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Abstract: Studies of economic transformation under socialism in general and the growth and development of SOEs in particular have been based on the same assumption that SOEs are a homogeneous entity. With few exceptions, the extant literature tends to compare SOEs as a whole with other economic sectors. Little has been written about the heterogeneous nature of SOEs. Drawing upon the theory of the politics of scale, this paper examines the internal variation of SOEs situated on various administrative scales in terms of productivity and profitability in China which remains one of the largest post socialist economies undergoing profound structural changes. The performance of SOEs is found to have varied significantly among the scales of the socialist political system. The changing politics of scale from promoting regional self-reliance in the Maoist era toward both decentralization and marketization in the post-Maoist era has resulted in the increase of disparity between the SOEs at the national and local scales. The investigation of SOEs in the Chinese context has raised important theoretical questions concerning the growth dynamics of SOEs and suggested a more careful and path-dependent treatment of the socialist economies under reforms. The growth of SOEs in transitional socialist economies has provided an interesting testing ground to evaluate the theoretical discourse concerning the politics of scales and the rescaling of politics.
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Introduction

For years, the Chinese economy under Mao had been understood as a special form of “state socialism” sharing similar features with other former socialist countries. These similar features included those that are fundamental to the operation of the socialist system, such as: the state monopoly in ownership of means of production, the system of one-party rule and distinctive socialist rank order (Harloe, 1996; Szelenyi, 1996).  Comparative studies and analyses among many state socialist economies have identified a central problem of chronicle shortage generic to centrally planned economies and soft budget constraints undermining many socialist firms (Kornai, 1980, 1986).  Unlike the firms operating in a competitive market in which sustained losses would result in the firm’s exit and profits would generate the conditions for growth, firms under state socialism have functioned mainly as organizational instruments for central management to steer production and extract surplus easily and directly.  As a result, paternalism has been developed between central planners and the firms, under which state firms can acquire resources and investments almost unlimitedly without having to demonstrate their capacities for continue existence.  This pattern has been repeated in most of the former socialist countries and even led to the statement that “it is not only market economies that have an ‘invisible hand’: the economies of state socialism, too, have self-reproducing institutional mechanisms” (Nee and Stark, 1989; p11). Central to such “self-reproducing institutional mechanisms” are the State-Owned Enterprises (hereafter SOEs) that have been a subject of great scholarly concerns and extensive documentation (Lardy, 1998; Naughton, 1995; Stark, 1992).

The SOEs are fundamentally important to the understanding of not only the socialist institutional mechanism in the past but also the profound reforms of many socialist economies taking place in recent years.  The success or failure of SOEs has often been utilized as one of the most important criteria to judge whether the reforming paths within the former Soviet-led socialist bloc were converging with or diverging from western market capitalism.  While economic transition was regarded by neoliberalism as an unproblematic process of rapid and comprehensive change from one hegemonic system to another (Lipton and Sachs, 1990; Fukuyama, 1992; Sachs, 1994), whatever has been taking place amidst the collapse of state socialism seemed to suggest a different story that economic transformation in socialist economies under reform has actually been path dependent in nature (Stark, 1990, 1992, 1996; Putnam, 1993; Nee, 1992). 

In sharp contrast with the ‘shock therapy’ experienced by Eastern Europe and The Former Soviet Union, the transformation of the socialist economy in China has been characterized by its gradual and incremental approach (Walder, 1995a; Naughton, 1995; Ma, 2002; Wei, 2000; Lin, 1997).  However, the Chinese transitional economy should not be viewed as an anomaly as far as the dominant role of SOEs in the reforming process is concerned.  It has been pointed out that, although the contribution of SOEs to China’s total industrial output had dropped significantly from 78 percent in 1978 to 26 percent in 1997 (CSSB, 1998), they remain the main source of basic inputs for the whole economy, employment and social welfare for the vast majority of urban workers, and the bulk of fiscal revenues for the Chinese governments at various scales (Steinfeld, 1998). While the interpretation and explanation of the performance of SOEs in post-reform China are still the subject of heated debate, it remains certain that China’s SOEs under reform will continue to occupy a central stage in both the realities of economic transformation and scholarly analyses if one wishes to gain a deep understanding of the complicated and elusive nature of the transformative processes undergoing in the socialist economies under reforms.

Drawing theoretical insights from the recent discourse of the politics of scale and rescaling of politics (Brenner, 1997, 2001; Swyngedouw, 1997; Martson, 2000), this study examines the heterogeneity of SOEs in one of the largest post-socialist countries undergoing dramatic economic and spatial restructuring. With few exceptions (E.g. Walder, 1995b
), previous literature on the transformation of Chinese economy tended to view SOEs as a uniform and self-contained entity.  Studies of the growth dynamics of SOEs are usually based on the assumption that the SOEs, as a distinctive economic sector, had lagged behind by its non-state counterpart. This paper attempts to challenge the conventional viewpoint by deconstructing the SOEs and examining their varied economic performance from one scale to another.  In addition, efforts will be made to explain why the growth of SOEs has shown a scalar differentiation by making reference to the embedded relation between SOEs and the politics at different scales. The main hypothesis made in this study is that Chinese SOEs are not a homogenous entity but are contextually sensitive to and embedded in the multi-scalar configurations of power relations.

This paper is organized in four parts.  It begins with a brief review of the existing literature concerning China’s SOEs and the recent theoretical discourse on scales emerging in mainstream economic geography. This is followed by a historicized assessment of the growth and development of China’s SOEs both before and after the reforms.  The third part examines the heterogeneity of SOEs focusing on their varied performance at different scales. Attention will then turn to the relationship between observed scalar variations of China’s SOEs and the politics of scale.  The last part highlights important findings of the research and raises a number of theoretical and practical questions for further investigations.  

