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Abstract

Based on Institutional Economics, Evolutional Economics, Comparative Institu-
tional Analysis and Management Theory, tracking the institutional innovation during the
development of private economy, the book constructs a common analytical framework
for studies on institutional innovation and development of private economy. Firstly, the
book analyses the process and mechanism of private economy’s evolution, and abstracts
a more common pattern of private economy’s evolution that is featured by interaction be-
tween multiple forces and push of both government and the private and breaks the limi-
tation of regional pattern. Secondly, the book makes a deep analysis of some key prob-
lems faced by private economy, explores the innovational mechanism in entrepreneurial
behavior, financing choice, equity arrangement and governance optimization, and in-
ternationalization of private firms. Lastly, the book evaluates the developing status of
private economy and private firms, and gives some advice on institutional innovation
and development of private economy.

The book consists of three parts and eight chapters. The first part is “ Theoretical
Analysis on Private Economy Evolution and Institutional Innovation” . It consists of two
chapters: “Institution Transition and Organization Evolution during the Development of
Private Economy”, and “Dynamic Process of Private Economy’s Institutional Innova-
tion” . The second part is “Developing Obstruction of Private Economy and Institution
Innovation” . It consists of four chapters: “Private Firm’s Entrepreneurial Behavior and
Entrepreneur Environment” , “Financing Obstruction of Private Firms” , “Governance
Issues during the Development of Private Firms” and “Institution Environment in the
Internationally-oriented Development of Private Firms” . The third part is “ Evaluation
on Developing Status of Private Economy and Private Firms and the Countermeasures ” .

It consists of two chapters; “Governance Evaluation on Private Listed Firms” and “Pol-
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icy Suggestions on Institution Innovation and Development of Private Economy” . The
basic content of each chapter is as follows:

Chapter 1: Institution Transition and Organization Evolution during the Develop-
ment of Private Economy. Based on a review over twenty years’ development of private
economy and organization evolution, from the prospective of ideology preference, local
government behavior, historical path dependence, institution complementation and
productivity competition between economic organizations, this chapter analyzes the
mechanism of institution transition and organization evolution during the development of
private economy. After comparing different regional developing patterns of private econo-
my, the book abstracts a common evolution model of mutual interaction, infiltration,
competition and substitution among private economy, State-owned Enterprise reform
and foreign capital infiltration.

Chapter 2; Dynamic Process of Private Economy’s Institutional Innovation. Using
the dynamic model in economics, starting with two key factors: technology progress and
information asymmetry that restrict the development of private economy, this chapter
analyze the evolving mechanism of institution innovation of private economy, and gets
some important conclusions. 1. From the prospective of optimal technology progress rate,
this chapter finds that strengthening patent protection has less effect on social welfare
when invention cost is higher. 2. Through analyzing the relationship between optimal pa-
tent system and the dynamic efficiency of private economy, this chapter finds that both
the optimal patent length and width are limited. 3. Through an endogenous economic
growth model, this chapter finds that the asymmetry of quality information will not only
cause the market of private economy to shrink, but also depress the pricing of knowl-
edge product, decrease R&D investment, and eventually block a country’s knowledge
growth,

Chapter 3: Private Firm’s Entrepreneurial Behavior and Entrepreneur Environ-
ment. Firstly, this chapter makes a deep investigation on entrepreneurial rationality ,
exposits the process and key factors of entrepreneurial activities, changes the tradi-
tional cognition that the success of starting an undertaking is decided by entrepreneur’s
gift. Secondly, this chapter points out that start-up environment is different from
investment environment, and start-up policy is also different from policy for small and
medium sized firms, suggesting that what the government should emphasize is not
investment environment, but start-up environment. Finally, based on the essence of

matching entrepreneurs with opportunities, this chapter proposes to build mutual
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interaction between entrepreneurs and opportunities, which overcomes research lines
that used to emphasize only on the identifying and grasping of opportunities by entre-
preneurs and analyses the evolution of China’s entrepreneurs from an interactive rela-
tionship.

Chapter 4; Financing Obstruction of Private Firms. This chapter first sums up the
institutional factors into three aspects: national economy influence, local government
power and marketization level, and then constructs a new theoretical framework explai-
ning the difference of private economic development patterns in different regions,
makes a systematical analysis on how endowment difference and institution rent change
affect the financing choice of private firms, makes an empirical research on financing
amount and structure of private firms, and concludes: 1. Institution evolution pattern
determines the developing pattern of private economy. Different combinations of histori-
cal starting and dynamic evolving path lead to various developing patterns in different
regions, and thus result in corresponding finance patterns. 2. Institution rent decides the
financing choice of private firms. 3. Private firms face both aggregate and structural con-
tradiction, and the latter is greater than the former.

Chapter 5: Governance Issues during the Development of Private Firms. This chap-
ter studies the inflexion point of governance during the development of private firms,
the principal-agent relationship and transfer of control rights inside family firms, the in-
fluence of human resource on governance etc. . Conclusions are; 1. Family governance
has some rationality at certain stage, but will become obstruction with further develop-
ment of private firms and thus should develop towards open family firms. 2. To make the
best use of the separation of two rights, government should strengthen legal protection
of private property, and family firms should consummate internal audit and control
mechanism, prevent the opportunism of managers, and establish effective incentive
mechanism so as to make the interest of managers is in line with that of family
firms. 3. The level of diversification of ownership equity and control right transfer is
higher for private firms at a mature stage than for those at an earlier stage of develop-
ment.

Chapter 6: Institution Environment in the Internationally-oriented Development of
Private Firms. Following the classical paradigm of “Structure-Behavior-Performance” in
industrial organization theory, this chapter first analyzes the relationship between export
behavioral characteristics and performance. Then, from the prospective of international

division of labor and value chain, this chapter analyzes the typical market dislocation
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problem in the export of private firms. Conclusions are: 1. The horizontal difference
between export products of private firms is low. 2. The products’ vertical difference is not
high. 3. Market structure of low centralization leads to private firms’ lack of market power
in export market. 4. The comparative benefit derived from international division of labor
and trade is not only decided by the optimization of export product structure at technolo-
gy level, but also decided by the institution innovation of export firms at organization
level.

Chapter 7: Governance Evaluation on Private Listed Firms. This chapter constructs
a governance index of private listed firms from four dimensions-board of directors, own-
ership equity structure, incentive and restriction for the management and information
disclosure, and finds there exist the following governance problems in private listed
firms: 1. Group control is the crux that leads ultimate controlling shareholder to take
encroachment behavior. 2. Board of directors is characterized by large shareholder con-
trol. 3. Compensation for the management is low, and the management’s share holding is
non-linearly related with firm performance, 4. The governance of board of supervisors
needs to improve. 5. The zeal for information disclosure and the independence of audit
opinion are improving, and the independent director system plays an important role on
improving the information disclosure of listed firms.

Chapter 8: Policy Suggestions on Institution Innovation and Development of Private
Economy. This chapter is mainly a summary of the above seven chapters’ conclusions
and policy suggestions on prompting the institution innovation and development of pri-

vate economy.
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