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TheEvolutionofEconomicReformsinChina  

月む℃皿ノ施皿β皿βわ  

1．Introduction  

This paper aims at analyzing empiricallythe evolutionary process ofeconomic  

reformsin China．In SectionIIthe problem ofthe big bang approach or the shock  

therapyapproachversusthegradualismapproachwhichtookplaceinthetransition  

from socialist economies to market economiesin theformer Soviet Union and East  

Europeancountriesisanalyzedfromthe Chineseeconomicreforms’pointofview．In  

SectionⅢ the Chinese economic reforms are reviewedfrom agriculturalreform，  

enterprisereform，1aborreform，丘scalreform，丘nancialreform，andopenLdoorpolicy．In  

SectionⅣproblemsofpolicysequenceareanalyzedwhichappearedinthetransition  

PrOCeSSOftheformerSovietUnionandEasternEurope．Thepolicysequenceproblemis  

the one ofsequence and speed．However，this problemis a newtheoreticalonein  

development economics and there are manyissues to be discussed．In Section V  

China’s policy sequencingis analyzed．In SectionⅥthe nationalmarketformation  

problemsinChinaarediscussed．InSectionⅦtheessentialprinciplesoftheeconomy  

inthelightoftheChineseeconomichistoryarediscussed．InSectionⅧIwillconclude  

ontheevolutionoftheeconomicreformsinChina．  

2．BigBangversusGradualism  

Thereisatheorycalleda“shocktherapy”ora“bigbang”approachwhichinsists  

thateconomicreformsshouldbedoneallatonceinthetransitionprocessofasocialist  

countryintothemarketeconomy．Thistheoryhadinfluencedonthetransitionofthe  

SovietUnionandEastEuropeanCountries．BoththeFive－HundredDayPlan（FHDP）  

under the Gorbachev administration and economic reformsinPolandhad ofthebig  

bangtheorylAleadingeconomistofthetheoryisProf．J．SachsofHarvardUniversityl  

Inhis memoir，Mr．Gorvachevltoldhewasforthe FHDPmadeby anoldeconomist  

Shatalinandayoungeconomist％vlinskyattheearlyperiodofeconomicreforms．He  
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toldaftertheFHDPbecameaseverepoliticalproblemheagreedwithamixtureofthe  

FHDP with a gradualeconomic plan．％kovlev2closest tothe President saidthe  

government shouldhave done agriculturalreformsfo1lowlng agriculturalreformsin  

China．  

Ontheotherhand，eCOnOmicreformsinChinabeganin1978andhadahistoryof  

morethantwodecades．Theyarenotonlygradualreformsbutralsoaproductofthe  

power struggle between the reformists and the conservative whereas the latter 

SOmetimesappliedabrakeontheeconomicreformsoftheformer．Thismechanismof  

the power struggle brings about the gradualism where the economic reforms went  

ZlgZag．This払ctis shownbymyhypothesisthatthe agriculturalsectorhasapolicy  

CyCle．ThecentraleconomistoftheconservativesisChen％n．Originallyhebelongedto  

theZhouEnlaigroup，anddiedat900nAprillO，1995．  

Furthermore，inthelightofProf．Oksenberg’sanalysis3，ittakesalongtimeforthe  

ChineseCommunistParty（CCP）tomakedecision．Inordertocarryoutaneconomic  

POlicythePartychoosesseveralpilotareas．A氏erimplementingtheeconomicpolicy；the  

Partyevaluatestheresults．Andifthepolicyisgood，thenthePartyspreadsitallover  

thenation．ThismethodoftheCCPmayreflectontheexperienceofbaseareasofdoing  

economicpoliciesduringtheguerrillawarunderMaoZedong．  

These two di鮎rentviews arisingfromthetransitionprocessfrom a socialistto  

marketeconomyhaveglVenaStimulustoDevelopmentEconomics．  

3．TheCaseofChina，sEconomicReforms  

3．1Agriculturalreform  

Let’sinvestigatethe domestic economic reforms．In thelight of agricultural  

economicreforms，in1978thePartyintroducedresponsibilitysystemsintothePeople’s  

Communes，increasedpricesofagriculturalproducts anddecreasedthoseofmodern  

lnPutS．In1983thegovernmentallowedapeasanttoemploysevenworkers．In1984it  

alsoallowedapeasanttosellagriculturalproducebeyondborders．Intheendofthe  

Same year，theintroduction of agrlCulturalresponsibility systemsled to the  

decollectivization of the people’s communes sothat two household responsibility  

SyStemS，i．e．，the鮎聯nゐohu’systemandthe鮎ochaDゐohu’systemdiffused．In  

theformersystema鈷rmhouseholdhasresponsibilityfor払rmmanagementundera  

COntraCtWiththe township government．Inthelatter system afarmhouseholdhas  

responsibilityforproductionunderacontractwiththe government．Intermsofrisk  
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Sharing andincentives，theformeris the sameincentive system as the丘Ⅹedrental  

SyStem，andthelatterthesharecroppingsystem．Thus，the鮎og詔Dゐ0血’systemhas  

givenpeasantsthestrongestincentiveforproduction．  

With the second stage of agriculturalreforms，the market mechanism was  

introducedin1984．Thisled to the establishment of a double－traCk system．4The  

governmentreplacedthegovernmentprocurementsystemwithagovernmentcontract  

PurChasingsystem．Underthissystempeasantswereallowedsellsurplusgrainonthe  

freemarketoncetheyhaddeliveredtheirquotaofgraintothegovernment．   

In1986theLandAdministrationLawwasenacted．Underthislawthegovernment  

increaseditsbuyingatgovernmentguidancepricesinordertogivepeasantsgreater  

incentivetoincreaseproduction．Thegovernmentguidancepriceswerehigherthanthe  

COntraCt purChasing prices butlower thanfree－market prices．Atax onthe use of  

agriculturallandwasintroducedin1987．AftertheTiananmenIncidentinJune1989  

andthe strengthened position ofthe conservatives，the government directed the  

PrOVincialgovernmentstoestablishanagriculturaldevelopmentfundsystem．Thiswas  

intendedfordevelopingagriculturalinfrastructure．  

Durlng1990the government oversaw the establishment of a wholesale grain  

market，a grainfutures market，and a grain reserve system．The NationalGrain  

ReserveBureauwassetupaspartofthegrainreservesystem．In1992thegovernment  

OPenedthemarketsupwhilemaintainingitsownpurchasingsystem．Thismeantthat  

OnCethe grainpurchasingtargetwas achieved，the governmentcouldengageinthe  

OPerationofthemarketbyadjustingthequantityofreservesasabu鮎rstock．However，  

governmentpurchaseswerelimitedtoproductsfrommajorareasofproductionorthose  

PrOducedbylarge－SCale払rms．  

Thethirdstageofagriculturalreformscommencedwiththereformofthe grain  

distributionsystemin1993．ThegraincontroIsystemoperatesatthecentralandlocal  

governmentlevels．Under this system the centralgovernmentis responsiblefor  

nationalgrainreservesandfortheexportandimportofgrain，Whilelocalgovernments  

are responsiblefor maintaining the balance of grain demand and supply andfor  

OVerSeeingthereserveswithintheirjurisdictions．Thegovernmentadoptedasystemof  

PrOteCtive prlCeS that werein e鮎ct guaranteed prices，and engagedin market  

OPerationstomaintaingrainprlCe Stability．This stepcanbeseenas amovefrom a  

directtoanindirectcontroIsystemofgrain．  

TheAgriculturalLawwasenactedinJuly1993．Followingthis，tWOSyStemSWere  

introducedin May1994to achieve a demand and supply balancein agricultural  

PrOducts．Underthenrstsystem，PrOVincialgovernorsweremaderesponsibleforgrain  
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demandandsupply．This systemis calledthe governorresponsibilitysystemforthe  

‘ricebag，（mノゐjzishengzha刀gZmZbD．Thesecondsystemplacedmunicipalheadsin  

Charge ofvegetables．This systemis calledthe major responsibility systemforthe  

‘vegetablebasket，（caih2DZishikbangzemzbi）．However，this attemptto achieve a  

balancethroughadministrativemeansreliedlessonthepricemechanismandmoreon  

the controlof the quantity offoodgrains which seemed to run counter to the  

marketizationoftheeconomy．   

InJune1998，theGeneralOfficeoftheCCPCentralCommitteeandtheGeneral  

OnceoftheStateCouncilannouncedtheGrainPurchasingRegulations．Theseallowed  

only state-owned grain enterprises to purchase grain in rural areas and prohibited 

