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THE TRADE-OFF& CHOICE OF EQUITY AND EFFICIENCY
ABSTRACT

The determination of ownership structure has been an impor-
tant issue in China’ s economic reform. This book has two objec-
tives: one is to find out whether the prevailing ownership struc-
ture supports the principle of “efficiency comes first with consid-
eration to equity”, the other is to jointly determine optimal own-
ership structure in the framework of choice of equity-efficiency.
The main contents included are: picture of China’ s ownership
reform in the past two decades; technical efficiency and its deter-
minants of Chinese economy; income distribution and its relation-
ship to ownership structure change; trade-off between equity and
efficiency in Chinese economy; and finally, the effects of owner-
ship structure change on social welfare in China.

Average production function and stochastic frontier produc-

tion function in the forms of both Cobb-Douglas and Restricted
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Translog were estimated by using Ordinary Least Square (OLS)
method and Maximum Likelihood (ML) techniques. By decom-
posing the error term into two components, one with normal dis-
tribution and the other with truncated normal distribution, the
technical efficiency was estimated. Finally, the growth of China’
s economy was accounted.

Gini coefficient was estimated and applied as indictor for in-
come distribution. Based upon the estimated efficiency and Gini
coefficient, a structure model of equity -efficiency was constructed
and estimated by using Seemingly Unrelated Regression Estima-
tion (SURE) technique.

At last, Amartya Sen welfare index was employed to calcu-

late China’ s social welfare.

The new findings are as follows:

Firstly, during the period of 19811998, China’ s owner-
ship structure adjustment was done with proportions of stated-
owned down and of collectively-owned up as the main content,
non-public sector was developing with a slower pace, regional dif-

ferences existed in ownership reform: the west fell much behind
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the east, and the south was'much ahead of the north. Sector dif-
ferences were also observed: mixed ownership elements have been
emerging in ménufacturing_, whole-sail, retail and trade while the
fundamental fields were still monopolized by the state.

Secondly, in 1952 -1959, the average technical efficiency of
China” s economy was 76.6%, in the period of 1960 to 1969 it
was 76.5% , in 1970 - 1979 it was 75%, the periods of 1980 ~
1989 and 1990 - 1999 were 79.3% and 82.2% respectively. In
the planned economy period (1952 —1977), the average technical
efficiency of China’ s economy was 76.2% , while in the transi-
tional period (1978 —1999), the figure was 80.1%.

In 1981 - 1990, inputs increase accounted for 64% of total
GDP growth, the rest was due to Total Factor Productivity
(TFP) increase, in the next period (1991 —1999), inputs in-
crease contributed 69.8% to total economic growth, 30.2% was
from TFP increase. In planed economy period (1952 - 1978)
86% of the growth came from inputs use increase, 14% from
TFP growth, while in reforming period (1978 - 1999), the fig-
ures were 63.5% and 36.55% , respectively. The results indicat-

e 7 -

nERS




A

320125 ).

ed that China’ s economic growth has been relied heavily on the
expansion of production scale. The slow increase in TFP was due
to low efficiency and low rate of technical change: the rates of an-
nual average technical efficiency improvement were —0.2% and
0.6% for the periods of 1952 1978 and 1979 -1999, while the
average technological change rates annually were 1.14% and
2.9% for the same two periods.

Thirdly, the change in ownership structure was an important
factor affecting technical efficiency of China’ s economy, specifi-
cally, increase in state sector leads to decrease in technical effi-
ciency. However, both collectively-owned and non-publicly-
owned sectors have their positive effects on technical efficiency at
significant level.

Fourthly, for the period of investigation (1981 —1998), the
unequal income distribution of China as a whole tended to be en-
larging for most of the years, and declining for the last two years.
Income distribution gap within the rural was wider than the town
and city. Non-agricultural employment was the dominant contrib-

utor to the income distribution gap. In town and city, the reason

« 8



for unequal income distribution was the effect of income structure
change from different types of ownership and “unequal effect”
from difference in ownership reform in towns and cities.

The research revealed that ownership structure imposed its
important effect on income distribution in Chinese society; the
unequal income distribution would be down with stated-sector in-
crease, while both the collectively-owned and non-publicly-owned
have their negative significant effects on equity.

Fifthly, the research indicated that trade-off between equity
and efficiency in relation to ownership in China existed, that
means each ownership component affects both efficiency and equi-
ty, ownership structure change would cause changes in efficiency
and equity simultaneously in different directions. Concretely, the
higher the proportion of state ownership, the lower technical effi-
ciency and meanwhile, the more equal in income distribution; the
higher the proportion of collective and non-public ownership, the
higher the technical efficiency, and the lower the equity of income
distribution.

The amounts of trade-off are 3.104 for non-public owner-
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ship, 2.328 for state-ownership, and 2.131 for collective owner-
ship.

Sixthly, China’ s economic reform has been improving social
welfare since the initiation of the reform, however, the growth
rate of social welfare tended to decline in the last two years of
1990 s.

Based on the research, thé following conclusions could be
drawn: the existing ownership structure in China can not fully
support the principle of “efficiency comes first with consideration

to equity’, to realize the principle requires certain decrease in

state ownership, and some increase in non-public ownership. The

rational choice of ownership structure adjustment is to lower pro-
portion of state ownership, but not collective ownership and at the
same time, to increase the proportion of non-public ownership.
The above choice of ownership structure reform would create to
more social welfare in China.

Key words: Ownership structure, Efficiency, Equity, So-

cial welfare.
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