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China has achieved a dramatic development since economic reform Started from 1979, at same
time the economical and industrial structure has been forced to change from the unique economic
structure of the state-owned sector to the plural structure; including state-owned sector, collective-
owned sector, private sector and foreign capital. Macroeconomic productivity had grown
dramatically along with the change. There are, however, three questions left behind the Chinese
economical development.
1. Why have state-owned enterprises failed their management despite careful governmental
protections?
2. How had Chinese economy sustained its growth although state-owned enterprises were
doing poor performance?
3. Will Chinese economy sustain its growth? How will Chinese economic structure change
after being a member of World Trade Organization (WTO)?
Let’s argue something about the three points above. There is a limit to find causes of the bad
management performance of the state-owned enterprises by microeconomic analysis. Rather, it is
important to accept that the state-ownership itself has a deficiency. Answering question #2,
Chinese economy hasn’t been in much confusion, since there was an economic growth on private-
owned enterprises in which making up state-owned enterprise failure. Speaking of question #3,
Chinese economic growth deeply depends on the resource reallocation (labor and resources) from
low productive state-owned enterprises to high productive private-owned enterprises. To improve
the resource reallocation, the government should shift the subsidy from the state-owned enterprises
to the labors working in the enterprises. This can be one of the solutions to reallocate labors.
Of course, there is a limit for the government to carry out the reform. The government wants to
protect state-owned enterprises since they are the basis of the political power.
Therefore being a member of WTO would be a great help to keep continue the reform. The real
purposes to become a member of WTO are to open market and accept global standard in response
to fix social and economic distortions. Once open market is established, existing ownership will
collapse and new era will come to private economy.
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