Private merchants andprlVate enterPrlSeS丘om doing so．However，grain processlng  

enterprises and organizationsin need of grain were allowed to purchase grainin  

markets operating at or abovethe countylevel．In October1998，the government  

decidedtoliquidatetheBeijingCommodityExchangewhichwasinananarchicstate  

andhadfailedto conduct markettradingin a soundway．Subsequently，the eleven  

COmmOdity exchanges across the country wereintegratedinto three exchangesin  

Shanghai，Zhengzhou，andDalian．  

Asaresult，WhatefEbctdidtheagriculturalpricereformundertheDengXiaoping  

reglmehaveonthetermsoftradebetweenindustryandagriculture？Figurelshows  

FigurelTbrmsofTradebetweentheIndustrialandAgriculturalSectors，1950－2000  

ぜ♂ぜぜぜぜ♂ぜぜぜ㌔♂ず㌔㌔ぜ♂ぜぜぜぜ♂ぜぜぜぜ  

Notes：1．ThetermsoftradeindexislOO．Oin1950．  

2．Thetermsoftradeistheratiooftheruralretailpriceindexofoverall  

industrialproductstothepurchasingprlCeindexofgeneral飴．rmandsideline  

products．  

4   



thetermsoftradeindex（TTI）betweentheindustrialandagriculturalsectors．TheTTI  

decreased during1978－88，increased during1989－92，and agaln decreased during  

1993－95．Thenitagalnincreasedduring1996・2000，Whichmeansthedeteriorationof  

theagriculturalsector．This払ctshowsthelimitsoftheagriculturalpricereform．China  

Will丘ndit necessary tolower domestic prlCeS Ofagriculturalproducts higher than  

internationalprlCeS．ChinaJOlnedtheWTOonDecemberll，2001sothatitwillhaveto  

adoptstructuraladjustmentpolicyratherthanpricepolicy二   

The township and village enterprises（TVEs）5 were established with the  

decolectivizationofthepeople’scommunesin1984．TheMinistryofAgricultureissued  

the Provisionary Regulations on Peasants’Shareholding Cooperative EnterprlSeSin  

February1990，theRegulationsonRuralCollective EnterprisesinJuneofthesame  

year，andtheProvisionaryMeasuresoftheDevelopmentofCorporateOrganizationsof  

TbwnshipandVillageEnterprlSeGroupsandtheProvisionaryRegulationsonTbwnship  

andVillageUnitedEnterprisesinJanuary1992，reSPeCtively．Inordertodevelopthe  

underdevelopedcentralandwesternregions，thegovernmentissuedthe“Decisionon  

AcceleratingtheDevelopmentofTbwnshipandVillageEnterprlSeSintheCentraland  

Western Regions”in February1993，and approved the Plan on the East・West  

CooperativeModelingProjectofTbwnshipandⅥ11ageEnterprisesinordertoletTVEs  

inthecoastalandthecentralandthewesternregioncooperatetogether．   

InDecember1996，the governmentissuedthe Tbwnship andVillage Enterprise  

LawcompilingalltheregulationsandmeasuresonTVEs．Thislawde丘nesTVEsas  

many kinds ofenterprlSeSinwhich peasants and ruralcollective economies mainly  

investedandwhichareobligedtosupporttheag・riculturalsector．Thislawalsoclearly  

SayS thatinvestmentratio ofruralcollective economies orpeasantsin a TVE must  

SurPaSS50％orthatotherwiseinrealitytheycontroIsharesormanagement．  

Agriculturalindustrializationaimingatenlargingascaleofoperationhasbegunin  

PrOVincessuchasShandongandZhqjiang．Thegovernmentmadealistonagricultural  

industrializationinMay1996，andissuedtheProvisionaryRegulationsontheApproval  

andDirectionofNationalLeadingEnterprlSeSforAgriculturalIndustrializationinJuly  

2001．   

Intermsofagriculturaladministration，the StandingCommitteeoftheNPCin  

December1998revised the Law on OrganizingVillage People，s CommitteesⅣPCs）  

enactedinNovember1987，addingnew regulations ontheproceduresofdemocratic  

electionsandvillagersmeetings．TheVPCisallowedtopresent，discusS，anddecide（1）  

the collection，Payment，and use ofunified costs ofthe township government and  

retainedcostsofthevillage，（2）thenumberofmembersoftheVPCtoreceivetravel  
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expenses and the amount oftravelexpenses，（3）the use ofpro丘tsform co11ective  

economiesofthevillage，（4）makingaplanofcollectingmoneyforpublicworkssuchas  

the construction of schooIs and roads，（5）a plan of establishing village・OWned  

enterprises and of making a contractor manage them，and a plan of contracted  

COnStruCtionofpublic works ofthe village，（6）vi11agers’management responsibility  

system，and（7）aplanoftheuseofland．  

3．2Enterprisereform  

Enterprise reformin China began with expanded autonomyin1979．The   

governmentissued丘veregulationsforexpandedautonomy：（1）theRegulationson   

Expanded Enterprise Autonomy；（2）the Regulations on Pro且t Retention of   

State－OwnedEnterprises（SOEs），（3）theRegulationsontheCollectionofFixedAssets   

Tax，（4）theRegulationsontheImprovementoftheDepreciationRatioofFixedAssets   

OfState－OwnedIndustrialEnterprises（SOIEs）andtheUsingmethod，and（5）the   

Regulations on Lending ofWorking Capital．Among these regulations，the most  

importantis the second regulations admitting to use the retained pro丘t asthe   

PrOduction developmentfund，the welfarefund andthe bonusfundfor staffand   

workers．   

In1980，the new Regulations on Pro且t Retention enacted whereas two pro丘t  

retainingsystems，i．e．，thatofretainingacertainratioofpro丘tinthepreviousyearas  

abaseandthatofretainingahighratioofprofitinthecurrentyear．InAugust1980，  

the State Economic Commission expressedthe“Report on the Situation of the  

Experiment ofthe Expanded Autonomy of State－Owned Enterprises and Opinions  

abouttheFuture．”Itdecidedtoexpandtheautonomyfromthepilot6600unitstoSOEs  

inthewholenation．However，theCentralWbrkConferenceintheendof1980decided  

tostrengtheneconomicadjustment，freezingtheexpandedautonomyofSOEs．Atthe  

beginningof1980，Sichuanprovincebegantheexperimentofself－SuPPOrtingandstate  

taxingsystemsin丘veSOEs．   

In1980，thissystemdifEusedinto191SOEsinShanghai，Beijing，andGuangdong  

PrOVincebuttheadjustmentpolicyofstrengtheningdepressedthisdiffusion．In1981，  

economicresponsibilitysystemsfo1lowlngtheagriculturalresponsibilitysystemswere  

introducedintotheSOEsector．   

Themajorcontentsareasfo1lows：（1）theSOEs，responsibilityforthestate，and（2）  

the responsibility system within the enterprise．In theformer system，the SOEis  

responsibleforthefu岨11mentofplannedtargetsandforgivingpro丘ttothestate．Anda  

Certainshareorthewholeoftheabove・quOtagOeStOtheSOE・Inthelattersystem，eaCh  
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unitofafactorysuchasagroup，team，andworkerareresponsibleforthefulnllmentof  

WOrk．Wagesofworkersarerelatedtotheirfu岨1lment．IntheendofAngust1981，35  

thousandSOIEssharing65％ofalltheSOIEsintroducedthissystem．   

InNovember1981，thegovernmentapprovedandcirculatedthe“SeveralOpinions  

OftheStateEconomicCommissionandEconomicRestructuringOfficeundertheState  

CouncilonCarryingOuttheIndustrialEconomicResponsibilitySystem（IERS）．”   

InDecemberofthesameyear，thegovernmentissuedtheProvisionaryRegulations  

OnSeveralProblemsinCarryingOuttheIndustrialEconomicResponsibilitySystem．  

The regulations de丘ne theIERS as the management system aiming at combining  

responsibility，right，and pro丘tfor theimprovement of economic efficiency．The  

regulationssaycontractingitemsshouldincludenotonlythepro丘tpresentedtothe  

State but also production output，quality，COSt and so on．And ShouduIron＆Steel  

EnterprisebecamethemodeloftheIERS．Intheendof1981，thegovernmentissued  

the“OpiniononStrengtheningDirection，andGraspingRetrenchmentWbrksofSOEs  

Well，”andexpresseditwouldretrenchleadergroupsofSOEsintwotothreeyears．In  

Apri11983，the governmentissued the Provisionary Regulations on State－Owned  

IndustrialEnterprises．The regulations saythat SOEs should carryout the factory  

managerresponsibilitysystem（FMRS）andthemeetingofrepresentativesofstaffand  

woI・keI・S．  

AttheFifthNPCinNovember1982，PremierZhaoZiyangmadeitcleartocarry  

outthe reform of’taxfor pro丘t，（Hgualshub．In March1981，the Ministry of  

Finance（MOF）issued the SeveralRegulations onthe State－Owned Enterprise’s  

Carrying Out the Reform of‘恥Ⅹfor Profit’．At the same time，the MOF held the  

NationalWorkConferenceontheReformof‘TaxforPro丘t’，andinAprilthegovernment  

issuedformallytheProvisionalMeasuresoftheState－OwnedEnterprise’sCarryingOut  

theReformof‘TaxforPro丘t’．Infact，thisreformbeganin1985．  

OnJanuaryl，1983，the‘taxforpro丘t’systemwasintroduced，andtheprocedures  

beganonJulyl，1983．Inthisreform，thegovernmentleviedacorporatetaxrateof55％  

onthelargeandmedium－SizedSOEswhilestilladoptedthepro丘tpaymentsystem．The  

objectiveofthisreformwastoadjustthephenomenaofthe‘b血ゐquBlnlu’（whipping  

thefastcow）wherethehigh1yproductiveSOEsatthetimeoftheintroductionofthe  

pro且tretentionsystemhadonlyalowretentionratiobecauseofthelowgrowthofprofit  

andviceversa．  

Furthermore，this reform aimed at rebuilding the public丘nance ofthe central  

governmentweakenedbythe丘scalreformdividingclearlyrevenuesandexpenditures  

between the centralandlocalgovernments and also at havingthe SOE sector  
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independentfromthestate．   

Inhis“ReportofWorkofGovernment”6attheSecondSessionoftheSixthNPCin  

May1984，PremierZhaoZiyangstated：  

Thegovernmenthasdecidedtokeepthereformof‘taxforpro丘t’atthesecondstage  

golngandtomakethetransitionfromtheco－eXistenceofprofitpaymentandtaxationto  

thecorporateincometaxsystemgradually」  

Majorcontentsofthereformatthesecondstageareasfo1lows：  

（1）todecomposeindustrialandcommercialtaxintoproducttax，Value－addedtax（Ⅵ汀），   

Salttax，andoperationtaxappliedforeachindustry．RatesofproducttaxandVAT   

Shouldbehigherforhighpro丘tproductswhilelowerforlowpro丘tproductssuchas  

coal．  

（2）tolevyresourcestaxonminingenterprises．Forthetimebeing，Crudeoil，natural   

gas，andcoalshouldbetaxed．Thegovernmentshouldcarryouttaxexemptionfor  

Smallcoalmining．  

（3）tosetnewtaxesontownmaintenanceandconstruction（TTMC），Onrealestates，On  

theuseofurbanland，andontheuseofvehiclesandships．TheTTMCwouldbe   

leviedfromJanuary1985．  

（4）tolevycorporateincometaxonSOEsproducingsurplus．Thetaxrateforthelarge   

SOE，spro丘taftertaxesin（1），（2），and（3）wouldbe55％andthatforthesmall－SCale  

SOE’spro丘ttheeight－Classprogressiverate．  

（5）tolevyadjustmenttaxontherestofpro丘taftercorporateincometaxsofarasit  

WaS OVer the rationallevelof retained pro丘t．The government determines  

adjustment taxfor eachfirm according to the pro丘tin1983as a base．The   

governmentcuts70％oftheincreaseinpro丘t（60％atthesecondstage）．Thetaxrate   

Shouldbeunchangedforsevenyears．  

（6）toadoptthesamepolicyatthenrststageforSOEshavinglossandlesspro丘torfor   

thosecontractingtoincreasepro且t．  

（7）tomakethereformofindustrialandcommercialtaxthecompleteoneforthetax   

SyStem．Manyregulationsexceptthemeasuresofcollectingadjustmenttaxshould   

beappliedforthecollectiveandprivateenterprlSeS．  

TheaboveregulationsareenactedonOctoberl，1984．   

InMay1984，the“TbnArticlesonExpandedAutonomyofSOEs”wasissued．SOEs  

Wereallowedtoselltheabove・quOtaOutPutinthefreemarketafterthefulmlmentof  

thequotatothestate．  

ThemaJOrCOntentSareaSfo1lows：  

（1）TheSOEshouldbeallowedtoproduceoutputwhichthestateandmarketwant  
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glVenthefu1fi11mentofthequotaunderthenationalplan；  

