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ABSTRACT

ECONOMIC SYSTEM EFFICIENCY:
A THEORETIC FRAMEWORK
~ AND ITS APPLICATION TO THE

REFORM OF STATE-OWNED -
ENTERPRISES IN CHINA

This book is an attempt to explore two questions: How
can the efficiency of an economic system be judged and
assessed, and what are the implications of it to the - past,
present and future economic reform in China?

The improvement of economic system efficiency has
been the most important varable to explain the remarkable
achievement of Chinese ' economic development in the
last decade. China is, however, faced with some



puzzles about her next steps of economic reform,
Econcmic theories do not provide appropriate anwsers,
or at best pravide only partial anweers, to some major
problems in China. Neoclzssical economic theory tends
to take the institutional context of an economy as given,
but we are concerned with how the institutions that facili-
tate market system to work well can be created. The New
Institutional Eeonomics, althcugh focusirig on instituti'onal
studies, appears to have some limitations in understanding of
economic system problemes in China, because there exist
significant differences between the key factors of the theory
and the institutional reality of China. The transactions cost
economics based on contracts, for example, seems to fail to
capture the essence of a socialist economy like China’s be-
fore the reform since formal contracts were non-exXistent in
the economy, |

This book draws ou the earlier studies of new institu-
-tional economists, including Ronald H. Coase, Oliver E. wil-
liamson, Steven N. S. Cheung, Armen A, A'chian, Harold
‘Demsets, and Douglass, C. North. It als» iacorporates
‘extensively the research results ccntributed signilicantly ‘to
-the development- of the theory by economists who are usual-
‘ly ‘not thought of as new institutional economists, such as



Herbert A. Simon, F. A. Hayek, George J. Stigler, Kenneth
J. Arrow, and James M. Buchanan. Benefiting greatly from
those studies, the book attempts to explore a theoretical
framework for analysing the efficiency of an economic system
in general and the chinese economic reform in particular.
The basic building blocks of the framework are as follows:
An approach to analyse the efficiency structure relative to
motivation, allocation, security and constraint, principles of
congeniality between technical structures of transaction and
economic organizations, a model of basic - relationship bet-
ween ownership, property rights, technical structures of
transaction and economic organizations, a model of causc
and process of economic system innovation, and so on.
After constructing the framework, the book turns to analy-
se the chinese context in three aspects: reexamining some
controversial issues on state-owned enterprises in China,
delineating the feform campaign, and suggesting a change in
reform strategy.

II

This beok is divided into two parts. In the first part,
which includes seven chapters, a thearetical framework is

developed for analysing the structures, operations and evo-



Pztterns of éconcmic oOrganizations are the subjucts of
chapter 3 and chapter 4. From a wide variety of patterns
of econcmic organization, two kinds of the most fundamen-
t1l and simplest patterns can be drawn:hierarchy and market.
Chapter 3 describes the inside structures -of the two patterns
respectively and examines their features of efficiency. A
comparison of the two patterns is also made in this chapter.
Charer 4 extends. the discussion to some intermediate pat-
terns of economic organization including monopoly and ver-
tical intermediate organizations relative to assets specificity
and large-scale production and distribution. |

Chapter 5, the key part of the first half of this book,
examines a decisive facter for economic system efficiency:
congeniality between technical structures of transaction and
economic organizations. The technical structures of transac-
tion relative to the technical characteristics of transacted goods
jnclude (1) assets specificity, (2) quantity of transaction,
(3) frequency of transaction, and (4) site of trausaction.
The efficiency of an economic system depends on the ques-
tion of whether it is congenial to a particular kind of techni-
cal characteristics of transaction. The discussion is carried
out through some concrete combinations such as HY + MY,
HF +I4%, H¥+ 198 and HP+H®, to show which kinds of



techincal structures of transaction and économic organiza-
tions are congenial ta each other. Some hypotheses are deve-
loped during the discussion. The hypothesis,‘ pan-specificity”’,
for example, means that not only do techincal features of
transacted assets have specificity; quantity, frequency and
site of transaction also have specificity. The cost of substi-
tution of one transaction for another is the determining
factor for transactors to choose types of organizations. The
studies in this chapter, especially on the congeniality be-
tween ‘technical structures of transaction and economic orga-
nizations, produce a concret framework for assessing effi-
ciency of economic organization.

~ Discussion on economic organizations in the previous
chapters regards the structure of property rights as given
and desirable. Chepter 6 revises the assumption and treats
property rights as endogenous. After dwelling upon the
coneept and; function of property rights, the author is con-
cgrred with: the following questions: the interaction between
patterns of ewnership, structures of  property rights and
organizations, the origin of property rights, the importance.
and criterjon of delining, defending and enforcing property
rights, and the impact of legal institutions on the matter

of praperty rights. A conclusion drawn from above discus-



