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Abstract

Facilitating the reform and development of State-Owned Enterpriscs
(SOEs) by establishing a scientific and effeclive inslitulional environment
has heen difficult and controversial, relying on the study of characteristics
of the rules of the SOE Operators’ in-service behavior with a view to the
circles of economics and management wurldwide:. Based on research on
the SOE Operators” in-scrvice life cycle and profit mechanism in China
through the lostitulional Change Theory and Theory of Requirement, the
author puts forward policy advice and counter-measures that could influ-
ence ared change the SOE Operators” in-service life cycle through instilu-

tionaf environment design.

1. Forming rules on the in-service life cycle of SOE Operators,
and its forming mechanism using Institutional Change Theory

Generally speaking, the in-service life eycle can be divided into four
phases: grinding, climbing, maturing and waning. Enterprise perlor-
mance rises al the initial stages, steadies afterwards and drops al the
anaphase in a paraholic decline. The reason this life cycle cxists is mainly
because of inatitutional changes in the enterprise. The in-service course of
SOE Operators reflects the course of institulional changes in the enter-
prize. The enterprisc starts from a phase of stagnation, grows via the
phases of innovalion and balancing, and then falls into another stagnation
phase owing o the birth of 4 new inatitution .

There are six elements in forming the mechanism of the in-service

course of SOE Operators. The gradual transfer of SOE Opcrators from an
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interest group to an interest monopoly entails relying on new paths, in-
creasingly scvere rent-seeking behavior in the enterprise, increasingly op-
porhinislic actions, growing obstacles blocking the operator from with-
drawing from the enterprise, continuvus delay of the intemalization of po-
tential profits, etc. These six clemenls form an organic integration, our of
which the gradual change of the SOE Operators from an interest group to
an interest monopoly bevomes the main line of such a life eycle. During
such a change, such elements as relying on new puths, rent-seeking be-
havior, opportunism and growing obstacles blocking retrcal by the vper-
tar, in turn lead to continuous delay of the intemalization of potential

profit, and finally, forms the in-service life eycle.

2. The characteristics and estimation method of “inflexion” of
in-service life cycle of SOE Operators

Theoretically, “inflexion” is the lurming point {rom maturing to wan-
ing during the in-service life cycle. It oceurs during a lime afler malurs-
tion but before decline. Thus, management achievements of the entlerprise
start dropping at a marginal value. The author analyzes and dhiscusses the
six features of the in-service life cycle at “inflexion:”

+ 'There is comparatively obvious reliance on existing paths hy busi-
ness management .

+ 'The S0E Operator no longer worries about the threat of a poten-
tial successor.

+ The “cycle” of the SOE Operators has come inle being,

+ There are numerous sub — profit groups in the enlerprise.

+ Transparency of business activities of the SOE Operator declines.

+ Management achievement of the enterprise has heen maintained at
a plateau for a long time withont any new increase and has even started 1o
drop off.
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Based on “inflexion”, the author also puts forwand Lhe concept of
breakdown and rebirth of the in-service life cycle, and muakes an initial
discussion

Performance measurement is a necessary method for making an aceu-
rate evaluation of the perfformance of SOF Operators, as well as an impor-
tant method and path for idenlifying and judging the “inflexion” of the in-
service life cycle. The author puts forward the estimation method on fea-
tures of “inflexion” : creating a performance index that can be used for
quantificalion analysis and an estimation index that can be used for quali-
lative analysis, and collecting relevant data lo muke diagram for further
judgment. Meanwhile, the author also proposcs the advice for perfecting
and regulating the performance measurcment system, that is, following
the guidelines of catcgorization, scientific regulation and streamtined op-
eration, by designing a basic examinanon index, subsidiary cxamination
index and speciul performance examination index to make an cxamination
of the enterprist:’ s profit-making ability and growth prospects.

Accurale judgment and identification of the “inflexion” of the in-ser-
vice life eyele may provide scientific grounds for the reasonable allocation
and utilization of SOE Operators. Conlrarily, the reasonable allocation
and utilization of SOE Operators may also delay the emergence of “inflex-
ion” of the in-service lile eycle. The author puts forward u f{rame of
thoughts on the establishment of a systematic and scientific allocalion in-
shitution of SOL Operalors:

+ First, to accelerate the reform of personnel inslilutions of the
SOEs, sct up and regulate the market for SOF Operators, perfect the sys-
tem of qualification authorization and speed up the steps of marketizing
and prlessionalizing managers .,

+ Secordd, to complete a perfomnunce measurement system, im-

prove the method of examination and cvaluation and practise an in-service
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system and contract control system.