（2）TheSOEshouldbeallowedtosellfreelyproductsexceptonesforbiddenbythestate；  

（3）TheSOEcouldsetpricesofcapitalgoodssoldtothefreemarketwithapriceband   

Withamargin20％aboveandbelowareferenceprice；  

（4）TheSOEshouldhaveaprivilegetoselectsellersinbuyingcapitalgoodswithinthe  

quotasystem；  

（5）TheSOEshouldbeallowedtoretain70％ofdepreciationfunds，andtoinvest   

PrOductiondevelopmentfundsnotusedforthetimebeingoutsideit；  

（6）TheSOEshouldbeallowedtoleaseout丘Ⅹedassetsunusedortotransferthemwith   

appropriatefees．Therevenuesfromthetransferof凸Ⅹedassetsshouldbeusedfor   

technologicalimprovementandtherenewalofequlPment；  

（7）TheSOEshouldbeallowedtodecidehowtomakeorganizationsandhowtoallocate   

Staffandworkersvoluntarily・Itsrelatedupperorganizations arenotallowedto   

OrdertheSOEtodowhattheywantabouttheseproblems；  

（8）The upperorganizations shouldbe allowedto appoint afactory manager and   

SeCretaryforthePartyCommitteeandtoenableafactorymanagertonominatea   

deputymanageranddeputysecretarywhomtheupperorganizationsapprove．A   

factorymanagerisallowedtoappointmiddle・Classcadres；  

（9）TheSOEshouldbeallowedtoselectthewagesystemfittoitgiventhatitcarries   

Out nationalwage standards and wage systems by region andindustry，glVlng  

unifiedsubsidiesinthewholenation；and  

（10）The SOE shouldbea1lowedtojoinmanykindsofunitedmanagementacross   

departmentsanddistrictsgivenunchangedformsofownershipandsubordinating  

relationstotheupperorganizations．   

InJuly1984，the governmentissuedthe Provisionary Regulations on Tax on  

Bonuses ofSOEs，abolishing the upper andlowerlimits ofbonuses，giving them  

PaymentautOnOmyandhavlngtaXOnadjustingwages．   

In May1984，the Party Center and the State Councilissuedthe“Notice on  

Carrying Out Pilot Wbrks of Reformlng the Directing System on State・Owned  

IndustrialEnterprlSeS”ordering the experiment of changing the払ctory manager  

responsibilitysystemunderthePartyCommitteeintoasimpleone・Thisreformbegan  

inBeijing，Tiaqln，Shanghai，Shenyang，Changzhou，andDalian．   

Anew problem ofthe separation offirmsfrom administration（zhengqi鬼乃血D  

OCCurredin1984・InAugust1984，thegovernmentapprovedandissuedthe郎Reportof  

theMinistryofMachineryIndustry（MMI）ontheReformoftheManagementSystemof  

MachineryIndustry・”IntheMMI’reform，enterPriseswereafnliatedtomajorcitiesand  
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PaytaXeS tOthem．Departments ofmachineindustryinthese cities did not control  

enterprises，andhadresponsibilityforfactorymanagersandaccounting．TheMMIdid  

notcontrolenterprisesbutcarriedoutmanagementbyindustryandskill．Thatmeant  

thedecisionmakingofdirectionandpolicy，Studyandenactmentoflaws，decisionof  

medium－andlong・term eCOnOmic plans，and an annualplan．In September1986，in  

Ordertocarryoutthe払ctorymanagerresponsibilitysystemthePartyCenterandthe  

State Councilissuedthreeregulations，i．e．，theRegulationsonFactoryManagersof  

State－OwnedIndustrialEnterprises，theRegulationsonWbrksofBasicOrganizations  

Of the Chinese Communist Partyin State－OwnedIndustrialEnterprises，and the  

Regulations ontheMeetingofRepresentativesofStaffandWorkersofState－Owned  

IndustrialEnterprises．In1986theBankruptcyLawonState・OwnedEnterprlSeSand  

theRegulationsontheQualityofIndustrialProductswereenacted．Intermsoflabor  

SyStem，COntraCtSyStemSWereintroduced．   

In1987，the management contract system wasintroduced．InJuly1988，the  

State・RunEnterpriseLawwasenacted．InJuly1988，theRegulationsonAdmittingthe  

LeaseofSmall－ScaleState－RunEnterprlSeSWerealsoenacted．Ontheotherhand，the  

Provisionary Regulations on Private EnterprlSeS，the Provisionary Regulations on  

Corporate Tax on Private Enterprises（PEs），and the Regulations on Co11ecting  

AdjustmentTaxonIndividualRevenuesInvestedinPrivateEnterpriseswereissued．  

Thus，theStatusofPEswasestablishedlegallyforthefirsttime．   

InMay1992，theStateEconomicRestructuringCommission（SERC）andtheState  

Planning CommissionissuedtheMeasures ofPilotJoint－Stock Companies，and the  

SERCissuedthe“OpiniononJoint－Stock Companies，”andthe“OpiniononLimited  

Companies．”Herejoint－StOCkcompanieswereadmittedofficially．   

InJuly ofthe same year，the Regulations on the Conversion ofManagement  

Mechanism wasissued．Under the promotion of shareholding systemthe‘guq乃Ⅵg  

qbゼ（state－runenterPrise）becamethe‘guqyvuqfyd（SOE）．Hereforsimpli丘cationIuse  

thetermSOEbeforeandafterissulngtheregulations．   

In November1993，the“Decision ofthe Chinese Communist Party Center on  

SeveralProblems of Establishing the System of Socialist Market Economy”7（the  

“Decision”）emphasizedtheestablishmentofamoderncorporatesystemsothatthe  

government carried out the separation of丘rmsfrom administration．The“Decision”  

SayS thatownership ofpropertyofthe SOE shouldreverttothe state andthatthe  

maintenance andincreaseofassetvalues shouldbelongtothe SOE．Companiesare  

Classi丘edinto alimitedcompanyandajoint－StOCkcompany，andtheformeris only  

limitedtoastateinvestmentcompany．AlongwiththestrengthenlngOfinsidercontrol  
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risingfrom the collapse ofthe pro丘tpayment system，the experimentofcontrolling  

State－OWnedassetsintheformofaholdingcompanywascarriedoutinbothShanghai  

andShenzhen．   

Intermsofevaluationofstate－OWnedassets，thegovernmentissuedtheLawonthe  

ControlofEvaluationofState－OwnedAssetsinNovember1991andtheRegulationson  

ControllingtheSupervisionofAssetsofState－OwnedEnterprisesinJuly1994，andthe  

LawontheRegistrationofOwnershipofState－OwnedAssetsofEnterprisesinJanuary  

1996，reSPeCtively．TheMOFandthe EntryandExitBureauissuedtheMeasuresof  

ControllingtheEvaluationofAssetsofForeignFirmsinMarch1994．  

ZhuRong］1WhobecamethePrimeMinisterinMarch1998madeitclearthatthe  

governmentwould丘nishthereformofSOEsinthreeyears．Theproblemofbadloansin  

Chinais stillanimportant problem so that he proposes to establish the same  

Organization ofdealing with credits asJapan’s．In dealing with the bankruptcy of  

GuangdongInternationalTrustandInvestmentCorporation，thegovernmentstatedit  

gaveforeignbanksthesamestatusasdomesticcreditorsincompensatingcreditorsfor  

theirloans．This statementcausedalotofinternationalcriticism．The government  

StreSSedthatitwoulddealwithotherinternationaltrustandinvestmentcorporations  

intheformofmergerratherthanbankruptcy．   

Intheadministrativereformduringthe1993・95period，the State Economicand  

TradeOfficeVice－PremierZhuRongjihadestablishedbecametheStateEconomicand  

Trade Commission．This commission was established fo1lowing the Ministry of  

InternationalTrade andIndustryinJapan．It was not untilthe“Guideline on  

IndustrialPolicyinthe1990s”8that the government dealtwithindustrialpolicyln  

China．Thegovernmentissuedthe“IndustrialPolicyonAutomobileIndustry”inAugust  

1994．  

Furthermore，thegovernmentissuedtheUnlimitedPartnershipLawinFebruary  

1997．InSeptember1999，theFourthPlenumofthe15thCentralCommitteeoftheCCP  

PaSSed the“Decisions on SeveralProblems on the Reform and Development ofthe  

State－OwnedEnterprlSeS”9wherethePartystressedthegovernmentshouldgivelarge  

SOEs，enterPrlSe grOuPS，and holding companies the right to manage state－OWned  

assets．  

3．3Laborre丘）rm   

Intermsofemployment，in1978aretired age systemwasintroducedwherethe  

maleretiredagewas60yearsoldandthefemaleone55yearsold．InNovember1981，  

the“SeveralDecisionsonDevelopingaBroadWay，RevitalizingtheEconomy；SoIving  
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UrbanEmploymentProblems”wasissued．Then，COntraCtWOrkersaswellastemporary  