Interpreting China’s SOEs: Blind Men Examining the Elephant

SOEs have long attracted much scholarly attention from various disciplines within the field of China studies.  Particularly interesting to researchers was the deteriorating financial conditions of SOEs starting in the late 1980s. It has been reported that in the ten years from 1985 to 1995, the proportion of SOEs that suffered from a loss had risen drastically from 9.6 percent to 33.8 percent (Lo, 1999, p699).  Over the same period of time, money losses incurred by SOEs increased almost 20 fold from RMB 3.2 billion to RMB 63.9 billion (CSSB, 1998, p 52).  For the first time since the establishment of the People’s Republic of China in 1949, the total money losses of SOEs exceeded their total profits in 1996 (CSSB, 1998, p52).  Concerned by the drastic decline of SOEs, many researchers have tried to identify the reasons for SOEs’ unsatisfactory performance.  A brief review of the existing literature can identify at least four prevalent interpretations from different disciplinary perspectives (For detailed discussions, see Sachs and Woo, 2000; Cheng and Lo, 2002). 

The first explanation draws its inspiration from institutional perspectives and attributes the difficulties of SOEs to the ambiguous property rights or ownership rights under socialism.  It was argued that public property rights of SOEs were not as clearly defined or demarcated as private property rights.  Ambiguity in property rights definition gave no motivations to both workers and managers of SOEs to improve their productivity and efficiency. In this perspective, the only solution for SOEs would be to redefine property rights along the line of complete privatization (Zhang, 1997; Cao et al, 1999).  This interpretation cannot, however, explain why declining financial performance had occurred not only in SOEs but also in non-state enterprises of various ownership forms. 

The second type of interpretation uses the growing competition from non-state enterprises to explain the failure of SOEs.  It is believed that a reduction of entry barriers to non-state enterprises had led to the rapid expansion of non-state sectors and subsequently erosion of monopolistic profits previously enjoyed solely by SOEs (Naughton, 1995).  In this perspective, the deteriorating performance of SOEs was considered to be the natural outcome of market competition and selection.  The main difficulty with this interpretation is its inability to explain the empirical phenomenon that the profit rates in four industrial sectors that have experienced little entry by non-SOEs had also shown the trend of decline during 1989-1992 (Fan and Woo, 1996).

 The third explanation emphasizes the overcompensation of the workers in SOEs. This interpretation suggests that the sum of direct expenditure (such as wages and bonuses) and indirect expenditure (such as in-kind welfare benefits) of SOEs had increased much more than the growth of labor productivity, resulting in the decline of profits (Woo et al, 1994).  This perspective also explains the poor performance of SOEs in terms of their inefficient corporate governance that facilitated “insider control” of SOEs by managers and workers at the expense of state interests.  This interpretation is not, however, free of discrepancy.  It has been pointed out that real expenditures on wages in SOEs only displayed a robust growth rate during the three specific episodes of price reform and their long-term trends of variation were inadequate to substantiate any rigorous argument about SOEs performance (Naughton, 1994). 

The fourth explanation places its emphasis on the burdens of social welfare provision assumed by SOEs. Instead of seeing SOEs as purely economic organizations on the same play field with non-state enterprises or modern firms in western market economies, it was argued that China’s SOEs had functioned as a social institution or “small society” bearing responsibility to provide housing, medical care, pension and other welfare benefits to their employees.  As an arm of the state apparatus, SOEs had to take up such ‘policy burdens’ as achievement of full employment and arbitrary price distortion, which inevitably dragged down their profits (Lin et al, 1998; Gu, 2001).  While this interpretation has correctly pointed out that progress in welfare reform was a necessary precondition for the success of China’s SOEs reform, many of its supporters admitted that such an interpretation might not be sufficient itself to explain completely the declining trend of SOEs.

Despite their different theoretical and methodological standings, all of the above explanations seemed to commit themselves to the same fallacy of “blind men examining the elephant”.  These four interpretations are all based on a common assumption that SOEs are a homogeneous and distinctive entity.  Each of these perspectives only touched on one single element of “the elephant” of SOEs and claimed that the element felt represented the whole image of the object. To overcome such theoretical and methodological difficulties, this study suggests that new and innovative theoretical lens are needed to better examine the complete “elephant” of SOEs. In this respect, the discourse of scale recently introduced into geography and the social sciences at large seems to be a viable theoretical lens through which the complex dynamics of SOEs can be better seen.   

Across the Pacific, the recent decade has witnessed the emergence of what might be called “politics of scale or rescaling of politics” literature in the subfield of human geography (Brenner, 1997, 2001; Cox, 1995; Swyngedouw 1997; Jessop 1994; Marston 2000).  Whilst this emerging literature is still in its process of developing, three key themes seem to have appeared to gradually prefigure to the foreground.  Firstly, there exists heated debate currently about how scale comes into being.  While some scholars believed that state, capital, labor and other non-state political actors played important roles in the construction of scale (Brenner, 1997; 2001; Smith, 1984, 1992), others contended that, other than capitalist production, social reproduction and consumption had been particularly relevant to the production of scale (Martson, 2000).  Despite the existence of different viewpoints concerning the causal forces underlying scale construction, it was generally agreed that scale is not an ontologically pre-given entity but rather the result and outcome of complex political and economic processes. The second intriguing issue concerns inter-scalar relations.  There are scholars who conceptualized scale as a hierarchy or ordering of bounded places or geographical territory and took each scale as something that was separated from one another.  Other scholars took a relational view and stressed the connectivity between and among scales (Sheppard, 2000).  In this view, each scale is located in articulation with one another so that events happening at a particular scale are shaped by their relationships with other different scales (Sheppard, 2000).  The third topic of considerable research concerns how scale is reconfigured or reshuffled. Neil Smith (1984,1992) gave a much economic-based interpretation of the casual mechanism of scalar restructuration. He argued that the reconfiguration of a particular scale was attributable to the processes of its internal cooperation and external competition within a multitiered scalar hierarchy motivated by the differentiation and equalization of profit rates among scales.  By contrast, other scholars especially regulation theorists have always linked the rescaling process with globalization.  They preferred to emphasize that the processes of globalization had undermined the preeminent role of national scale at which Keynesian Welfare institutions reside and resulted in the transfer of functions upward, downward and outward to other scales (Jessop, 1994). 

