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ABSTRACT

OWNERSHIP AND MARKET STRUCTURE IN
CHINESE TRANSITION ECONOMY

The basic framework of industrial economics is a
paradigm of structure-conduct-performance. In this
framework, the market structure, as firm’s exter-
nal environment, is a very important determinant
of its performance. But how does the ownership af-
fect performance? According to the theory of prop-
erty right, the ownership does matter. Our main
study attempts to introduce ownership as a new de-
terminant for performance into the analytical
framework, and to explain why the ownership has
important effects on performance.

The keystone of our analysis is to measure the
ownership structure and the market structure in
Chinese manufacture industry, using the data of
1995 National Industrial Census. As a result, we
have obtained the measures of the size distribution
of firms, concentration ratios, and ownership share
index in different industries. Based on these mea-
sures, the different structures of market could be

defined. However, these market structures are dif-



ferent from the traditional ones specified in neo-
classical economics. They are unique and generated
in Chinese transition economy. From a view of
transition economics, the monopolistic competition
market and the competition market faced by state-
owned firms are an attractive research topic, and
therefore they are the focus of this study.

The behavior of state-owned firms has differ-
ent patterns, depending on market structure they
face. A typical behavior of a state-owned firm in
the monopolistic competition market is to maximize
sale revenue as its objective. If the firm is in the
competition market, its typical behavior is to maxi-
mizes utility and cost as its objective. Based on this
difference, we have built up the models describing
firm’s behavior and showing how the correspond-
ing equilibrium is reached in the different markets.
As the models indicate, there are different equilib-
rium levels for state-owned firms to determine out-

put and profit in the two markets. The reasons for



the firm having different behavior under the differ-
ent market are its market power and ownership
system. Our models have provided the answers in
detail for understanding such a phenomenon.

We have also attempted to find the determi-
nants of industrial performance in Chinese transi-
tion economy. Using the data of 1995 National In-
dustrial Census, the hypothesis was tested, which
involved the effects of ownership structure and
market structure on the performance. The results
showed that state ownership structure has negative
effects on industrial performance, and the concen-
tration ratio and firm’s size variables have positive
effects. It is also showed that there appears a bet-
ter performance for the combination of competition
market and lower proportion of state ownership in
an industry. However, a poor performance is high-
ly correlated to the combination of competition
market and higher share of state ownership. The

coexistence of high share of state ownership and the



monopolistic competition market results in a mix-
ture outcome including poor performance and high-

er monopoly profitability.
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