+ 'Third, to probe and practise such concepts as open-to-the-public
selection and competitive hiring practices, establish a hiring and firing
mechanism that makes the SOE operalor competent to work both at the top
and the grass roots.

3. Proposal on the design plan of institutional environment that
either effects or prolongs the in-service life cycle of SOE operators

The institutional environment for an SOE is an institutional arrange-
ment at the Covernment level. It can be generally divided into four cate-
goties: social culture institutions, politics institutions, economic institu-
tiony and technical institutions. There are two means for SOE owners to
shifl the in-service life cycle through institutional environment design: one
is to prolong the in-scrvice life cycle by muterially shorlening the grinding
and rising phases, delaying the cmengence of “inflexion” , prolunging the
maturation phase and prevenling the waning phase; allemately, il pro-
longing the life cycle or having a rebirth becomes impossible, SOF. owners
can select new operators before the emergence of “inflexion” and let the
out-going aperator end his mission, Meanwhile, the author advances three
basic conditions that comply to the design of the SOF. s institutional envi-
ronment: improvement of the ability of SOE operators, reduction of asym-
metric information and reduction of obstacles of retreat. According to the
course of the in-service lile cycle, the author also puts forward design

plans on ingtitutional environmend in nine aspocts:

+

Reform of the state-owned property rights system

+ Perfection of the rights of control of the distribution system
+ Fstablishment of a market system for sufficient eompetition
+ Completion of a payment distribution system
+

Reform of the selection system
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Strengthening the importance of reputation
Reforming the hiring and linng syslen

Enhancing the Lraining system

+ + + o+

Strengthening the information disclosure system.

4. Systematic analysis on the benefit mechanism of SOE opera-
tors in China by the mathematical-physics method

The author, by using the mathematical-physics method, syslemuali-
cally discusses characteristics of the utifity function of the SOK uperators
in China, and analyzes features of benefit mechanisms for the SOE. opera-
tors. The author believes there are complementary and substitutional reta-
Lonships between material demands and peychological demands of the
SOF operators. The two relationships intertwine with each other and keep
raterial demands and psychological demands changing in accordance with
the individual development of the operators. Complementary relulionships
refer 10 shared incremental changes in material and psycholugical demands
due to the changes of the work requitements of the SOF operators,
premised on theorics that the relationship between the operatars’ material
and psychulogicul demands will remain unchanged; that is, the increase
of material demands brings about the rise of psychological demands at the
sarre: lime . Substitution relationship refers to the increase of one demand
resulting in the decrease of the other, premised on the work requirements
of the SOE operators remain unchanged; for instance, when psychological
demands of the SOE operators cannot be salisficd, more material demands
will emerge. For individual development of the SOF operators, when both
their malerial demands and psychological demands are comparatively low,
the {unctivn ol the complementary relationship hecomes greater that that of
substitutional relationship, so the individual is apt to seek material bene-

[ils. When material benefits reach a certain level, the subslitutional rela-
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tionship then becomes greater than the complementary relativnship, and
the individual thus tends to seek psychological benefits. The SOE vwners
in China have benefit mechanisms different from other class grmups. They
have upper material demands and expect to receive comparatively high in-
come so a3 o mainlain a better living standard. Meanwhile, due to the
charactenistics of their profession, that is, overseeing so many employees,
they have powerful, high-risk jobs with Lisle chance of substiwtion, and
they have comparatively high psychological demads including decision-
making power in management, high soctal stalus and professional reputa-
tion, and a system that encourages competition. Certainly, the SOE oper-
ators” demand for benefits can greatly differ due to differences in regions,
ages and the conditions of their enterprises. The above conditions thus
provide the SOE operators with the theoretical foundations for the design
of institutional cnvironment, cspeeially the perfection of a mechanisin for

rewards and resirictions.

5. Idiographic measures and stratagens on the design of insti-
tutional environment for the SOE operators

On the basis of the design plan of the institutional environment for
the SOE operators, the author puts forward idiographic measures to pro-
mote the institutional environment of the SOEs. In the aspect of encour-
agement, based on the long-term material encouragement fornulu, he
pointed outl that, material and psychological rewands can be combined 1o-
gether as well as the rewards of long-lenn income and bonuses. In the as-
prect of supervision and obligalion, he agrees with the system of integrating
internal and external supervision. In the SOF, the main tasks should be
to perfect the management structure of the legal person; regulate the rela-
tionship of the hoard of ditectors, managers and supervisory board: set up

a power distribution system among the leaders so they will restrict and



