes
twelve original business case studies integrated into one volume which are
great teaching tools and add facts and colour to an issue.

A number of case studies are also kindly contributed by Kun-Chin Lin of
King’s College, London, Jonathan Story of INSEAD in Paris, and Sanzhu Zhu
of the School of Oriental and African Studies (SOAS) in the University of
London. Their expertise adds greatly to this volume. Finally, valuable research
assistance has been provided by Yan (Bonnie) Cheng, Xiao Mei Li, Ryan
Manuel, and Jing Xing, which is appreciated.
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1 Introduction

One of the most notable features of China’s growth in the three decades since
market-oriented reforms were introduced in 1979 is the development of a
corporate sector that has produced companies which are among the largest
and fastest growing ones in the world—with firms such as the computer
company, Lenovo, and ICBC (Industrial and Commercial Bank of China)
becoming part of the global business landscape. Against a backdrop of
transition from an economic system that was almost entirely state-owned as
recently as the early 1980s, it is all the more remarkable, and underpins much
of China’s successful economic development.

The transformation of China’s industrial sector from one run by the state to
a marketized or nearly marketized one is driven not only by economic policies
but also by legal reforms that have occurred alongside. These economic
policies and institutional reforms have contributed to the development of a
market economy out of a previously centrally planned economic system
where the state dictated output and prices as well as nearly all other aspects
of supply and demand. China’s successful development is often referred to as
a ‘paradox) as the market has seemingly developed without a sound legal
foundation. Instead, economic policies and permissive attitudes towards
decentralized regions experimenting with market forces have seemingly man-
aged to instil incentives that have propelled growth.

Although it is certainly true that the legal system is incomplete in that
much of it has been developed only since the 1990s and claims of imperfect
enforcement of the extant laws mar the usual praise associated with China’s
development, China has also undertaken a large number of legal reforms that
have evolved with the market. For instance, anticipation of an increase in
mergers and acquisitions (M&A) activities with greater market opening after
the 2001 accession to the World Trade Organization (WTQ) prompted the
passage of a M&A law in 2003. In other areas, laws were passed to facilitate
investment, such as the Law on Chinese—Foreign Equity Joint Ventures, which
was the first corporate law of the reform period promulgated in July 1979. It
heralded the start of the influx of foreign direct investment (FDI) that has
been a notable part of China’s success in becoming a global exporting power
in the span of only a couple of decades. Without such a law, foreign investors,
not accustomed to investing without legal principles governing their rights,
would not have chosen China as the destination for their funds to the same
extent.



2 ENTERPRISING CHINA

The interplay between legal and economic reforms, therefore, is crucial to
understand as part of the assessment as to how the market has developed in
China. This is not to attribute the success of market development simply to
laws, but rather, this book takes the perspective that laws and regulations
which solidify market foundations and property rights have been enacted
alongside economic policies that together enable the development of a market
system in China. Neither perfect nor complete, the laws promulgated in
China nevertheless create property rights (real estate, intellectual property
rights such as patents), establish contracting relationships (Chinese—Foreign
joint ventures), and govern markets (regulators such as the China Securities
Regulatory Commission). Therefore, this volume posits that legal and eco-
nomic reforms interacted to create, support, and govern the market in China.
In some areas, legal reforms have been more important than in others,
notably in attracting FDI, while arguably less so in others, for example in
developing privately-owned firms, which have arisen as the state has with-
drawn from large segments of the economy, thus opening up opportunities
for entrepreneurs to enter.

The theme of the book is that the development of the corporate industrial
and services sector has followed the approach of China’s broader economic
and legal transformation: gradual, policy-led, market-oriented reforms are
undertaken, resulting in (and on rare occasions, sequenced with) complex
economic system changes and legal reform. This book will cover the evolution
of the corporate sector in China from the late 1970s to the present under
this framework. Importantly, the book will bring together an analysis of
contemporary Chinese business developments with the more broadly
known story of China’s economic and, to a lesser extent, its relationship to
legal reforms.

The main theme of the book is that developments in the business sector are
very closely intertwined with China’s economic and legal reforms—all of
which have been undertaken gradually, and premised on the overriding policy
command which seeks social and political stability. The book will argue
that the evolution of enterprises in China, and Chinese enterprises globally,
will depend on both the continuing domestic economic and legal reform
process and China’s ever-deepening engagement with the global economy
and with international capital markets. An understanding of contemporary
business developments in China will also allow observers to anticipate
further evolution in this sector, particularly as China moves towards an
increasingly marketized internal economy with a greater degree of global
integration as it grows ever closer in economic might to the major economies
of the world.



INTRODUCTION 3

1.1 Structure of the book

After this introductory chapter, the second chapter analyses Chinese legal and
economic reforms since 1979 to identify the key contributors and policies
which have led to the transformation of the enterprise sector from one
dominated by state-owned enterprises (SOEs) and collective enterprises
(such as township and village enterprises or TVEs) into a diverse corporate
sector comprising not only SOEs and TVEs but also privately-owned and
foreign-invested enterprises (FIEs). The role of legal as well as economic
reforms will be highlighted to provide a fuller picture of the development of
the corporate sector. The third chapter assesses the interplay between law and
markets to explain the China ‘paradox’ of having achieved significant growth
whilst having a notably weak legal system when institutional development is
thought to be a prerequisite to economic development. A complex interaction
between formal laws and informal institutions was intertwined with markets
in a way that is not dissimilar to what most countries contend with at China’s
stage of economic development, but with the added complication that a
communal property state existed for most of the period.

Following from these overviews, the next chapters will analyse the four
major enterprise sectors in China: SOEs, TVEs, private firms, and foreign
firms. These chapters will investigate the ways in which legal and economic
policies were enacted to further the state’s goals in each of these sectors. For
instance, the move to reform SOEs involved adopting a form of privatization
known as ‘share issue privatization” with the aim of corporatizing state-owned
firms and making them into shareholding companies that can eventually
become privately owned with stock sold to the public. To achieve this, the
Company Law of 1993, along with the creation of the stock markets in
the early 1990s, was enacted to lay a market-recognized foundation for the
policy intent of the corporatization of SOEs.

The motivations behind the policies may differ among these ownership
types, but the state used both law and institutional reform to mould and
shape the development of the sector. For SOEs, it appears that the state used
laws to legitimize the policy enactments to restructure but not privatize all
of the state firms. For the collective sector, laws were often enacted post hoc in
response to economic necessity but without fundamental ownership reform,
as rural TVEs in particular served to maintain industry in the lagging segment
of the Chinese economy. In other words, TVEs—a lingering hybrid form of
enterprise—appear to serve multiple purposes that suit the overall partial
economic transition approach of China. For private firms, it is an entirely
different matter. Hampered for the most part by laws that favoured SOEs
and collectives as well as foreign firms, private firms arose despite the legal
obstacles. Laws pertaining to the private sector tended to be enacted ex post,