While the discourse on the politics of scale and rescaling of politics has provided us with important theoretical lens through which we can begin to decipher the hierarchies in which social and economic relations are configured.  The extant literature on scales appears to be inadequate in at least three respects.  First, much of the debate on scale so far has been focused on theoretical explication and elaboration without sufficient concrete substantiation and interrogation (Peck, 2002). It remains ambiguous how the empirical process of rescaling works in a concrete and institutionally specific context.  Second, what has been written on scale is primarily based on experiences in Western advanced countries.  Whether or not the theory of scale is relevant to economies of other forms has yet to be subject to empirical validation.  Third, with few exceptions, the existing literature of scale has tended to focus on the economic dimension based on the principle of efficiency and rationalization. Social and ideological considerations other than economic rationalization have not been given enough attention that they deserve.  Against this backdrop, recent transformation of China’s SOEs appears to be an excellent testing ground to interrogate the theory of scale and overcome its difficulties and inadequacies.   

With a view to obtaining theoretical insights into the growth dynamics of China’s SOEs and interrogating the theoretical formulations identified in the above two corpuses of literature, this study examines the patterns and processes associated with the growth of SOEs in a socialist economy undergoing profound transformation.  Specifically, the study attempts to investigate several important questions.  Is the SOEs sector a homogeneous entity?  Does the success or failure of SOEs vary from one scale to another?  How has the performance of SOEs changed from the pre-reform to post-reform era and why?  Is there any causal relationship between the performance of SOEs and the politics of scale?  To what extent and in what manner has scalar political and economic relation affected the success or failure of SOEs at different scales?  

Data and Methodology

Before analyzing the heterogeneous nature of Chinese SOEs, several conceptual and methodological issues need to be clarified.  In this paper, SOEs refer to industrial enterprises where the means of production or income is owned by the state (CSSB, 1996, p 450)
.  Although SOEs are owned by the whole people (quanmin suoyou) in name, they are in reality managed by different levels of governments.  In the terms of Walder (1995b), there potentially are as many owners of SOEs as there are government jurisdictions. Depending on the relationship of administrative subordination, SOEs are either affiliated with the central authorities or with local ones.  The former referred to administrative ministries of the central government including the State Planning Committee, the State Economic and Commercial Committee, Ministry of Finance, and so forth.  As SOEs are almost all located in the urban area, the SOEs at the local level are those encompassing provincial, prefectural (municipal) and county government at the subnational level.  It should be pointed out at the outset that, although a comprehensive study of the scalar configuration of SOEs should theoretically analyze SOEs at all above levels, this paper will focus on central and local levels with additional reference to other levels when necessary because of data availability. 

In order to measure the success or failure of China’s SOEs, this study will use two commonly utilized indicators of labor productivity and capital profitability.  Labor productivity is defined here as the ratio of gross value of industrial output (or value added) to yearly average employees.  Capital profitability (zijin lishui lu) is calculated as the ratio of taxes and profits to total capital (zong zichan) including net value of fixed asset (guding zichan jingzhi) and working capital (liudong zijin)
.  The politics of scale in this paper is analyzed in two specific dimensions.  One is the stated policy or goal, which is reflected by official decrees and regulations.  The other is the actual division of decision-making power on SOEs between and among various levels of administrative bodies, which will be measured by three aspects: capital investment, profits remittance and material supply of SOEs.  It is acknowledged that these three selected indicators cannot fully cover the complex politics of scale operating in China.  The justification is that the politics of scale involve some highly sophisticated relationships the intricacy of which cannot be fully comprehended without necessarily omitting certain details and particularities.

Although references will be made to the historical pattern of change in the pre-reform period, this study will focus on the growth and decline of SOEs during 1980-1995.  The selection of this study time period is based on the consideration that  (1) most of the important reform programs were initiated and implemented during this period of time which makes it appropriate to assess the changing situations of scalar variations of SOEs performance; and (2) Chinese authorities had conducted the second and third comprehensive industrial census during this period and accumulated useful information and data materials on the performance of SOEs.  Other important data sources include Chinese industrial economy yearbook and Chinese statistical yearbook.  These data can be used along with industrial census for crosschecking to ensure data quality.     

Scalar Configuration and Economic Performance of SOEs in China
Historicizing China’s SOEs

Before dissecting the economic performance of SOEs, it is helpful to understand the historical growth and development of Chinese SOEs both before and after reform.  It has been pointed out that SOEs in China had been developed by the nation-state to meet the requirements of maximally mobilizing and allocating industrial surplus in order to implement its heavy-industry oriented development strategy since their inception (Lin et al, 2001).  After experiencing three-year national economy’s recovery in 1949-1952, the central government began to concentrate development on a number of “key projects” with assistance from the Former Soviet Union and established a centralized system of finance, investment, and administration mainly in the form of SOEs during the period of the First Five-Year Plan (1952-1957).  Almost at the same time, the state gradually transformed private enterprises into SOEs operating under united planning.  As a result, the contribution of SOEs to total national industrial output was raised to 52.8 percent in 1957 (CSSB, 1999, p 36).  In a similar manner, labor productivity of SOEs and capital profitability of SOEs increased by an annual rate of 8.4 percent and 6.4 percent respectively in this period of time (Figure 1). 

[Figure 1 here]
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Fig 1 Economic Performance of SOEs, 1952-1978

Source: CSSB, 1998, pp 53-54.