WOrkerswereapproved．InJuly1986，thePartyCenterandthegovernmentissuedthe  

RegulationsonLaborContractsofState－OwnedEnterprises．Thegovernmentdecided  

thatnewcomerswouldbecomecontractworkers．Sofarthe‘db7gdzbj’wherearetired  

workerwasreplacedbyhis（her）sonordaughterwastakingplace．Thesystemwas  

abolished by theintroduction ofthe contract system．At the same time，three  

regulations，i．e．，the Provisionary Regulations on the State－Owned Enterprise’s  

EmployingWorkers，theProvisionaryRegulationsontheInsuranceoftheUnemployed  

StaffandWorkersofState－OwnedEnterprlSeS，andtheProvisionaryRegulationsonthe  

ResignationoftheStaffandWorkersO鮎ndingtheLawswereissued．InApril1992，  

theLaborUnionLawwasenacted．TheRegulationsontheConversionofManagement  

MechanismofState・OwnedEnterprisesinJuly1992statedthata且rmshouldtheright  

to且reworkers．InApril1993，thegovernmentissuedtheRegulationsonReallocationof  

SurplusStaffandWorkersofState－OwnedEnterprisesde丘nedthemeasuresoflayo鮎  

（xjbg22元），theproceduresofnring，theamountofretiredmoneyetc．Inaddition，the  

governmentissuedtheRegulationsonUnemploymentInsuranceinApril1993，andthe  

RegulationsonDealingwithLaborDisputesinFirmsinJulyofthesameyear．Here，  

thelabordisputenotsettledwouldgotothemediationcommittee．Thelabordisputenot  

meditated would go to the arbitration committee．Thelabor dispute not arbitrated  

wouldgotoacourt（zmmin均アuali）．AndtheArbitrationLawwasenactedinApril1994．  

The Ministry ofLaborissued the Regulations onthe Management ofthe Old－Age  

InsuranceFundforStaffandWorkersofFirmsinJuly1993．   

InJuly1994，the governmemienactedthe Labor Law de丘ning promotion of  

employment，individualandcollectivecontracts，WOrkinghours andholidays，WageS，  

1aborsafetyandhealth，PrOteCtionoffemalestaffandworkersandthoseunderage，  

job－training，SOCialinsuranceandwel鈷re，1abordisputes，directionandinspection，1egal  

responsibilityetc．   

In terms of wages，the“Decision”inthe Third Plenum of the12th Central  

Committee of the CCPin November1993statesinits ArticleⅦthe simultaneous  

reformofpromotionofthewageandlaborsystems．   

In October1984，the government approved andissued the State Planning  

Commission’stheProvisionaryRegulationsontheImprovementofEconomicPlanning  

System．ThemaJOrCOntentSOfthisdocumentareasfo1lows：  

（1）The state should showplannedtargets ofstaffandworkers ofSOEs andtotal   

amountsofwages；  

（2）Apartfromsmall－SCaleSOEswiththeself・SuPPOrtingaccountingsystemincluding  
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1easeandcontractsystems，tOtalamountsofwagesshouldbeincreasedordecreased   

accordingto thelevelofthefu1nllment ofplannedtargets and economic effbcts   

basedontheproportiondeterminedbythestate；  

（3）Thegrowthrateofaveragewagesofstaffandworkersshouldnotexceedthatof   

laborproductivity；and  

（4）Thestateshouldcontrolthetotalamountofwagesbycollectingbonustaxandother   

taxes．Thiswascalledthe“dual－distributionsystem”wherethe state determined   

thetotalamountofwagesand丘rmsthewageswithinthetotalamountofwages・   

Thiswagedeterminationsystemhaschangedalongwiththedevelopmentofthe   

marketizationoftheeconomy．   

The“Decision”in November1993states that administrative organizations of  

enterprises and pr房ect units should establishfo1lowlng Wage SyStemS and wage  

increaseonesfittotbem．  

（1）sOEs should make the growth rate oftotalwagesless than that ofeconomic   

efnciency，making the growth rate of average wagesless than that oflabor   

PrOductivity．Giventheseconditions，SOEsshoulddeterminethewagelevelsand   

thedistributionsystemwithinthemindependently；  

（2）Administrativeorganizationsshouldcarryoutpublicservicesystem，anddetermine   

andadjusttheirwagelevelaccordingtothedegreeofeconomicdevelopmentand   

且rm’s average wagelevel，eStablishingthe normalwage andthe wageincrease  

SyStem；  

（3）prqjectunitsshouldcarryoutthewageandthedistributionsystemdi鮎rentfrom   

administrativeorganizations’．However，theymaycarryouttheSOEs’wagesystem   

andwageincreaseone；and  

（4）ThestateshouldestablishtheminimumwagestandardwhilemanykindsofSOEs   

and prqject units must strictly carry out the wage standards．The state should   

PrOmOtemOnetizationandnormalizationofindividualrevenues．   

The Ministry of Laborissued the Regulations on the Minimum Wage of  

State－OwnedEnterprisesinNovember1993andtheRegulationsonWageControlof  

Joint-Stock Companies and the Provisionary Regulations on Providing Wages in 

December1994，reSPeCtively．  

3．4Fiscalre払rmlO   

Fiscalreformbeganwiththeconversionofthesystemof‘tongshoutopgzbl，（the  

uni且ed revenues and the expenditures）to that ofthe‘血a血コShouzbL毎bao  

g讃n（classifyingrevenuesandexpendituresclearlyandmakingcontractofcollecting  
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taxeswithlocalgovernmentsateachlevel）in1980．Theformermeansthatthe†Central  

government controlled totalrevenues and expenditures．Thelatter means that the  

Centralgovernment determines the revenue and expenditure ofalocalgovernment，  

decidingthepaymentratioforthecentralgovernmentbasedonthe1979revenueor  

makingacontractfortherevenuewiththelocalgovernmentunderanxedsubsidyfor  

丘veyears．In1983，the systemofthe放∽gb晶乃Cbeng；bLHbaqgaD’beganwherethe  

Centralgovernmentdistributedtotalbudgetto eachlocalgovernmentwhichmade a  

COntraCtforpaylngthe丘Ⅹedratioofrevenueswiththecentralgovernment．   

In1985，fo1lowingthereformofthe野gualshuI，（taxforprofit），thegovernment  

adoptedthesystemofthe％edingshouzbL毎ba聯n’wherethecentralgovernment  

dividedallthetaxesintothreecategories，i．e．，taXeSforthecentralgovernment，those  

for thelocalgovernments，determinlng reVenueS and expenditures of eachlocal  

governmentandmakingcontractforpaylngreVenueSWitheachlocalgovernment．In  

1988，the centralgovernment establishedthe system ofthe鮎owu di2bezqba聯n’  

Whereitmadeacontractforincreasingrevenueswitheachlocalgovernment．Especially，  

丘scalreforms after1985brought about a decreasein the revenue of the central  

government，thatis，theratioofthecentraltolocalgovernmentrevenuesbecamefour  

tosix．Inthissense，ifinflationoccurs，thecentralgovernmentcannotusecompensatory  

丘scalpolicytocontrolinflation．Thus，in1993，thecentralgovernmentintroducedtax  

assignmentsystem（伽shuIzhi）．InDecember1993，inordertomakeacomprehensive  

Circulation tax system the government enacted the Provisionary Regulations on  

Value－Added Tax，the Provisionary Regulations on Consumption Tax，and the  

Provisionary Regulations on Sales Tax，reSPeCtivelylThe governmentissued the  

RegulationsonNationalBondsinMarch1992，andenactedtheBudgetLawinMarch  

1994，reSPeCtively．TheBudgetLawwascarriedoutinJanuary1995．Thegovernment  

alsoissuedtheAnditLawinAugust1994．   

Interms ofagriculturalbudget，the MOFissued the Provisionary Measures of  

ControllingBudgetsinTbwnshipsandVi11ages．InJuly1986，thegovernmentissued  

theRegulationsontheManagementofthe SpecialFundforFoodgrains Production．  

Thisfund comesfrom tax revenuesfrom the TVEs．The MOFissued the Several  

RegulationsonSavingofExpendituresofProjectsinMay1987，theMeasuresonthe  

ManagementoftheAgriculturalDevelopmentFundinAugust1989，andtheSeveral  

RegulationsontheFinancialManagementofProjectUnitsinJanuaryofthesameyear，  

respectively．   

InDecember1991，thegovernmentissuedtheRegulationsonPeasants’Costsand  

LaborManagementdefiningpeasants’paymentsandlabor．However，PeaSantS’丘scal  
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burdenproblemsarestillunsettled．  

E．Financialreform  

FinancialreformsbeganwiththeissueoftheProvisionaryRegulationsonBanking  

ManagementandtheappointmentofnvecitiessuchasGuangzhou，Chongqlng，Wuhan，  

Shanghai，andChangzhouas且nancialexperimentcitiesinJanuary1986．TheShanghai  

StockExchangewasestablishedinDecember1990，andtheShenzhenStockExchange  

inJuly1991，reSPeCtively．  

ThegovernmentissuedtheRegulationsonAccountantsinDecember1990，andthe  

Lawyer Lawin May1996，reSPeCtively．The governmentissuedthe Provisionary  

RegulationsonCashManagementinordertocoversettlementsincashbetween鮎ms  

inSeptember1988，andtheRegulationsonSavinginDecember1992，reSPeCtivelyl   

InJune1983，thegovernmentissuedtheRegulationsontheControlofGoldand  

Silverinordertostrengthenthecontrolofgoldandsilverandstopspeculation．Thus，  

OnlythePeople’sBankisallowedtobuygoldandsilver．InNovember1992，theMOF  

issuedboththeRegulationsonCorporate FinanceandtheRegulationsonCorporate  

Accounting．InApril1993，thegovernmentissuedtheRegulationsontheIssues and  

TradingofShareswhiletheChinaSecuritiesRegulatoryCommissionundertheState  

CounciltheProvisionaryMeasuresoftheManagementoftheStockExchangesinJuly  

1993，andmodi且edthemea＄ureS，issulngtheMeasuresoftheManagementoftheStock  

Exchanges．TheStateEconomicRestructuringCommissionissuedtheRegulationson  

Giving Directions to Raising Shares Held by Staffand WorkersinJoint－Stock  

CompaniesinJuly1993．ThegovernmentissuedtheRegulationsontheManagementof  

CorporateBondsinAugust1993，abolishingtheProvisionaryRegulations．Furthermore，  

theAuctionLawwasenactedinJuly1983．  

ThePeople’sBankofChinabecamethecentralbankin1983sothatthebusiness  

department wasindependent and became theIndustrialand CommercialBank of  

China．In December1993，the governmentissued the“Decision on the Reform of  

FinancialSystem”11anddecidedtoestablishthreepolicy・Orientedbanks，namelythe  

State Development Bank ofChina，theImport and Export Bank ofChina，andthe  

AgriculturalDevelopment Bank ofChina．The Third Sessionofthe EighthNPCin  

March1995passed the CentralBank Law while thellth Session ofthe Standing  

CommitteeofthesameNPCpassedtheCommercialBankLaw．Basedonthislaw，four  

SPeCialbanksweretobecommercialones．   

Intermsoflawsrelatedto丘nancialbusiness，thegovernmentissuedtheBillLaw  

inMay1995，andtheMortgageLawandtheInsuranceLawinJuneofthesameyear，  
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respectively・The Ministry ofInternalTradeissuedthe SeveralRegulations on  

