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Abstract

The thesis focuses on the optimization of industrial organizations
in economic transition with the example of tobacco industry in China.
Decentralization gives more initiative to the local government and thus
stimulates its enthusiasm to create local enterprises. In order to enjoy
monopolist profits, the local government tends to hinder the entry of
foreign enterprises by building up market barrier. This in turn results
in the separation of the market, the unnecessary duplication of enter-
prises and the low efficiency of the whole industry. Consequently, the
central government must intervene moderately to regulate the market.
New mechanism design, especially reform of financial and tax system,
effectively helps the market to develop and the industry to reorganize
and optimize.

The first chapter raises the optimization of industrial organizations
and the framework of the thesis. The second chapter offers an compre-
hensive review of the theories mentioned in the thesis, including Har-
vard school, Chicago scheol, Austrian school, Contestable theory.
The review indicates that these theories, which presuppose mature
market economy and thus ignore institutions, are unsuitable for the
study of industrial organizations in economic transition. The third

chapter studies the current efficiency in tobacco industry in China.
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The fourth chapter attempts to analyze the behaviors of the local gov-
ernment that cause the separation of the market; market failure and
inefficiency as a result of market separation. The fifth chapter deals
with the three designs that can optimize the industrial organizations in
tobacco industry in China.

To sum up, economic transition can bring about the optimization
of industrial organizations; the government plays an important role in
the optimization of industrial organizations; market enjoys priority over
ownership; the optimization of industrial organizations may be exist

path dependency and inefficiency.

Keywords: Economic Transition, Industrial Organization,

Mechanism Design, Tobacco Industry
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