During the Great Leap Forward (1958-1962), influenced by the ambition to catch up with Western advanced countries as soon as possible, the nation-state launched a mass campaign of industrial construction at both central and local levels.  According to statistics, within only one year from 1957 to 1958, almost 70,000 SOEs
 were newly added, lifting their proportion in all industrial enterprises to above 45 percent (CSSB, 1999, p 36).  Despite its good intention, the completely unrealistic targets of the GLF movement disrupted the normal pace of industrial development and resulted in the drastic decline of industrial output value of SOEs from RMB 96.6 billion in 1958 to RMB 80.8 billion in 1962 (CSSB, 1999, p 36).  As a consequence, labor productivity and capital profitability of SOEs decreased at an annual rate of 4.6 percent and 24.5 percent respectively (Figure 1).  Following the failure of the GLF movement, the central government focused instead on economic adjustment under the guiding slogan of “readjustment, consolidation, filling out, and raising standards” (tiaozheng, gonggu, chongshi, tigao). Thereafter, SOEs regained their growth of productivity and profitability in the annual rate of 23.1 percent and 23.4 percent during the next three years (Figure 1).  The subsequent ten disastrous years of the Cultural Revolution (1966-1976) dragged the Chinese industrial economy and the development of SOEs into a state of chaos with labor productivity and profitability of SOEs displaying several periods of fluctuation.  The share of SOEs as a whole in total industrial output fell from its peak of over 90 percent in the mid 1960s to approximately 78 percent toward the end of the 1970s (CSSB, 1999, p 36).  

From 1978 onwards, Chinese SOEs embarked on a new path of reforming their internal and external operating mechanisms.  The whole reforming process could be generally divided into three phases.  The first phase ranged from 1978 to 1984, when the reforms aimed at the restructuring of the highly centralized management system and giving more incentives to SOEs through profit retention schemes.  During 1984-1993, SOEs went through the second phase of reform along the line of “power division and profit redistribution” (fangquan rangli) to individual firms.  The power of decision-making including material supply, production organization and marketing was decentralized to the firm level. Despite these reform measures, both productivity and profitability of SOEs had been lagged behind by the non-state enterprises, resulting in the decline of SOEs’ share in total industrial output to 57 percent in 1993 (CSSB, 1999, p 36).  Since then, SOEs reform had entered the third stage and shifted its emphasis toward ownership restructuring with a purpose to transform SOEs into some independent producers that resembles modern firms in Western capitalist countries.  It remains to be seen to what extent these new programs can improve the economic performances of SOEs.  In general, it is clear from above historical overview that the ups and downs of SOEs in China both before and after reform have, to a considerable degree, been subject to the manipulation of industrial development policies and strategies formulated by Chinese ruling Party-State.   

Scalar (De)construction of SOEs and the Politics of Scale

The changing dynamics of SOEs have attracted great attention from scholars and policy-makers. However, little is understood about the heterogeneous nature of SOEs and their internal structural characteristics.  A disaggregated examination of SOEs reveals at least three features characterizing the scalar differentiations of SOEs. 

[Table 1 and 2 here]

Table 1 Number and Employment of SOEs by Administrative Scale, 1980-1995

	
	Number (10000)
	Annual Growth Rate
	Employment (million person)
	Annual Growth Rate

	Administrative Scale
	1985
	1993
	1995
	1985-1995
	1980
	1985
	1993
	1995
	1985-1995

	Central
	0.38 (5.45%)
	0.39 (4.86%)
	0.47 (5.39%)
	2.14%
	7.62 (23.46%)
	8.69(22.52%)
	10.56 (23.5%)
	10.92 (24.46%)
	2.31%

	Local
	6.65 (94.56%)
	7.67 (95.14%)
	8.32(94.61)
	2.26%
	24.86 (76.54%)
	29.89(77.48%)
	34.38 (76.5%)
	33.73(75.54%)
	1.21%

	Provincial and Prefectural
	3.13(44.43%)
	NA
	3.3(37.49%)
	0.53%
	19.82 (61.02%)
	23.28(60.35%)
	NA
	22.44(50.26%)
	-0.37%

	County
	3.53(50.13%)
	NA
	5.02 (57.12%)
	3.60%
	5.04 (15.52%)
	6.61(17.13%)
	NA
	11.29(25.29%)
	5.50%

	Total SOEs
	7.03 (100%)
	8.06 (100%)
	8.79 (100%)
	2.25%
	32.48 (100%)
	38.58 (100%)
	44.93 (100%)
	44.65(100%)
	1.47%


NA: Not available
Source: LOIC, 1989, pp 196, 218; LOIC, 1997, pp 2; CSSB, 1995, pp 84-92.
Table 2 Scalar Distributions of SOEs by Industrial Output, 1980-1995 (%)

	Administrative Scale
	1980
	1981
	1982
	1983
	1984
	1985
	1986
	1987
	1988
	1989
	1990
	1993
	1995
	Annual Growth Rate, 1980-1989

	Central
	11.79
	13.55
	14.90
	17.51
	22.43
	24.36
	24.68
	24.81
	24.53
	25.39
	26.21
	28.52
	34.77
	17.90

	Local
	88.21
	86.45
	85.10
	82.49
	77.57
	75.64
	75.32
	75.19
	75.47
	74.61
	73.79
	71.48
	65.23
	6.26

	Provincial and prefectural
	74.74
	72.96
	71.64
	68.25
	66.00
	62.04
	62.13
	61.95
	62.53
	61.93
	NA
	NA
	45.39
	6.02

	County
	13.47
	13.49
	13.47
	14.25
	11.58
	13.60
	13.19
	13.23
	12.93
	12.68
	NA
	NA
	19.84
	7.52

	Total SOEs
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100


NA: Not available

Source: Field, 1992, pp 604; CSSB, 1995, pp 84-92; LOIC, 1997, pp 46-47.
First, there is a large numbers of SOEs concentrated at the lower ends of the administrative hierarchy.  As is shown in Table 1, there were 35,263 SOEs under the supervision of county governments in 1985, accounting for more than half of all the SOEs.  If the SOEs administered by provincial and prefectural governments at subnational level were included, the ratio would rise to nearly 95 percent with the rest 5 percent under the direct control of central government.  This administrative structure of SOEs has been depicted by many economists as a multi-tiered, regionally based system, which is quite different from the model in Eastern Europe and the former Soviet Union where most enterprises were grouped by industry and under the direct supervision of central ministries (Qian and Xu, 1993).