StrengtheningtheControlofCreditCardsinNovember1994・Thegovernmentissued  

theSecuritiesLawinI）ecember1998．Theformationofcallmarketstartedin1981but  

itwasnotuntilJanuary1996thatthenationalcallmarketformallybegantowork・   

InAugust1996，the governmentissued the以Decision on the Reform ofRural  

FinancialSystem”10 stressing（1）strengthening the united ruralcredit  

cooperative（RCC）atthecountylevel，（2）strengtheningthePeople’sBank’scontrolof  

theRCCs，（3）notmakingtheAgriculturalBankcontroltheRCCs，（4）notestablishing  

controllingorganizationsbeyondthecountylevel，and（5）1ettingtheRCCsintheareas  

integratingurbanandruralareasformtheAgriculturalCooperativeBanks・  

Chinawillhavetocarryoutliberalizationofinterestratesin丘veyearsafterthe  

entrytotheWTO．  

3．50pen・doorpolicy  

Open－door policyln China began with theinflows offorelgn CaPitalby the  

enactmentoftheLawonChinese－ForelgnJointVbnturesinJuly1979．InAugust1980，  

the“RegulationsonSpecialEconomicZonesinGuangdongProvince”wasapprovedand  

fourSpecialEconomicZones（SEZs）suchasShenchen，Zhuhai，Shantou，andXiamen  

were placed．In April1984，14coastalcities，including Shanghai，Tianjin，and  

Guangzhouwereopened．InMayofthesameyear，Hainandaobecameaquasi－SEZ．In  

February1985，three coastaldevelopment areas，i．e．，the Changjiang Delta，the  

MinnanTriangle Area，and the ZhuhaiDelta were approved．In the end of1987，  

GuangdongandF叫jianprovinceswereopenedfu11y．InApril1988，theFirstSessionof  

theSeventhNPCdecidedtosetupHainanSEZ．  

GeneralSecretary Zhao Ziyang expressed thefo1lowlngidea of coastalarea  

developmentstrategy12：  

（1）Its丘rststage（丘vetosevenyears）：topromoteexportingoflabor・intensiveproducts   

inthecoastalareasandtoconstructbasesforexportingdomesticproductsininner  

aI－eaS．  

（2）Its secondstage（丘veto sevenyears）：toexportproductsininnerareas andto  

developcapital－intensiveindustryatthesametime．  

（3）Itsthirdstage：todevelopheavyindustrymainly．Withthedevelopmentofcapital・  

andtechnology－intensiveindustry，theexportingratiooflabor・intensiveproducts  

Willbegintodecline．ThisstagewouldbeinthesecondhalfoftheNinthFive－Ybar  

Plan（1996・2000）．  

This development strategyis based on that of Asian newlyindustrializing  

16   



economies仏sianNIEs）．In1996thedebateonthepolicyofutilizingforeigncapital  

OCCurred and the casefor the protection ofnationalindustry andthe casefor the  

abolishmentoftheSeasappeared．However，theSEZWorkConferenceinShenzhenin  

January1997concludedthattheexistingpolicyofutilizingforeigncapitalshouldbe  

maintained．   

In December1981，the Economic Contract Law was enacted and modifiedin  

September1993．In addition，the Overseas Economic Contract Law was enactedin  

March1985，andtheTbchnologyContractLawinJune1987．  

TheLawonForelgnCapitalEnterprlSeSWaSenaCtedinApril1986andtheLawon  

Chinese－Forelgn EquityJointVbnturesinApril1988．InJuly1990，the government  

issuedtheRegulationsonEncouraglngInvestmentofHongKongandMacaQhavingno  

limitofthecontractdurationofjointventures．ThegovernmentissuedtheMeasuresof  

Land Development Management ofForeign Firmsin May1990．InApril1991，the  

governmentissuedtheCorporateIncomeTaxLawonFirmsRelatedtoForeignDirect  

Investment and Foreign Firms，abolishing the CorporateIncome Tax Law onJoint  

VbnturesandthatonForelgnFirms．   

InDecember1993，The StandingCommitteeoftheNPCissuedthe“Decisionon  

ProvisionaryRegulationsonCollectingValue－AddedTax，ConsumptionTax，SalesTax  

andSoOn”．InOctober1993，the governmentissuedtheRegulationsonCooperative  

DevelopmentofOilResourcesonLandwithForelgnFirms．   

In September1987，the People’s Bank of Chinaissued the Regulations on the  

IssuesofBondsbyDomesticOrganizations．InAugust1994，thegovernmentissuedthe  

SpecialRegulations on Domestic and OverseasIssue，Subscription，and Listing of  

Stocks ofJoint・Stock Company．The Regulations on Domestic Listing of Stocks of  

ForeignJoint－StockCompaniesissuedinAngust1995setanupperlimitofface－Valueof  

30milliondollars．   

Intermsofmonetarypolicy，thegovernmentissuedthePreliminaryRegulationson  

theManagementofForelgnExchange．InJanuary1981，thegovernmentadoptedadual  

exchange rate system．The marketfor adjusting demand and supplyforforeign  

currencieswassetuponeafteranotherinShenzhen，theotherSEZs，andmajorcities  

SuChasShanghai．  

BasedontherevisedregulationsinMarch1988，bankscouldsellandbuyforeign  

currenciesnotthroughtheBankofChina．Andthereweredoubleexchangerates，i．e．，  

the domestic settlementrate andthe o瓜cialrate．InJanuary1994，the government  

devaluedtheyuanto8．7yuanperdollar，adoptingasingleexchangerate．InJanuary  

1996，thegovernmentissuedtheRegulationsontheManagementofForeignExchange，  
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abolishingtheProvisionaryRegulations．   

InJanuary1993，the State Foreign Exchange Administrationissued the  

RegulationsontheManagementofForelgnExchangeBusinessofNon－Banks．InJuly  

1994，thegovernmentissuedtheMeasuresoftheManagementofInflowsandOutflows  

OfForeignCurrenciesregulatingtheamountofinflowandoutnowofforeigncurrencies．  

InMarch1994，thegovernmentissuedtheRegulationsontheManagementofForelgn  

Financia10rganizations，andthePeople’sBankofChinatheProvisionaryRegulations  

OnForelgnExchangeSettlement，SellingandPayment．Thus，ChinabecametheArticle  

ⅧmembercountryintheIMFl   

InNovember1986，ChinaapprovedtheU．N．InternationalCargoTradeTreaty．In  

January1987，ChinaissuedtheTariffLawandcutthetariffratesofmanyitemsin  

OrdertojointheGATT．InApril1988，theGeneralAdministrationofCustomsapproved  

bondedareas．ImportquotasystemwasintroducedinDecember1993whiletaxrebate  

SyStemin February1994．The government approvedthe Regulations on Country of  

OriginofExportsinMarch1992．TheMaritimeA肋irsLawwasenactedinNovember  

1992，andtheForelgnTradeLawinMay1994respectively．   

TheUnitedStateshadgiven Chinathe mostfavorednation（MFN）status since  

1974．Afterthe TiananmenIncident，therewas abigdebate onwhethertheUnited  

StateswouldstopgivingChinatheMFNstatusornot．Afterall，theU．S．government  

madeitaruletorenewitforChinaeveryyear．   

InJanuary1999Ⅹiang Huaicheng，Minister of Finance，eXPreSSed that the  

abolishmentofaccordingprivilegestotheEconomicTbchnologicalDevelopmentAreas．  

ThegovernmentmadeitcleartocuttheVATrebateratioofconsumptionto丘rmsstep  

bysteptozero．ThisdecisionwassaidtobeaconditiontojointheWTO demanding  

equaltreatmentbetweendomesticandforeign丘rms．Buttaxcutandexemptionpolicies  

intheSEZswereunchanged．ThegovernmentdecidedtogivetheSOEstherightto  

exportandimport．  

OnJulyl，1997，HongKong’s sovereigntywasreturnedtoChinabytheUnited  

Kingdom．HongKongbecameaSpecialAdministrativeRegionofChina，butcapitalism  

inHongKongisguaranteedtoexistfor50years．UndertheHongKongBasicLaw  

approvedbytheThirdSessionoftheSeventhNPC，China’staxpolicyisnotappliedfor  

Hong Kong．Hong Kong’sinvestmentin Chinais treated as theforeign direct  

investmentanditstradewithChinaasforeigntrade．Inthebeginningof1998，Hong  

Kongmadeanti－doubletaxationtreatywithChina．MacaowasalsoreturnedtoChina  

OnDecemberlO，1999．  

Economic crisisthat occurredinThailandin1997broughtAsiancountriesinto  
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depression．Chinastressedthatitwouldnotdevaluetheyuanwithforeignexchange  

