
STATE OWNED ENTERPRISES IN CHINA

As China continues to transition to a market-driven economy, the country's state- owned companies - in their role as
deliverers of reform and.

But it also required all SOEs to institutionalize the role of Communist Party Committees into their articles of
association and give the Party oversight for all strategic decisions. To supplement this primary indicator, we
look at the share of all industrial assets held by SOEs, leverage ratios at state versus private firms, SOE versus
private returns on assets, SOE versus private ability to cover interest payments, and the SOE share of urban
employment. Current reforms must be focussed more on the regulatory realm. Quarterly Assessment and
Outlook SOE reform is backsliding this quarter: our indicators show SOEs advancing at the expense of private
firms, and policies focused on increasing Communist Party supervision instead of reform. It shows little
progress in state sector reform. Understanding State-Owned Enterprises SOE Also known as
government-owned corporations GOC , state-owned entities should not be confused with listed companies
with stocks that are owned in part by a government body, as these companies are truly public corporations that
happen to have a government entity as one of their shareholders. Changes to SOEs have created the necessary
conditions for the emergence and flourishing of private enterprises and enterprises with other ownership
forms. In 3Q, SOEs enjoyed  Unlike the former socialist countries in Europe, SOE reform in China did not
involve rapid and widespread privatisation. In November, policymakers responded to growing concerns about
the retreating Chinese private sector. This allows the agency to convert itself into a for-profit business. In , the
Third Plenum further clarified SOE reform as transforming SOEs into modern corporations, with the state
exercising influence in the same fashion as other shareholders. Often, the newly formed SOE still operates
with government goals in mind, but officially it operates as a commercial enterprise. This means that they are
normally required to follow any laws and regulations governing the operation of their business type, and they
can also be held liable for their actions. It is reasonable to allow more private enterprise participation in
providing public goods such as infrastructure development and services as long as transparent government
procurement frameworks are adopted to ensure fair competition and avoid corrupt practices. Further
ownership reform of SOEs in pillar and strategic industries is conducive to efficiency and productivity.
Beijing is clearly concerned about the scale of these financial SOEs and potential risks associated with their
rapid expansion over the past decade, which explains why they were included within this stocktaking exercise.
Since , the SOE revenue share in commercial sectors has declined only slightly, revealing a stall in progress
toward goals. The government also stated that it would strengthen SOE corporate governance but made clear
that it viewed Communist Party supervision as critically important. President Xi Jinping made two widely
publicized speeches during the month praising private entrepreneurs and assuring them of official support.
And on November 16, the tax bureau announced that it would defer tax collections for private companies
struggling with financial distress. It can be either wholly or partially owned by a government and is typically
earmarked to participate in specific commercial activities. State capital is being invested in private firms in
new industries. On one hand, the companies are relieved of corrupt executives - but on the other, SOEs are left
with management who lack a coherent strategy. The CPC has been is forced to prioritise security over
efficiency, which means a conservative stance of increased centralisation - in order to facilitate an immediate
response to any economic threat - is gaining more traction. These reforms will accelerate the pace of SOE
reform as the sector faces increased pressure from competition to make necessary adjustments. Privatisation
initiatives have been further delayed by the threat of an intensifying trade war. SOEs did not withdraw from
even the least strategic industries, while the private sector shrank within the economy as a result of capacity
cuts and slowing credit growth. SOEs are often criticised for abusing their preferential access to loans, and for
lobbying for regulations which drive out competitive private companies. Image: The Economist It is evident
from the charts above that SOEs are highly over-leveraged and structurally less efficient than their private
peers. The Commission, which was established in , is currently concentrating on restructuring the remaining
SOEs into modern profit-oriented corporations. Unlike other commercial entities, SOEs are tasked with
economic and political objectives. Chinese SOEs continue to play a significant role in several strategic
industries that include new sources of energy, telecommunications and information technology, automation,
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transport equipment such as automobiles, aviation, shipbuilding and high-speed railways , new materials,
space technologies, construction materials and infrastructure development. In China, several companies have
state backing, such as the Jin Jiang Hotel, which is owned and controlled by the government of Shanghai. The
document was more conservative than expected.