Second, in stark contrast with the concentration of the number of SOEs in lower administrative levels, the distribution of size and industrial output of SOEs leaned toward the higher ends of the administrative hierarchy.  On average, each SOE managed by central, provincial and prefectural government employed about 2,268 and 745 workers respectively in 1985, while each SOE supervised by county government had only 187 employees.  The distribution of industrial output shows a similar pattern.  SOEs at the central, provincial and prefectural levels contributed about 24 and 62 percent of the total industrial output generated by all SOEs.  The proportion of county government administered SOEs was only 13.6 percent, much less than their share in numbers (Table 2).  A further analysis of the composition of large, medium and small sized SOEs at different administrative levels showed that in 1985, over 98 percent of the SOEs at the county level were classified as small enterprises, contributing 88 percent of industrial output at this scale (Table 3), while half of the SOEs at the central level were categorized as large and medium sized SOEs, accounting for 95 percent of industrial output produced by central SOEs.

Table 3 Distributions of SOEs by Administrative Scale and Size, 1985

	
	Number
	Industrial Output (billion yuan)

	Administrative Scale
	Large and Medium Size*
	Small Size
	Total
	Large and Medium Size
	Small Size
	Total

	Central
	2008 (52.5%)
	1817 (47.5%)
	3825 (100%)
	138.92 (95.11%)
	7.15 (4.89%)
	146.07 (100%)

	Local
	5938 (8.93%)
	60579 (91.07%)
	66517(100%)
	236.02 (56.13%)
	184.46 (43.87%)
	420.48(100%)

	Provincial and Prefectural
	5435 (17.39%)
	25819 (82.61%)
	31254(100%)
	228.55 (64.81%)
	124.07 (35.19%)
	352.62(100%)

	County
	503 (1.43%)
	34760 (98.57%)
	35263(100%)
	7.47 (11.01%)
	60.39 (88.99%)
	67.86(100%)

	Total SOEs
	7946 (11.3%)
	62396 (88.7%)
	70342(100%)
	374.94 (66.17%)
	191.7 (33.83%)
	566.64 (100%)


*The classification of SOEs into large, medium and small size has been changed for four times.  In the 1950s, the classification was based on the employment of SOEs. But in 1962, the criterion was changed into the original value of fixed asset.  In 1978, it was changed again into the annual productive capacity of SOEs. In 1988, a more sophisticated criterion was instituted in which the classification of SOEs was based on three standards: annual productive capacity, numbers of equipment and original value of fixed asset. This latest criterion is the one used in this table. For details, see Appendix of China Industrial Economic Statistical Yearbook, 1985, p 362.

Source: LOIC, 1989, pp 48-49.

Table 4 Economic Performances of SOEs by Administrative Scale, 1980-1995

	
	Labor Productivity (yuan / person * year)
	Capital Profitability (%)
	Return Rate of Total Capital Investment (%)

	Administrative Scale
	1980
	1985
	1993
	1995
	1980
	1985
	1993
	1995
	1949-1985

	Central
	13231
	17202
	46196
	51473
	22.44
	20.48
	11.33
	9.7
	138.13

	Local
	11530
	14455
	35555
	39462
	23.48
	21.39
	8.79
	4.05
	172.62

	Provincial and Prefectural
	12242
	16144
	NA
	40796
	25.53
	23.16
	NA
	3.89
	190.86

	County
	7767
	10673
	NA
	36808
	12.31
	13.52
	NA
	4.51
	80.93

	Total SOEs
	11932
	15075
	38055
	42400
	23.1
	21.07
	9.68
	6.05
	159.37

	County-Level COEs
	6505
	10721
	NA
	42915
	15.58
	13.17
	NA
	3.88
	NA


NA: not available; COE means collectively owned enterprise.

Source: LOIC, 1989, pp 272-273, 276-277; LOIC, 1997, pp 2, 46-53; CSSB, 1995, pp 84-92.

[Table 3 and 4 here]

Third, in close association with the above two features, SOEs at the county level exhibited the poorest economic performance among all scales in the early 1980s.  Rapid expansion of local SOEs, particularly small ones at the county level, derived in part from the decentralization of SOEs from higher administrative levels and in part from the initiatives of local industrialization, had engendered diseconomies of scale in comparison with the SOEs situated on other levels and resulted in a pattern of scalar differentiation of SOEs’ economic performance (Table 4).  In 1980, the biggest difference of economic performance existed between SOEs at county level and their counterparts at supra-local levels.  Both labor productivity and capital profitability of SOEs under the supervision of county governments were much lower than SOEs at other scales in 1980 and 1985.  An alternative indicator of investment return rates of SOEs at various scales attests to such finding.  During the years between 1949 and 1985, total capital investment (including fixed asset investment and working capital) into SOEs at the county level was about RMB 100.5 billion but such investment only generate RMB 81.33 billion profits and taxes in return (LOIC, 1989).  The return rate of county-administered SOEs was 81 percent, only half of the average return rate of all SOEs (Table 4).  

How do we explain the scalarly differentiated pattern of SOEs identified above?  Was this scalar pattern of SOEs performance a result of the politics of scale?  A close analysis suggests that the scalar differentiation of SOEs is closely related to the changing politics of scale.

