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1 . Research Motivation

Deregulation is one important trend of reform of natural monopoly
industry( OECD, 1997 ). Deregulation means reduce or cancel some
regulation and rules including market entrance, market exit, price,
investment, finance and account. China’s monopoly industries also
continue to explore suitable reform mode and path for China’s national
conditions and have achieved some success. However, due to
historical reasons, China’s reform of monopoly industries has just
started, the effect is not significant, with the restrictions of many
deep-seated problems. Reform of monopoly industries in China is lack
of strategic design, with occasional, non-continuity, not completely,
iterative and non-path dependence and other characteristics. Against
this background, the report to 17th National Congress of the CPC said
that we will deepen the reform of monopoly industries, introduce
competition mechanism and strengthen government supervision and
supervision by society.

Deregulation of natural monopoly indusiry reform is not only an
economic and technical issue, but a pelitical issue, or is a political
and economic problem. Monopoly industry deregulation reform is

essentially a re-adjustment of interests and balanced process, which
.6 -



will lead to various conflict interests between different interests
groups. The new era and new stage, the success of monopoly
industries deregulation reform depends on the interests of the smooth
realization of the reforms and adjustments, the need to fully adjust
interest as a new phase of reform of monopoly industries and the major
issues important tasks. Deregulation will have different impact on
different interest groups such as nation, regulator, monopoly
enterprises and consumer. Some interest groups will benefit from it,
interest of some groups will be impaired. The interest groups, whose
interest be damaged, will hold back the reform. Then, the
deregulation reform will be aborted. Therefore, it is essential to study
the impact of various interest groups, the various interest groups on
deregulation attitude, as well as strategic responses and influence
power, the game equilibrium between them comprehensively and
systematicly. The reform needs to design a feasible mechanism to guarantee
the interests of all groups can supports the reform and achieve the win-win
outcome.

This thesis study the deregulation reform of natural monopoly
industry in China from the perspective of New-Political economics,
transition economics and institution changes, using micro-agent and
macro-system methods. We examine the impact of deregulation reform
on nation interests group, regulator interests group, the monopoly
interests group and consumer group respectively and bring them
together to study the game equilibrium of four interests groups. Then,
we try to design the deregulation mechanism and path by institution
analysis methods. So, this thesis has not only realistic significance,
but also theoretical value.
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II.. Main Content

1. Impact of deregulation on nation

Nation is particular interest agent who cares for economy growth
and national competitiveness. We build a dynamic optimal model and
find that deregulation will increase investment and then lead to
economy growth in short term. We build a two section economy growth
dynamic game model and find that deregulation will bring about
economy growth in long term.

2. Impact of deregulation on regulation agencies

Regulation agencies are the policy-makers and implementers in
deregulation reform and have an important impact on the deregulation
reform. The goal of regulatory agencies is not only to maximize social
welfare, but also has multidimensional goals. We analyze the
characteristics of regulatory agencies and the difficult course of
deregulation. Then we build a three-stage dynamic game model to
analyze the impact of deregulation on regulatory agencies. In the long
run, the utility of regulatory institutions may increase after the
deregulation; but in the short term, the utility of regulation agencies
will decrease after the deregulation. So deregulation process is a

“breathtaking dives’

'y

for regulation agencies. That is to say
deregulation is harmful to regulation agencies. And we find that the
cause of this phenomenon is that the goal of preserving and increasing
the assets value of the regulation agencies.

3. Impact of deregulation on monopoly enterprises

Monopoly enterprises are the regulatory targets and the final
product or service producers and providers. Pure monopoly industries

are composed of pure state-owned enterprises. Monopoly of state-

. 8.



owned enterprises are to achieve an important objective of the rent as
much as possible and to enhance the management and staff welfare.
We build a principal-agent model to analyze the cause of high rents of
state-owned enterprises. Then we build a bargaining game model of to
analyze how the high-rent tumn into to high employee wages and
benefits. Model analysis shows that the deregulation will decrease the
employee wages of monopoly enterprise and is conducive to building
the harmonious society.

4. Impact of deregulation on consumer

Consumers are in a weak position in the monopoly system of
industry regulation. The pursuit of the objectives of consumers is to
enjoy a certain quality of service at lower prices . We build a game
model to compare the level of universal service rate before and after
deregulation and find that deregulation can improve the level of
universal service and enhance the level of consumer welfare.

5, Mechanism design of deregulation reform

We bring nation, regulation agencies, monopoly enterprises and
consumers together, and study the game equilibrium between the four
interest agents. We design a feasible mechanism for deregulation and study
the reform promoter, reform Strategy and reform timing and reform path.

M. Conclusion and Policy

1. The deregulation reform should be divided into different
categories and step-by-step.

Stage I, in terms of price regulation and investment regulations
remaining unchanged, the entry and exit should be deregulated,
allowing free access to the various types of enterprises and these
enterprises are treated equally and fairly treated. Stage II, deregulate

. 9.
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price regulation and investment regulations gradually after creating a
competitive market structure.

2. Nation should be the promoters of deregulation reform.

In the transition from the non-market economy to market
economy, the process of exireme transition in developed countries to
developed countries, the nation still is an important agent for
institutional change. Nation should design a scientific and rational
reform program and considers systematically and the impact of
deregulation on various interest groups.

3. Deregulation reform should be to adopt gradualism strategy.

The deregulation reform of natural monopoly industries is more
difficult than competitive industries. The natural monopoly industries
are important section in the national economy and the reform have
important effects on regulation agencies and monopoly enterprises
which will bring about high reform cost and reform resistance. So the
deregulation reform should be to adopt gradualism strategy.

4. Deregulation reform should meet certain conditions and choose
the right time.

The reform should attract the active participation of all interest
groups. So the reform gains should be greater than the compensation
for the injured interest groups and regulation agencies and monopoly
enterprises get positive rents.

5. Deregulation reform should design reform timing.

The deregulation reform should be divided into three stages of
reform. Phase 1, the functions and goals of regulation agencies should
be reset. Phase II, deregulate the entrance regulation, introduce
competition and establish competitive market structure. Phase III,

reconstruct and establish the scientific regulation system.
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