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[ he remaking of China’s
state-owned enterprises

While not the fangs and claws ofthe
Chinese leviathan in the Western
imagination, they need to be revamped
for a rebalancing of China’s economy

Zheng ongniah

For The Straits Times

“Structural reforms” has become a
buzzword inrecent decades,
usually ata time of crisis. Amid the
Sino-United States trade war, this
broad term has resurfaced and is
frequently mentioned as one of
America’skeydemandsinits
negotiations with China.

While we need to wait until anew
trade agreement is unveiled fora
precise definition of this vague
term, the Trump administration
will almost certainly include
market-oriented reform of China’s
state-owned enterprises (SOEs) in
its wish list.

On the Chinese side, one thing
that’s certainis that its negotiators

SOEs, especially the large business
groups directly administered by
Beijing, known as the
centrally-managed SOEs.
Routinelylisted at the top of the
Fortune 500 list, these
centrally-managed SOEs control

i large chunks of China’s domestic

: marketsand contribute a

i significant share of the central

¢ government’s revenue, while many
: of their chief executives are

: members of the People’s Congress

¢ and the Party’s Central Committee.

Politically well-connected and

¢ financially well-endowed, they are
: easilyimagined by outsidersasa

: threat toamarket-based economic
: order. Asaresult, politicians and

: decision-makers in the West tend

i toexaggerate the roleof China’s

: statesector andregard Chinese

: “state capitalism”asa threat.

Such a conceptualisation,

i however, is too simple, and does

¢ nottrulyreflect the reality of

: China’seconomy. The non-state

: sector has grown very fast since the
¢ late Deng Xiaoping'sreformand

: open-door policy, and itnow

: generates more than 50 per cent of
: China’s total tax revenue, 60 per

: centofgross domestic product

: (GDP), 70 per centof innovation,

i 80 per cent of urban employment,

¢ and 90 per cent of the totalnumber
: ofenterprises. Chinais now truly a

: mixed economy.

will not easily make concessionson :
¢ FIERCEDEBATES IN CHINA

i That said, the state sector remainsa
i strategicallyimportant part of

: China’spoliticaleconomy. It is

: unimaginable that Beijing will give

: intoAmericandemandsfora

: fundamental transformation of the

i SOEs. From China’s perspective,

: suchademandisaformof

i “economic” war, aimed directlyata
; vitalpartofits system.

The debate over SOEs goes back

¢ decades, ever since China’s

¢ economic reforms started. Fora

: long time, a fierce debateraged in

: Chinese academic and policy

: circles, not somuch about whether
¢ Chinashould havean SOE sector

: butover howitshould be reformed.
i In2013, China’s top official

: think-tank, the Development

¢ Research Centreof the State

: Council, along with the World

i Bank,argued for the phase-out of

i the majority of SOEs in favour of

: market mechanisms.

i Thisofficial positionrepresentsa :
: midpoint between the market and
: thestatist views.

The market school, whether its

: radical or gradualist wings, argues
: for the elimination of inefficient,

¢ market-distorting SOEs. In

: contrast, the statist school

: championsaslimmer but stronger
: statesector as the engine for

i economicgrowth and a bulwark

i againsteconomic crisis.

The mixed results of China’s SOE

: reformsareaproduct of policies
i arising fromboth schools. The g
¢ economic reforms of the mid-1990s :
: ledtothe steady decline of the

: SOE’ssharein GDPand

¢ employment figures. The global

: crisisof2008 helped the largest

i SOEs toaccumulate assets from

¢ China’s credit-driven stimulus

i programme, contributing toa

: structural imbalance. But despite

: thiswindfall, the share of the SOEs
: inemploymenthas declined

: steadilyfrom2008tolastyear.

China’s state sector is indeed in

i needof market-oriented reform,

. but the undertaking should be done
i with care and a proper

¢ understanding ofits historyand

i features.

For one thing, SOEs are part and

: parcelof the Chinese political

: economy. Theirroots are to be

i foundinalong politicaland

¢ intellectual tradition that stretches
¢ back to China’s first empires. It

. would be wrong to see them from

i theperspective of Eurocentric

: theoriesofpolitical economy and

i seek to change thembased on

© Western models.

For another, China’s SOEs hardly

i constitute a fundamental challenge
: toglobal economicorder.

© FALSE ANALOGY

i Theiroft-quoted global prowess

¢ derives from afalse analogy

i between the biggest multinational

. firmsand China’s

¢ centrally-managed SOEs. Far from
¢ the fangs and claws of the Chinese

i leviathan, they are toomuch

: embeddedin astate-dominated

i domesticorder tobe reckoned as

¢ effective multinational enterprises.
i Infact, they are oftena headache for :
. the central government when they
i become toobig and inefficient.