Under Mao’s regime, there had been two major waves of administrative decentralization of decision-making power on SOEs, including material allocation, revenue collection, approval of capital construction investment and so on, to local authorities, one occurring in 1958 (the Great Leap Forward) and the other in 1970s (the Cultural Revolution).  During the first round of decentralization, 8,100 SOEs, amounting to 87 percent of all SOEs and producing 25.9 percent of national industrial output, had been devolved to local (mostly provincial) governments with only 1,200 SOEs still affiliated with central authorities by 1958 (Zhou, 1984, p70).  Approximately 10,000 SOEs, accounting for 46.1 percent of all SOEs’ industrial output, were decentralized again to local control during the second round of decentralization. By 1976, the SOEs under the control of the central government were accounting for only 6 percent of the nation’s total industrial output (Zhou, 1984, p 137). 

Despite its polymorphic manifestations, the politics of scale before reform could be intimately associated with the industrial policy of promoting regional self-reliance, which was pursued especially in the 1970s and the legacy of which has led to many problems such as duplicated construction, excessive productive capacity and various forms of local protectionism during the post-Mao era.  The regional self-reliance policy called for provinces and even prefectures and counties to build “relatively comprehensive and independent” industrial systems (Wong, 1985).  In general, the formation of such policy came out of political, military and economic considerations. Politically, it was associated with Mao’s early dissatisfaction with the over-centralization and bureaucratization in the Soviet-style management model near the end of the FFYP.  In his famous 1956 speech on the ten major relationships, Mao discussed the relationship between the central and local governments and advocated the ideas of “mobilizing two initiatives of both central and local governments” (Diaodong zhongyang he difang liangge jijixing) and “walking on two legs” (liangtiaotui zoulu), the latter of which referred to development of both central and local industries (Qian and Xu, 1993).  Militarily, the emergence of self-reliance policy represented a long-term concern for national security.  Beginning from the early 1950s and lasting for more than a decade, China’s perception of international threat had compelled central state to develop comparatively independent production system at subnational levels in order to survive the possible attacks from its hostile enemies.  Economically, it was believed that the formulation of regional self-reliance policy was to simplify the requirements of coordination in the economy by localizing allocation decisions and minimizing unnecessary external links so that the functions of planning could be carried out by a smaller, less articulated local bureaucracy without recourse to market mechanism (Riskin, 1987).  As a result, many preferential policies including special funds aid, depreciation funds retention, enlargement of local scope for managing budgetary investment and the like had been initiated to developing local SOEs.  Apart from the support of the central government, local authorities especially administrative bodies at the county level had also shown great enthusiasms to developing SOEs under their jurisdiction.  It was reported that expenditures by local governments out of their extra-budgetary revenue on local enterprises was RMB 1 million in 1970, and the figure rose to RMB 150 million in 1973 and further to RMB 280 million in 1975 (CSECC, 2000).  This general depicture of financing for SOEs needs to be complemented by a closer examination of the division of decision-making powers between central and local level.  At least three elements of the politics of scale are crucial to understanding the growth dynamics of SOEs. 

[Table 5 here]

First, capital investment into SOEs, which has been regarded as a key instrument in China’s industrialization strategies, was subject to centralized planning 

Table 5 China’s Regulations on Capital Construction Projects of SOEs under Mao

	Time Period
	Regulations on Capital Construction Project Approval

	FFYP (1953-1957)
	Total centralization

1. Relatively strict delimitation of large, medium and small capital construction projects

2. Large projects need to be audited by the State Construction Commission and approved by the State Council

3. Medium projects need to be approved by central ministries or provincial, prefectural (municipal) governments

4. The procedure for approving small projects is to be determined by central ministries or provincial, prefectural (municipal) governments

	GLF (1958-1960)
	Decentralization and capital construction investment explosion

1. Central authorities only examine and approve certain large construction projects (e.g. annual steel output above 1 million ton, annual coal output above 10 million ton, power station with design capacity over 0.2 million kilowatt)

2. Most of the other construction projects need to be approved by local governments or various ministries and put on records of the State Planning Commission and the State Construction Commission.

	Post-GLF Readjustment (1961-1964)
	Recentralization

1. Both central and local capital construction projects are to be included into national plan

2. Large and medium capital construction projects affiliated with central ministries need to be approved by the State Council

3. The approval of large and medium capital construction projects affiliated with local governments is distinguished by their significance. Key projects among them are to be approved by the State Council while the rest need to be approved by the State Planning Commission.

4. Small projects need to be approved by central ministries or provincial, prefectural governments based on their relations of affiliation

	Cultural Revolution (1965-1975)
	Decentralized

1. Large and medium capital construction projects affiliated with local governments, with investment from state budget appropriation, need to be arranged by central authority, while small ones are to be arranged by both central ministries and local governments

2. Large and medium capital construction projects affiliated with local governments, with investment from locally self-raised funds, need to be approved by the State Planning Commission, while small ones are to be arranged by provincial or prefectural (municipal) governments


Note: 1) The projects in capital construction are classified as large, medium and small according to either the total design capacity or the total amount of investment in the design specification (sheji renwushu). The projects without design specification are classified according to the design capacity of the main product of the project.

2) The state revised the classification of standard of large, medium and small sized construction projects in 1953, 1962, 1972, 1977 and 1979.