earnings of140billion dollars．And so far Beijing did not devalue the yuan while  

StreSSedthattoprotectHongKongdollarwasnottheirtaskbutHongKong’s．  

4．ProblemsofPolicySequence  

Animportantproblemcomingoutinthecourseofstudyingaproblemofbigbang  

VerSuSgradualismisapolicysequenceproblemofhowtocarryouteconomicpoliciesin  

Order．Herepolicysequencingisregardedasapolicypackage．Correctlyspeaking，itisa  

matterofsequenceandspeed．13ProiS．Fisher（Ex－DeputyExecutiveDirectorofIMF）  

andProf．L．Summers（Ex・SecretaryofFinanceoftheU．S．Government）proposedthe  

fo1lowingsolution（SeeFigure2）．14Theirscenarioisasfo1lows：  

（1）Stabilizationofmacroeconomyshouldbedone．A氏erthat，priceandtradereforms  

fo1low．Pricereform shouldbecarriedoutbeforeliberalizationofcapitalmarket．  

Because the adjustment SPeedinthe goods marketis much sIowerthaninthe  

assetsmarket．Tradereformmeansliberalizationofcurrentaccount；  

（2）Taxreform，SOCialsecuritypolicy，andmeasuresofsupportingprivate丘rmsshould  

bedone；  

（3）Enterprisereform，Privatization，institutionalreforms，andlegalreformshouldbe  

Carriedoutinthenrststageofeconomicreform．However，ittakesalongtimeto  

丘nishthesereforms；and  

（4）Liberalizationofmonetarymarketshouldbedoneinthenrst．Thenliberalization  

Ofcapitalaccountandthatofwagedeterminationshouldfo1lowmonetaryreform．  

5．China’sPolicySequence  

China has quite difEbrentinitialconditionsfromtheformer Soviet Union and  

EasternEurope．ChinahasadualeconomywhichProf．WA．Lewis15appointed，SOthat  

itis very naturalthat China has carried out agriculturalreform beforeindustrial  

reform．Chinahaslimitedrapidmlgrationoflaborfromagriculturaltoindustrialsector．  

This pointis quite diffbrentfromtheflame work of policy sequence．And social  

SeCuritiespolicyinChinalagsbehindsomuchthatlabormarketisimperfect．   

In1985，adouble・traCksystemwasintroducedunderconditionsofmacroeconomic  

Stabilizationprerequisiteforpricereform．In1988GeneralSecretaryZhaoZiyangtried  
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tomakepricereformgofurtherasheunderestimatedinflation．Inthiscontexthemade  

aseriousmistake．AtthePartyConferenceatBeidaheinAugust1988heproposeda  

newpricereformatthesecondstage．Assoonasthelbqphを肋ib，rePOrtedit，PeOPle  

didbank－runnationwide．Becauseofthisbank－runhelosthispowerto managethe  

economywhilePremierLiPengtookitandreplacedhimastheleader．  

ThereasonwhytheCCPisverycautiousforinflationisthatduringthecivilwar  

Periodthe助omintangunderChiangKaishekexperiencedhyperinflationinShanghai．  

TheKIOminta喝・（theNationalistParty）fledtoTaiwanafterthedefeatofthecivilwar  

and succeededin managlng the economy by takinglessonsfrom the government  

払iluresinShanghai．Zhao’smi毎udgementsuggestedthatthegovernmenthadlostits  

Credibilityatthismoment．The払mousanecdotesayingthe‘shangJ70uZbengcちnaJVu  

dtzibe，（Ifthereisapolicyonthetop，thenthereisacounter・meaSureatthebottom）  

trulyshowsthatthegovernmentcredibilityproblem．   

Itis also true ofthe relations between the government and丘rms and ofthose  

betweenthecentralandlocalgovernments．Forexample，theconfrontationbetweenthe  

Centraland Guangdong government concerning open・door policy wasthe case．This  

COnfrontationresultedinthevictoryofthe centralgovernment sothat Secretary「由  

Ⅹuanping（asonofGeneral％Jianying）was丘redandmovedtoⅥce－Chairmanofthe  

ChinesePeople’sPoliticalConsultativeConference．  

The movetowardtradeliberalizationcameoutintheform oftariffcutinorderto  

jointheGATT（thepresentWTO）intheendof1992．AftertheentrytotheWTOin2001，  

China’saveragetariffoffarmproductswilldropto15％in2004whilethatofindustrial  

goodsto9．4％in2005．   

Intermsofexchangeratepolicy；OnJanuaryl，1981，the governmentadopteda  

dualexchangeratesystemwheretheinternationalofficialratewasl．9yuanperdollar  

andthedomesticrate2．8yuanperdollar．Aftertheintroductionofthisdualexchange  

ratesystem，theU．S．TbxtileIndustryAssociationregardeditasasortofdumpingso  

thatit丘IedasuitagainstChinatothegovernment，makingaclaimforcountervailing  

dutyagainstChina．Asaresult，theU．S．governmentdidnotacceptthissuitandmade  

theMulti－FiberAgreementwithChinainDecember1983．   

Itwasnotuntil1994thatChinaabolishedthedualexchangeratesystem，adopting  

aslngleexchangerate．SofarChinadidnotrealizedconvertibilityoftheyuan．Inthe  

beginnlngOf1994，Chinadevaluedtheyuanby24．7％fo1lowlngtariffreductionin1992．  

This devaluationwas owingtothecautious exchangeratepolicyofthe government．  

AftertheAsianeconomiccrisisin1997，SOmeASEANmembercountriescriticizedthis  

excessivedevaluation．BecausetheyinsistedChina’sdevaluationshouldbearemote  
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TablelCompositionofThreeKindsofPricesintheMarketizationoftheEconomy；  

1990－99  （unit：％）  

1990  1991  1992  1993  1994  1995  1996‘  1997  1998  1999   

TbtalRetail   GPPs  29．8  20．9  5．9  4．8  7．2  8．8  6．3  5．5  4．1  3．7   

Salesof   GGPs  17．2  10．3  5．1  1．4  2．4  2．4  1．2  1．3  1．2  1．5   

Consumer  MPs  53．0  68．8  93．0  90．4  90．4  88．8  92．5  93．2  94．7  94．8   

Goods  

TbtalPurchases  GPPs  25．0  22．2  12．5  10．4  16．6  17．0  16．9  16．1  9．1  6．7   

of   GGPs  23．4  20．0  5．7  2．1  4．1  4．4  4．1  3．4  7．1  2．9   

Agricultural  MPs  51．6  57．8  81．8  87．5  79．3  78．6  79．0  80．5   83．8  90．4   

Products  

TbtalSalesof  GPPs  44．6  36．0  18．7  13．8  14．7  15．6  14．0  13．6  9．6  9．6   

ProducerGoods  GGPs  19．0  18．3  7．5  5．1  5．3  6．5  4．9  4．8  4．4  4．8  

MPs  36．4  45．7  73．8  81．1  80．8  81．1  81．1  81．6  86．0  85．6   

Notes：1．GPPsstandforgovernmentprocurementprices．  

2．GGPsstandforgovernmentguidanceprices．  

3．MPsstandformarketprices．  

Source：Zbon8guO附そ励弛め励pPbu（TheEditingSectionofthePriceYbarbookof  
China），me助e‰zilOOkof（泡ina199＆1998．  

causeofthe1997crisisinAsia．  

Liberalization ofcapitalmarket was not scheduled．However，China became an  

ArticleVIIIcountryintheIMFwhichisundertheobligationtoremoveallrestrictions  

OnCurrenteXChangetransactionsonDecemberl，1996．Becauseofthischange，China  

mustnotregulateexchangeoftheyuanintoforelgnCurrenCiesinthecurrentaccount．  

Originally；Chinawas scheduled to move to theArticleVIIIcountryin2000，butit  

realizedthistransitionfouryearsaheadoftheschedule．Itwilltakeamuchlongertime  

forChinatorealizeconvertibilityoftheyuaninthecapitalaccount．Theentrytothe  

WTOwillaccelerateliberalizationofcapitalmarkets。  

Pricereformbeganwith1iberalizationofconsumergoodsandnon－StaPlefoodwhich  

Werein equilibrium between demand and supply．The government made stepwise  

adjustmentofpricesofgrains，COttOn，Steelmaterials，COal，andelectricitywhichwerein  

Short supply．According to Tablel，aS Of1999，94．8％ofconsumer goods，90．4％of  

Originally，Chinawas scheduled to move to theArticleVIIIcountryin2000，butit  

realizedthistransitionfouryearsaheadoftheschedule．Itwilltakeamuchlongertime  

forChinatorealizeconvertibilityoftheyuaninthecapitalaccount．Theentrytothe  

WTOwillaccelerateliberalizationofcapitalmarkets．  
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Pricereformbeganwithliberalizationofconsumergoodsandnon－StaPlefoodwhich  

Werein equilibrium between demand and supply．The government made stepwise  

adjustmentofpricesofgrains，COttOn，Steelmaterials，COal，andelectricitywhichwerein  

Short supply．According to Tablel，aS Of1999，94．8％ofconsumer goods，90．4％of  

agriculturalproducts，and85．6％ofproducergoodsweretradedinthefreemarket．  

However，Prof．Stiglitz16saidpricereforminChinahadofgeneralequilibrium．His  

Viewisasortofpost－reformevaluation，SOthatitistoomuchfavorabletoChina．Ifhe  

Wereright，agriculturalpolicycyclewouldnothappenwhichProf．A．M．恥ngandI  

estimatedrespectively．17China’sentrytotheWTOwillmakethegovernmentabolish  

the practice ofdouble－traCking as we11as di鮎rent treatmentsfor domestically sold  

goodsandexportgoods．  

EnterprlSereformbeganinthe丘rstphaseofeconomicreforms．Thegovernment  

admittedleasingofpropertyofsmall－SCaleandmediumSOEs．ButItisnottoomuchto  

Say that true enterprise restructuring began withtheissue ofthe Regulations on  

ConversionofManagementMechanismofSOEs．Nowshare－holdingsystemisunder  

Way」Ontheotherhand，PrivatizationofSOEsisnotontheschedule．  

There has been noliberalization of wage determination．The“Decision”in  

November1993saysthatgrowthrateofaveragewagerateshouldbelowerthanthatof  

laborproductivityofanenterprise．  

Financialreform startedin1985．Monetary policylaggedbehindin a waythat  

banksusedadministrativemeansratherthaninterestrates．In1994thegovernment  

admittedsome払reignbankstookpartinbusinessrelatedtotheyuan．In丘veyears  

afterJOlningtheWTOin2001，Chinawillhavetocarryoutliberalizationofinterest  

ratesandfinancialmarket．  

Stockmarketsandfuturesmarketsarestillinthestageofexperiment．Foreigners  

CanbuyonlyB－Shares．Futuresmarketsarenotlinkedwithinternationalmarkets．In  

October1998，thegovernmentdecidedtoscrap andbuildllexchangesinthenation  

andtoconcentrateonthreeexchangessuchasShanghai，Zhengzhou，andDalian．This  

fact showsthat marketsfor shares，futures，andcommodities are not necessarywell  

developed．   

Intermsof丘scalreform，thecentralgovernmenttransferredtherighttocollect  

taxesfromSOEstolocalgovernmentsinthereformof‘taxforpro丘t’in1985．Sincethen，  

the public且nance ofthe centralgovernment had become so weakthat the central  

governmentcouldnot succeedinstabilizingthe macroeconomy二Sothe“Decision”in  

November1993establishedthetaxasslgnmentSyStemtOStrengthenthepublicfinance  

ofthecentralgovernmentsothatthecentralgovernmentmightcarryoutstabilization  
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POlicy．InthecaseofChina，1egalreformhasbeenproceedingstepbystep．Forexample，  

