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Competition, Ownership and
Industrial Market Performance
Abstract

FEconomy Transition not only make great change on institution environment
of Chinese economy, but also make great change on Chinese market structure, firm
conductive and market performance. Ownership change and market competition are
the main factors to explain the change of organization in transition. Nowadays
ownership theory and industrial organization theory that based on SCP paradigm
are the main theories to explain Chinese market performance. But ownership theo-
ry ignore market structure, SCP paradigm ignore ownership status. In transition,
ownership and industrial organization are interdependence. Without ownership or
market structure, we can't effectively explain the change of Chinese market struc-
ture and performance. Therefore, on explaining the performance of industrial orga-
nization, the Ownership and market structure — market conduct — market perfor-
mance (SS— C— P) paradigm is very useful.

On transition economy, the change of ownership may not combine with mar-
ket performance improvement. Change in ownership without adequate attention to
market structure can result in negative performance. For this reason, change in
ownership must think of the influence of market structure. Using contract theory,
the paper improved that market competition and ownership status are interdepen-
dence. Effective market competition can improve different ownership firms effi-
ciency, the choice of ownership structure status also decide market structure, con-
ductive and performance. To market performance, competition is more fundamen-
tal than ownership. Worktable competition and effective ownership structure is
very important for market performance. The theoretical evidence in this paper
proves that

In transition economy, the character of market is “mixed economy”, owner-

ship change must take care of market structure. The theory in paper prove that: in
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mixed duopoly market, SOE may get much more profit than private competitors.
When SOE have insider — control problem, which have stronger incentives to pur-
sue price war and over — investment activities than does a private, profit — maximz-
ing firm. Thus state ownership not only result in low efficiency on allocation of re-
source, but also change the market behavior. From the dynamic point, as soon as
un — state ownership enterprise have clear superiority, they will enter the market,
and take more and more market share from the dominated SOE. Because of institu-
tional and technological factors, the entry is un — equilibrium among industries.
The empirical evidence shows that: the excess capability. The change of different
ownership’s market share is the result of competitive efficiency choice. The effi-
ciency difference of different ownership is the main reason to Chinese industrial
ownership structure change.

It is a transient phenomenon that the decrease of market concentration, which
result from entry of new firm, which is determined by demand expanding, new
firm entry and the low efficiency and expand of SOE commonly. Although the en-
try of un — state ownership enterprises cause market concentration decrease shortly,
as long as the different ownership can compete sufficiently, the high efficiency firm
will get more and more market share, which will increase market concentration and
improve market performance.

The market behaviors decided by ownership structure are different among dif-
ferent ownership enterprises. The empirical evidence shows those conclusions:
firstly, compared with SOE, the behavior of un — state ownership enterprises are
more market orientation, which take the marketing as main compete tool to get
more market share. Secondly, market competition and ownership status have im-
portant role on industrial innovation efficiency. Market competition and un — state
ownership tend to improve innovation efficiency, monopoly and state ownership
tend to decrease innovation efficiency. Thirdly, market competition not only incen-
tive manager to improve enterprises efficiency but also decrease the employee’s in-
fluence activity. Market competition is the main reason to accelerate the reorgani-
zation of monopoly large SOE.

Ownership concentration influence market -performance. The empirical evi-
dence shows that state ownership combine with high monopoly profit and low effi-

ciency. The institutional barrier is the main factor to protect ownership monopoly .
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Market competition and ownership status have important influence on market
performance. From the static efficiency, since the economic reforms, industrial ef-
ficiency of resources allocation has improved greatly. During 1990°s, industrial fi-
nancial deficit became more and more seriously, the competitive deficit is the main
part. The empirical evidence shows that low efficiency is the main reason that re-
sult in SOE deficit. It is not un — state ownership enterprises but the excess SOE
capacity that result in financial deficit seriously. Secondly, market concentration
and A/D are main factors affect profit. R&D and scale economy have weak rela-
tionship with profit. Thirdly, from dynamic efficiency, market competition and
ownership change mutually have a positive effect on quantity growth and labor pro-
ductivity. Market competition and effectual ownership are complementary.

For a long time, state ownership and low power incentive are the main charac-
ter of regulation institution on Chinese natural monopoly industries. The question
is the regulation is effective? The regulatory reform improves performance effec-
tively. The empirical evidence of electricity and telephone shows: firstly, the regu-
lation on electricity has not improved efficiency, which can’t proved that regulation
improve efficiency. Secondly, deregulation on telecommunication proved that
deregulation improve efficiency and social welfare. Thirdly, state — ownership and
COS price regulatory mechanism result in over capital intensity and low productivi-
ty (TFP). Thus building competition mechanism, incentive regulatory regime and
reform ownership structure gradually are central to regulation reform.

Thus the key conclusion is that market competition combined with change in
ownership improves market performance. The main policy implication is that the
improvement of Chinese industrial performance depends on the creation of a work-
table competition environment and deep ownership reform.

Key words: market competition ownership regulation market petformance
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