Source: Peng, 1989, p 59, p81-82, p129, p 187; CSSB, 1997, p 458.

and administration before reform.  Although occasionally the level of central control over capital investment was reduced somewhat, such as during the period of GLF and the early 1970s, state budgetary appropriations still accounted for 80 percent of the capital construction investment into SOEs during the Mao’s era (Figure 2).  Furthermore, while local power of managing within-budget funds and accommodating self-raised funds to finance local SOEs had been enlarged during the sporadic periods of decentralization, the capacity of local authorities to implement capital investment into SOEs under their jurisdiction was still prescribed by the central government regulations.  During most periods under Maoist era, only small projects of SOEs without strategic significance could be determined solely by local governments and many large and medium sized projects of SOEs had to be reported to central commissions or ministries for approval or endorsement (Table 5).  Under such constraints, it is no wonder that local authorities, especially those located at the lower ends of administrative hierarchy, were motivated to establish many small SOEs within the confines of project size as a means to circumvent central decree.

[Figure 2 here]

The second element is that the bulk of profits generated by SOEs, which took the lion’s share of national fiscal income, belonged to central authority.  Before 1980, the central government lay claim to virtually all the surplus generated by SOEs, including remitted profits and indirect taxes, and local governments were primarily playing the role of revenue collection as the agents of the central government.  Although the share of revenue collected by local authorities had been growing from the 1950s to the 1970s, the huge amount of collected revenues under the heading of “local budgetary revenues”, however, was not under the control of local governments 
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Figure 2 Scalar Distributions of Capital Construction Investment into SOEs, 1953-1978 (%)

Note: Capital construction investment into central SOEs includes state appropriation and foreign loans through state unified borrowing and returning (tongjie tonghuan), while that into local SOEs includes fundraising and others (zichou he qita).

Source: CSSB, 1997, p 91

(Wong, 1992), because these revenues had to be remitted to the central authority for redistribution among all regions and localities in the form of inter-regional transfer, based on the principles of either egalitarianism or strategic significance.  The correspondence between revenue collection and revenue utilization was very weak.  As a consequence, local governments had little incentive for either collecting revenues or supervising the financial performance of SOEs under their administration. 

The third factor is that the plan coverage of key materials of SOEs, which was a crucial mechanism of control in a planned economy, varied across scales.  Under the centrally planning system, production decisions concerning SOEs were theoretically made by the central government in the national plan.  In reality, however, it was impossible for the national plan to cover all SOEs given the large and ever-growing number of SOEs at the local levels.  The response of the central state was a change in the planning structure of material supply, which was made along two lines (for elaboration, see Wong, 1985).  One was the downward transferring of the responsibility for production, supply and distribution of material supplies to the provincial level, while leaving the task of setting target for inter-provincial transfers of key materials to the central government.  It was further complemented by the arrangement that industrial output from local industries was allowed to be allocated locally under the slogan “whoever builds and manages the enterprise has the use of its output” (shuijian, shuiguan, shuiyong) toward the late 1960s (Wong, 1985, p 260).  The other was the institutional innovation of “direct supply” (zhigong) in which many key SOEs situated on the lower levels of administrative hierarchy, whose material supplies could not be satisfied at that scale, were eventually placed under the next higher levels.  This was closely associated with the observation that SOEs affiliated with different levels of government faced different degree of shortfall in meeting material supply requirements.  As had been reported, materials traded outside plan channels were accounting for some 20-30 percent of the total at the provincial level, 30-40 percent at the prefectural or municipal level, and over 50 percent at the county level in the late 1970s and early 1980s(Wong, 1985, p 266).  The need to secure material supplies through extra-plan channels at relatively higher prices over state determined level would inevitably contribute to the higher productive costs and lower financial performance of SOEs at the bottom end of administrative hierarchy.     

In summary, the scalar relations of SOEs before reform could be characterized as embedded in the institutional environment in which the socialist regime under Mao had adopted a decentralized approach of SOEs management to confer privilege on bigger and better SOEs with strategic importance at the central level, and shift the responsibility of developing the smaller and poorer SOEs of less importance to the local levels without adequate central supports.  Influenced by the economic concern for improving the supervisory efficiency over SOEs production on the one hand and ideological consideration of retaining relative high degree of central control over resource allocation on the other hand, the politics of scale under Maoist era had been primarily materialized in the form of promoting local and regional self-reliance, which had in turn facilitated the emergence of differentiations of SOEs performance at various scales, among which SOEs affiliated with the lowest levels of administrative bodies displayed the poorest productive and financial performance. 

The above analysis illustrated a correspondence between the scalar differentiation of SOEs and the politics of scale before economic reform, but what has been the situation after reform?  There are two salient features pertaining to the scalar differentiation of SOEs in the post-reform period. 

First, all SOEs across the board, whatever administrative level they were subordinate to, have demonstrated a similar pattern of change in terms of the growth or decline of labor productivity and capital profitability.  As is clearly indicated in Table 4, capital profitability of both central and local SOEs had displayed a consistent declining trend, the aggregate effect of which has been the decline of profitability of SOEs as a whole from above 20 percent in the early 1980s to no more than 10 percent in the early and mid 1990s.  In a similar manner, labor productivity of SOEs affiliated with various levels of supervisory agency has shown the consistent trend of increase over the same time period.  This two-facet pattern is identical with the “stylized fact” of conflicting evidence of rapid total factor productivity growth and declining financial profitability of SOEs that had been identified by many scholarly analyses on the aggregate economic performance of China’s SOEs (Sachs and Woo, 2000). 

Secondly, in a manner slightly different from the scalar pattern of SOEs before reform, in which the biggest gap of capital profitability lied between SOEs at the county level and those at above, the scalar differentiation of SOEs performance during the post-reform era has been characterized by a sharp distinction between centrally managed SOEs and their subnational counterparts.  Although the capital profitability of SOEs at the local level was comparable to that of central SOEs in the early 1980s, it had gradually dropped behind the latter after experiencing dramatic decline over the following one and a half decade.  In 1995, SOEs controlled by provincial and prefectural governments displayed a disappointing profit rate of 3.89 percent, on a par with that of SOEs at the county level.  Both of them were outperformed greatly by central ones (Table 4).  This pattern of internal differentiations of SOEs performance across scales had contradicted the general statement that the levels of SOEs’ profit rates became closer to that of non-SOEs throughout the reform era, which has been widely referenced for supporting the proposition of “increased competition inducing profitability decline” (Naughton, 1995; for details, see Cheng and Lo, 2002). 