the Bankruptcy Law was enacted at the early stage of economic reforms，butits  

applicationtoarealcasehasrecentlystarted．   

Intermsofopen－doorpolicy，the18thSessionoftheNinthNPCinOctober2000  

modinedtheLawonChinese・ForeignEquityJointVbnturesandtheLawonForelgn・  

CapitalEnterprisesfortheentrytotheWTO．Namely；theNPCabolishedArticleson  

thefo1lowingfourpoints：（1）thebalanceofincomeandexpenditureinforeignexchange，  

（2）localpurchase，（3）exportobligations，and（4）thereportofenterprise，sproduction  

plans．  

China’sentrytotheWTOinDecember2001broughtthefo1lowlngObligations：18   

（1）agriculturalpolicies：ChinawouldhaverecoursetoaLhminimisexemptionfor  

PrOduct－SPeCi丘c support to8．5％ofthe totalvalue ofproduction ofa basic  

agrlCulturalproduct．   

（2）services：The opening of丘nance，insurance，telecommunication，COmmerCe，  

tourism，foreign trade，Shipping，COnStruCtion，education，Public health，and  

Publishingwouldhavequicken．   

（3）tradingrights：WithinthreeyearsaftertheWTO entryallenterpriseswill  

have the right toimport and export goods and conduct trade within the  

CuStOmSterritory．   

ItiscertainthatChina’sentrytotheWTOshouldhurryupthepolicysequencing．  

Anyway，there are many problems to be discusSed．Rough1y speaking，an agreeable  

COnSenSuSOnhowtodopolicysequencingistodointhe丘rstliberalizationofdomestic  

markets，SeCOndthatoftrade，andthirdthatofcapitalmarkets．  

6．NationalMarketFormationProblems  

The“Decisions”inNovember1993showedablueprintforthemaketizationofthe  

ChineseeconomylThisdocumentstates：  

（1）toestablishamoderncorporatesystem，  

（2）tobringupanddevelopmarketsystem，  

（3）to reformfunctions ofthe government and to make a sound macroeconomic  

SyStem，  

（4）toestablishrationaldistributionofindividualrevenuesandsocialsecuritysystem，  

（5）todeepenthereformofruraleconomicsystem，  

（6）toreformopen－doorpolicy，  
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（7）toreformscience，teChnology；andeducation；and  

（8）toestablishalegalsystem．  

Price reformin China has changed・from direct toindirect controIsystem．For  

example，PrOducer’spriceandconsumer’spriceoffoodgrainswereunified，andtheprice  

di鮎rentialbetween them vanishedin1992．Then，the government established the  

bu鮎r stock system offoodgrains as wellas price stabilization policy by price  

guaranteedsystem．Ontheotherhand，itistruethatthedual－traCksystemstillexists  

PartlylBut we could see a strong move toward market prices．This development of  

marketeconomyinChinawouldbreakthroughtheclosedlocalmarketstructurecalled  

the“zbuAoujbd，19（thewarlordeconomy）theprovincialgovernmentformed，reSulting  

inasinglenationalmarket．  

Saving of transaction andinformation costs willlead to promotion ofvertical  

integrationof丘rmsaswellastodevelopmentoffinancialmarkets．However，tradeina  

moderncivilizedsocietyiscomposedofestablishmentofprivateownership，makingof  

COntraCtS，and respecting ofindividuality of traders．20Itis true of China．Itis  

noteworthythatthe“Decision”inNovember1993stressestheestablishmentoflegal  

SyStem．Themostimportantthinginthemoderncivilizedsocietyishumancharacter，  

thatis，mOrality．Withoutmorality，tradewouldnotexist．ItisverynaturalthatAdam  

Smithwrotememeozyof％1Sbntimenisbeforeme杵をaltbofjVbthn鼠  
Furthermore，inthedevelopmentprocessofmarketeconomyitisnecessaryforthe  

StatetOneedindustrialpolicylnOrdertoavoidmarketfailuressuchasadhoctaxation，  

Public goods，eXternality，increasing returns，imperfect competition，andimperfect  

informationmarkets．Ofcourse，itisnaturalthatindustrialpolicyshouldbeconsistent  

Withpolicysequencingmentionedabove．  

7．TheEssentialPrinciplesofChina’sEconomy  

Economic reformsin China have often seen severalcontract systems，including  

agriculturalresponsibilitysystems，eCOnOmicresponsibilitysystemsandmanagement  

contractsystemsintheindustrialsector，andcontractsystemsin丘scaland丘nancial  

re丘）rm．   

Iwouldliketoinvestigatethereasonwhycontractsystemsappearedineconomic  

reformsinChina．Myhypothesisisthatcontractsystemshaveexistedintheeconomic  

history of China．Taking example，Konan Naito statesin his book，蝕cbo suibo  

mn21（meDecHneoftbe電極g伽ns¢うthattherewasacontractsystemwherethehead  
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Ofalocalgovernmentmadeacontractwithtaxcollectorsinthe伽Dynasty．  

Contract systems existedin the age of the Republic of China．Prof．Yitii  

Muramatsu22also said：middlemen existedin factories．They were responsiblefor  

employment and management of workers and achievement of works．In terms of  

agrlCulturalorganizations，therewere agentsofcollectingrentsca11edthe‘zhopgbao’  

inthelandtenuresystem．Coexistenceofconcentrationoflandownershipandsmall  

PeaSantryWOuldleadtothe丘Ⅹed－rentalsystemandthemiddlemansystem．   

Intermsofcommerce，themanagementbeyondtheowner－OPeratOrSyStemformed  

the‘hqgd（asortofjoint－StOCkcompany）．Intermsof且nancialtrading，tradingneeds  

guarantee ofmiddlemen called the‘zhong2m’or‘baozm’or bubao．’Prof．Sukekata  

Kashiwa23calledcontractsystemstheorderof‘badsaylngthattheChinesesocietywas  

a societysurroundedwith so manycontract systems．He saidthatcontract systems  

WOuldexistinhumanrelationsandthattheorlglnSCamefromtaxationsystemaswell  

aSCOmmerCe．   

Inthelightoftaxation，therehasbeenasayingofthe“shengpan彪mI，（promoting  

inthebureaucracyandbecomingrich）．InChina，historicallyspeaking，amanWho  

passed the kdu，（the examination ofengaging government ofncials since the SizI  

Dynasty）couldpromotetoheadofalocalgovernment．Hemadeacontractforcollecting  

taxeswithhismenandcarriedoutrent－Seekingactivities，SOthatheaccumulatedhis  

Wealth．Thistax払rmlngSyStemWaS aCOmmOnPhenomenonintheofncialworldof  

China．   

In China，thereis a term of the“guanlibo ziben”（the feudalistic national  

monopolisticcapital）．ThisfactisstillfoundinDengXiaoping，seconomicreformswhere  

the‘guanゐd（officialcumbroker）occurred．   

Intermsofcommerce，itismiddlementhatengagedinmarketingofgoods．  

Prof．Muramatsu24concludes：  

Intermediate contract systems arefoundin allthe aspects of the traditionalChinese economic  

Organizations such as alandlord and peasants，a Wholesale dealer andforemen，a払ctory and  

householdproducersetc．Probably，yOuCOuldregardcontractsystemsasthemostspeci且cthingstothe  

Chineseeconomicorganizations，SOthatcontractsystemsexistedbeforetheinvasionofforeigncapital  

takerootinthesocialmindoftheChinese．  
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8．MarketizationoftheEconomyandModermization   

It is very difficult how to understand the Chinese economy or how to see the 

economicbehavioroftheChineseinthepresentaswellastheoldtime．  

Prof．Muramatsu25 depicted’free competition and human guarantee’as the  

CharacteristicsoftheChineseeconomyduringtheperiodoftheRepublicofChina．He  

SaySinChinacommercialtradewasdonewithinthescopeofhumanguarantee，and  

Onlythroughhumanrelations，i．e．，humannetworks．Althoughcompetitionwasvery  

SeVereinthemarket，amerChanthaddealingswithpartnersguaranteedbyindividual  

perSOnS・   

ThetransactionofthistypeistrueoftheoverseasChinese，thatis，thehuaqzaoor  

huazez2，Whereastradeisdonewithinthenetworksofpeoplefromabloodrelationand  

thesamelocalcommunity二Itcanbesaidthatitisnotthe‘invisiblehand’AdamSmith  

stressedbutthe‘visiblehand’．   

InChina，marketingorderisnotgivenbythegovernanceorthetraditionorthe  

Class，but by some private trading organizations，i．e．，the guild system，merChants  

SPeCializedinmeasurement，the‘（わuAang；andmiddlemen，thel搾hang：   

InthetimeoftheRepublicofChinamiddlemenwereinvolvedineverytradeand  

guaranteedeverycontract．Furthermore，theytookbrokeragefeesandwereresponsible  

forcollectingsalestaxasagentsofthegovernment．Merchantsknewthe払ctthatthey  

COuldgetmuchmoregainsfromtradesunderthemarketingsystemwheretheypaid  

brokeragefeesforthemiddlementhanunderothermarketingsystems．  

Prof．KashiwaregardedtheessenceoftheChineseeconomyastheorderofthe‘bad  

Whichmeanscontractingbetweentwoparties，thatis，theprincipalandtheagents．He  

infersthatundertheorderofthe‘bao’apriceofamerchandisemightbeequalwitha  

basicprlCePlusriskpremium．Theorderofthe‘bao’addedupriskpremiumsonthe  

basicpriceofthegoodwhenevertradeoccurred．IntheWestinsurancesystemcovered  

riskwhilein Chinawhereinsurance system was underdevelopedriskpremiumwas  

added on the prlCe．Thus he regarded competitionin the market of China as the  

COmPetitionof’addition．’AtthesametimeheregardedcompetitionintheWestasthe  

COmPetitionof’subtraction．’Asaresult，PrO丘tinChinahadofstaticswhilepro丘tinthe  

WesthadofdynamicsSchumpeterhassuggested．Chinahadnotechnologicalprogress  

butthetVesthad．  

Wecould且ndconsistencybetweenMuramatsu’sandKashiwa’shypothesisthrough  

theconceptofasymmetricinformation．Prof．Akerlof26initiatedthePrincipleofLemons  

whereasellerofasecond－handcarcalledalemonhasknownshortcomingsofhisown  
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carandbuyershavenoinformationaboutthecar．Ifasellertellsalieaboutthequality  

