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a. China's leaders have resisted going down that route until the early 1990s; tried all sorts
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= Members of the ruling elites (lower level) have developed a different perspective on
(obvious)

such conversion/corporatization (perhaps influenced by the Russian and Eastern
(2) A more Machiavellian answer:

European experience -such reforms can be used to advance their private interests;
through illicit insider privatization; but competitive outright privatization must be

resisted because that would have neutralized the political advantages enjoyed by the

insiders. So settled on the form of "corporatization" which allows the insiders to use
their political clout for insider privatization

= Insider privatization and the banking problem: SOEs and COEs have large debts owed
to state-banks. Corporatization can be used to leave debts with subsidiaries of
pre-conversion SOEs and create more healthy SOEs in which asset-stripping

by insiders can continue.



» Such asset-stripping must be completed before democratization — as
long as other stake-holding groups -- workers -- are politically
disenfranchised, insiders can maximize their gains (as long as they
give some crumbs to the workers — employment at lower wages)

» Jllicit privatization and emergence of a new class: some
indication of the connection between such privatization and new
entrepreneurs -about 25 percent of all firms were converted from
SOEs and COEs; the heads of these new private former heads of
these SOEs and COEs; about 50 percent. (the joke about a
bureau chief bankrupting an SOE first and then bought it for a

song)

2. Political implications of privatization-Chinese style:

a. Rising inequality --the concentration of assets in the politically privileged group --

members of the ruling elites and their cronies; this can be magnified if newly
privatized firms gain access to the capital market

b. socialization of liabilities -the privatization of debt-ridden SOEs and COEs in a murky
process creates huge uncollectible debts to state banks

c. potential source of worker protest -conversion/privatization does not take into account
workers' interests; corruption -asset-stripping has become a major source of

contention between management and workers