Akeymilestone in China’s efforts

: toreformits economy came in the
¢ late1990s when the then Prime

i Minister Zhu Rongji took an axe to
¢ whatwasthenabloated and

: wasteful state sector. It was brutal,
¢ costing 30 million workers their

i jobsbutithelped energise the

: economy, freeing up manpower

: andresources for more nimble

: privateenterprises. Now 80 per

i centofallurban Chinese workers

: areemployed in the private sector.

The Zhureformshad another

. characteristic — it transformed the
: largest state-owned enterprises

: intovehicles for the newly minted
i Chinese-style state capitalism. By
! 2003, these enterprises were

¢ consolidated into

: centrally-managed SOEsand

i locally-managed SOEs.

The centrally-managed SOEs

¢ were usually corporatised former
 ministriesand bureaus of the

¢ plannedeconomyandinherited

¢ their control over nationwide

: infrastructure and sometimes even
¢ seatson powerful central political

: bodieslike the Party’s Central

: Committee and National People’s

: Congress. These Janus-faced

¢ politicaland economicactors have
: becomeimmensely powerful,

: throwing their weightaround as

: provincialandlocalleaders seek

¢ their support forinvestment

¢ opportunities. In effect, thelarge

i SOEs have become economic

i baronswhose interests lie in

¢ maintaining their grip on the

¢ economy.

Inorder tounderstand why

¢ reforming the big SOEsis notan

: easy matter, one must consider the
: historicrole of the state sector. The
: SOE’s function was neither purely

: economicnor political. Unlike the

: public sectorinthe West and Japan,
: China’slargest state enterprises

: were cash cows for the

: government, though theyreserved
i much of the profits for their own

: expansion.

Unlike the national champions of

i South Koreaand

: government-linked companies in

¢ Singapore, the big Chinese SOEs

: arenotall that globally competitive
¢ and have often made rash

¢ investments abroad.

: PROPOSED CHANGES

¢ One question now is how to

: improve their performance in

: order to provide goods and services
: efficientlyand equitably.

The emerging consensus seems

i tobeto split SOEs into two broad

: categories, those thatare

: considered strategic (broadly

: speaking those with implications

: fornational security such as energy
: and aerospace) and those that are

i commercial enterprises.

For commercial enterprises, such

i asthe telecommunication giant

i ChinaMobile, further reform

+ would entail introducing private
i capitaland creating a more

i diversified ownership structure.

Eventhough Chinaisnota

¢ city-state, Singapore’s Temasek

: model could serve asareference, if
: notaroadmap, if future SOE reform
: isto follow amarket-oriented

: direction;inother words, even

: though the government can hold

¢ the state investor accountable for

i itsperformance, it maintains an

¢ “arms-lengthrelationship”and

i doesnotinterfere in its operational
: decisions, leaving them to

: professional managers.

Other factors to considerin

China’s SOEreforms:
¢ = Amorelevel playing field for

state and non-state sectors

e A rebalancing of the state-owned

enterprises’ power with primary
responsibilities.

i Inthis regard, more attention

: should be paid to the public’s

i interest, rather than focusingon

: profit-making and expansion,

i particularly abroad. Should the

: SOEs generate profits, these should
i go first towards shoring up public

: finance and contributing to the

: National Pension Fund. Any

i attemptat strengthening the state

: sector without also highlighting

: their primary duty to the people

i risks further erosion of public trust.

Ironically, the trade war’s focus

i onChina’s state sector as being
: emblematic of unfair trade

: practices comesatatime when
: China’s economy is undergoing
i structural changes that favour

i non-stateactors.

The expansion of the state sector

i hasbeen stalled and their

i attraction has diminished. Today,

i the star performers are nolonger

: Sinopecor State Grid but the

¢ Alibaba Group, BYD, Xiaomiand

: Huawei. These private-sector firms
i offer high-paying jobs, better

: career paths,and amore

i outward-looking business culture.

: Theyattract the best and brightest
i candidates and theyare

i competitive globally, especially in

: Asia, Africaand Latin America,

: even though their main market is

: still domestic. Simply put, they are

: not really different from other East
i Asianmultinational companies.

Given the broader economic

: changesathome and abroad, the
: current model of state capitalism
¢ willbecomeless and less viable

¢ over time. Aproduct of Chinese

: history, SOEs must continue to

. reinvent themselves ifthey are to
: keepup with the times and better
: fulfil their primary mission to the
: people.

Abetter way forward for China’s

i economy would entail an improved
¢ relationship between the

: commercial SOEs and their

¢ partnersin the private sector,

: making the most of the synergies

: involved while reining in the

i former’s ability to take unfair

: advantage of their political clout. At
: the same time, more should be

¢ doneto strengthen the rule of law

i inorder toprotect theinterests of

: private enterprises, the true

: enginesof China’s phenomenal

: growth.
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