ofhiscar，thengoodbuyerswillgooutofthe market．Inorderto avertthemoral  

hazard ofthe selleritis necessaryfor a third party to guarantee the quality ofa  

second－handcar．InJapancar－OWnerSmuSthavedesignatedrepalr・Shopschecktheir  

OWnCarSPeriodicallyaccordingtotherulesoftheMinistryofLand，Infrastructure，and  

Transport．This check plays animportant role ofthethird partyinimproving the  

Situation of asymmetricinformation．In China every trade required a middleman  

becausehehadafunctionofthethirdparty．Hewasanalternativeoforganizationsand  

institutionsinthemarketsothathehadapublicfunctionofthemarket．Inthiscontext，  

itiscertainthatcommissionshouldmeanriskpremium．  

Hicks27thoughtthateconomicdevelopmentshouldbeatransitionprocessfroma  

CuStOmSeCOnOmytOamarketeconomy．Ithinkthemarketorderofthecontemporary  

Chinese economy shouldbe a mixture ofthe customs，the market，andthe socialist  

eCOnOmy・  

Forexample，in1992theMinistryofAgricultureinChinaissuedtheRegulations  

onthePeasantsShareholdingCooperativeEnterprises（PSCEs）．TheTVEsofthistype  

have of a joint・StOCk company，having the same characteristics asthe joint－StOCk  

COmPanyinthetimeoftheRepublicofChina．Therearefiveformsofstocksasfo1lows：  

（1）shares oftownship andvillage：peasantsjointlyhold those shares ofwhich  

Origin was the propertyin which the collectiveinvested and put additional  

investmenteveryyear；  

（2）Sharesoftheenterprise：workerswithintheenterprisejointlyholdthoseshares  

Of which origin are from the propertyit has accumulated and that of tax  

reductionandoftaxexemptionbythestate．Thesharesfromtheaccumulation  

can be distributed to workers．The workers are allowed not toinherit and  

transferthesharesbuttoshareinthepro丘t；  

（3）Sharesofsocialcorporation：firms，enterPriseunitsentitledwithcorporation，  

andbodies corporateownthose shares ofwhichoriginwasthepropertyfrom  

funds，equlPmentS，materials，Patent rights etc．which theselnPutinto this  

enterprlSe；  

（4）sharesofindividuals：workersandindividualsownthosesharesofwhichorigin  

WaSPrOPertyOffunds，investmentinkind，teChnologyetc．theyput；and  

（5）shares offoreigners：investorsinforeigncountries，HongKong，Macao，and  

TaiwanownthosesharesofwhichorlglnWaSthepropertyoffunds，equlPmentS，  

technologyetc．theyput．   

Intermsoftherightofshareholders，aPSCEmaydividesharesintoordinaryand  
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Preferredones．Sharesoftownshipandvillage，thoseofcorporation，thoseofindividuals，  

andthoseofforeignerscanbeordinaryaswellaspreferredones．However，Sharesof  

COrPOrationcannotbecomepreferredonesbutordinaryones．Sharesaretransferable  

undercertainconditionswhilegenerallyspeaking，Sharesarenotcancelled．Sharesof  

individualscanbesucceeded，tranSferredanddonated．  

Takinganotherexample，aCCOrdingtohisanalysisofthestructureofautomobile  

distribution under thefranchise systemin China，ProfJHiromiShioji28丘nds the  

interesting払ctthatthemoretiersthelowerprices．After1995theautomobilemarket  

WaSinoversupplylMostofdistributorswhoenteredthemarketduringthefirsthalfof  

1990sexitedfromitsothatthenumberofdistributorsdecreased．However，manytiers  

Ofdistributors stillexist・Whydotheyexistevenintheperiodofoversupply？The  

answerisahypothesisthatthemoretiersthelowerprlCeS．Inotherwords，eVenifthere  

are more dealers，Subdealers have comparative advantageinprlCe COmPetitionover  

maindealers．Thereasonsareasfo1lows：  

（1）Themarketingpowerofmaindealersisweak．Dealersatthetoplevelcannotdeal   

incarssuppliedbyacarmakersothattheyresellapartofcarstosubdealers．  

（2）Subdealersbecomefreeriders．First，Subdealersatthelowerlevelthanthethird  

Onetradenotonlyautomobilesbutalsotheothergoodsandservicessothatthe  

marginalcostsofthevariablecostandofthe丘Ⅹedcostareverysmall，Say，ZerOin  

thepolarcase．Second，aSSubdealershavenostockofcarstheyorderacartomain  

dealers aftermakingasellingcontractwithaconsumer．Therefore，theircostof   

inventorystocksiszero．Theypayformaindealersafterreceivingthemoneyfrom  

theconsumerandgetfeesinthesamesystemasacommissionsystem．Third，the   

tradingrootsareoftendiffbrentfromthedistributionrootsofcars．Therearemany  

CaSeSthatevenifmaindealersreceiveordersfromsubdealers，theydirectlysell  

anddelivercarstoconsumersorconsumersgotomaindealersandtakecars．In  

these cases，Subdealers have no deliverlng COStS．Fourth，mOre than halfof  

Subdealers are SOEs under theformer Ministry of Commerce，being a poolof  

SurPluslabor．ThesesubdealersareinvoIvedincartradingintheformofmaking  

documentsbysurplusworkers．  

Onthecontrary，hesaystherearemanytiersofdealersinthecaseofshortsupply  

Ofcars．Inthecaseofshortsupply，Pricesatthelowerlevelofsubdealersincreaseand  

feeswithbuylngCarSalsoincrease，Whichwillbringpremiumsintobeing．Increasesin  

Premiumswillaccelerateresellingofcars，makingtiersofdealersincrease．  

Prof．Shiqji’s払ct一色ndingisconsistentwithmyhypothesis．Hisfact一丘ndingshows  

thateventradingofthe mostmoderngoodsuchascarsincontemporary Chinahas  
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many tiers of dealers，Which means the existence of middlemen and the contract  

SyStemS．ProfessorsMuramatsuandKashiwasuggested．  

Thus，itcouldbesaiddemiseofasymmetricinformationmayleadtomodernization  

OfthemarketingsysteminChina．  

9．ConcludingRemarks   

ItseemsthateconomicreformsinChinahaveevoIvedsmoothly．However，inreality  

theywentzigzagbecauseoftheseverepoliticalpowerstrugglebetweenthesoft1iners  

andthehardliners．Itisnottosaytoomuchthattheeconomicpolicydebateswi111eadto  

thepowerstruggles．  

Thedebatebetweenthebigbangversusthegradualismapproachconcerningthe  

transitionfromthesocialisteconomytothemarketeconomyintheSovietUnionand  

EasternEuropebroughtpolicysequencingproblemsintobeing．Itistruethatthereare  

many problems to be discussed．In terms ofpolicy sequenclng，however，agreeable  

POints are asfo1lows：the nrstisliberalization of domestic markets，the second  

liberalizationoftrade，andthethirdliberalizationofcapitalmarkets．Itcanbesaidthat  

theChineseeconomicreformswillfo1lowthesepoints．  

China’s entry to the WTOin December2001wi11accelerate the process of  

liberalization of markets．According to a study ofthe Chinese Academy of Social  

Sciences29based on the CGE model，China’s entry to the WTO willhavefo1lowing  

economice鮎ctsontheeconomyin2005：（1）anincreaseofl．53％inrealGDIl（2）an  

increaseofO．58％ofrealconsumption，（3）anincreaseofl．75％ininvestment，（4）an  

increaseof26．93％inexportandthatof25．97％inimport，（5）anincreaseof3．51％in  

governmentrevenues，（6）anincreaseof4．56％inresidents，incomesandadecreaseof  

2．05％inpeasants，incomes，（7）andecreaseofl．57％inthetermsoftrade，and（8）al．  

85％depreciationoftherealexchangerate．   

Intermsofindustry，theagrlCulturalsectorandtheautomobileindustrymayhave  

SeriousdamagesfromthejoiningtotheWTO．Recentlythetermsoftradebetweenthe  

industrialandtheagriculturalsectorsdeterioratedtotheagriculturalsectorsothathe  

PrOteCtioncostsofagricultureincreased．Theagriculturalsectorwi11havesurplus1abor  

migrateintothespinningandtheapparelindustry．ThestudyoftheCASSsaysthatthe  

formercouldabsorb2．82millionworkerswhilethelatter2．61mi11ionworkers．  

Anyway，China must have socialsafety net becausein essence agricultural  

PrOblemsarethelabormarketproblems．  
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Intermsofindustrialsector，inJuly2001Chinalaunchedthenewindustrialplan30  

tostrengthen13industries，includingtheautomobileindustrybyutilizingindustrial  

restructuring，foreigncapitalandtaxation．Chinawillsetthevehicleproductiontarget  

Of3．2millioncarswhichisl．5timesaslargeasthepresentproductionandtheethylene  

PrOductiontargetofmorethan9．Omilliontonswhichisasmuchasthepresentonein  

2005．   

ItiscertainthatChina’sentrytotheWTOwillaccelerateeconomicreformsallthe  

mOre．  
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