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Abstract

The major subject of this paper is the contract failures in the
state - owned forms, taking the transformation of the corporate
governance system into the “modern enterprise system” as a general
background. This research will begin with the “above ten billion
strategy” of several big manufacture group companies who was cho-
sen to promote a rush growth of their annual sales into 10 billion
Yuan individually during 5 years before the end of 2000. The strat-
egy was sponsored and supported by the local government authority
as a part of municipal economic development arrangement. The in-
terference originated from such governmental behavior causes con-
tract failure to state — owned enterprises and state — held public cor-
porations. The whole research will be based on the sub - back-
ground of the three - level framework of state — owned property
management system in China. This paper is to reveal substantial
fact that the mystery of such relationships is the rent — seeking of
exterior controllers that brings about contract failures. Rent — seek-
ing is the crucial institutional reason of contract failure in state ~
owned companies and in the state — held public corporations The case
study of “loan to stock” transformation on an imaginary model of
such big companies, FEITE Group in 8 city, will be helpful for the

exploration a outlet of rule restructure of state — owned enterprises.
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The theory of contracts, rent — seeking and public goods will be tak-
en into the discussion as main theoretical tools. A contract rule re-
structure recommendation based on the institutional analysis of con-
tract failure will be posed as part of the contribution of this paper.

The methodological characteristic of the research was devised as
an integration of case study and theoretical analyses. Through the
case study, we can get into the individual behavior incentive and
collective behavior logics as well as the social roots of contract fail-
ures.

Following is the main contribution and conclusions:

At first, exterior controller has a vital institutional environ-
ment composed of the failure of the division of enterprise from the
governmental system, the inefficiency of the law and regulations and
the shortage of responsibility system. It is in this institutional envi-
ronment that the exterior controllers bring in contract failure into
state — owned firms.

Secondly, the organizational base on which the contracts go
failure is that the contracts between governmental sections ( as
stockholder) and the management teams in state - owned firms are
collective contracts. The participants are organizations instead of in-
dividual person. The logics of collective action makes the quality
and the performance of contracts out of inspection and control.
Meanwhile, the participants of the contract negotiation and per-
forming will seek maximum personal utilities as possible as they can.
The optimization of personal utilities upon collective contract will
lead the contract to be a rent — seeking contract.

Thirdly, as a result of personal behavior analysis, the spallation
of state -~ owned property into public goods is the precondition of ex-
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