The changing economic performance of SOEs at various scales in the post-reform period has been inseparable from the new politics of scale unveiling in the recent two decades.  Unlike the politics of scale under Maoist era when the scalar relations of SOEs were predominantly shaped by the reshuffling of administrative power on SOEs in the state apparatus, Chinese politics of scale after 1978 could be better portrayed as both the relaxation of the central state control and the growth of market mechanism facilitated by the post-Mao philosophy of pragmatism.  Specifically, two new mechanisms emerge to play their roles within this process of decentralization through marketization. 

The first mechanism is that market coordination had been introduced gradually at various scales to replace the previous redistribution by administrative fiat.  One important goal of introducing market mechanism was to reduce the degree of state intervention in the daily operation of SOEs and transfer more decision-making power over material purchase, production planning, and output sales etc downward to SOEs themselves instead of their supervisory agencies.  It had been expected that SOEs, either at central or local level, could operate as independent production units at new scales out of the existing orbit of state bureaucracy.  In this way, the scope of central planning was drastically reduced to give way to the role of market exchange.  The output market was partially liberalized in the first place and SOEs were allowed to sell above-quota products at market prices. In addition, the total number of commodity groups determined by the State Planning Commission under compulsory plans had been reduced from more than 120 in 1979 to 60 in 1992.  Likewise, the number of commodity groups subject to state planned purchase decreased from 188 to 23 over the same period.  By the early 1990s, the proportion of planned production for the industrial economy as a whole had fallen to below 30 percent (Huang and Duncan, 1997).  On the other hand, various forms of profit-sharing programs on SOEs were gradually formulated and institutionalized in the 1980s including profit retention, profit contracting (yingkui baogan), tax for profit (li gai shui) and the like, which allowed SOEs to retain earnings at their disposal after remitting contracted amount of profits or uniform-rate taxes and had been conceived as effective means to rationalize the relationship between SOEs and their supervisory bodies at central or local scales.   

[Table 6 here]

The second mechanism is that in a manner different from the two waves of administrative decentralization under Maoist regime when local authorities were acting mainly as the agents of central state, the local governments in the post-Mao era had been motivated to become more or less independent accounting units responsible for the financial health of enterprises under their control.  The two concurrent processes of decentralization and marketization after 1978 have been made to give greater attention to the types of economic incentives for local governments, which has been materialized in two ways.  The first approach was the system of fiscal revenue-sharing system (caizheng baogan) between adjacent levels of governments, in which lower-level governments had an obligation to remit a fixed amount or a fixed proportion of their revenues to their superior governments, but simultaneously had the ability to keep for themselves the remaining revenues
.  The other approach was the 

Table 6 Central and Local Fixed Assets Investment, 1978-1995

	
	1978
	1979
	1980
	1981
	1982
	1983
	1984
	1985
	1986
	1987
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995

	Capital Construction (billion yuan)
	50.1
	52.3
	55.9
	44.1
	55.6
	59.4
	74.3
	107.4
	117.6
	134.3
	157.4
	155.2
	170.4
	211.6
	301.3
	469.4
	636.7
	724.7

	Central
	41.7
	41.3
	34.9
	25.2
	27.7
	34.6
	40.4
	42.1
	44.7
	47.5
	43.6
	36.3
	39.6
	38.9
	34.1
	51.1
	52.2
	63.7

	Local
	8.4
	11
	20.9
	19.2
	27.9
	24.8
	33.9
	65.3
	72.9
	86.8
	113.9
	118.9
	130.8
	172.7
	267.2
	418.3
	584.5
	661.1

	Replacement and Reconstruction (billion yuan)1
	16.8
	17.6
	18.7
	22.5
	29
	29.1
	30.9
	44.9
	61.9
	75.9
	98.1
	78.9
	83.0
	102.3
	146.1
	229.4
	291.1
	325.1

	Central2
	2.6
	4.4
	3.3
	3.5
	3.3
	7.9
	7.8
	4.9
	6.2
	6.9
	6.6
	4.9
	5.1
	5.5
	6.9
	10.3
	11.8
	13.0

	Local
	14.1
	13.2
	15.4
	18.9
	25.7
	21.2
	23.2
	40.0
	55.7
	69.0
	91.4
	74.0
	77.9
	96.8
	139.2
	219.1
	279.3
	312.1

	Total Fixed Investment (billion yuan)
	66.9
	69.9
	74.6
	66.8
	84.6
	88.5
	105.2
	152.4
	179.5
	210.2
	255.5
	234.1
	253.4
	313.9
	447.4
	698.8
	927.8
	1049.8

	Central
	44.4
	45.7
	38.3
	28.7
	31
	42.5
	48.1
	47.1
	50.9
	54.4
	50.2
	41.1
	44.7
	44.4
	41.0
	61.3
	64.0
	76.7

	Local
	22.5
	24.2
	36.4
	38.1
	53.6
	46.1
	57.1
	105.3
	128.6
	155.7
	205.3
	192.9
	208.7
	269.6
	406.3
	637.4
	863.8
	973.1

	Fixed Assets Investment under Local Control (%)
	34
	35
	49
	58
	63
	52.0
	54.3
	69.1
	71.6
	74.1
	80.4
	82.4
	82.4
	85.9
	90.8
	91.2
	93.1
	92.7


Note: 1. Replacement and Reconstruction (genxin gaizao) refers to funds for timely replacement and technical upgrading of aging fixed assets; 

2. The division of central and local investment follows the approach adopted by Naughton (1987) in that central investment includes all investment funded by the central government including most of the capital construction arranged through foreign loans, the portion coordinated through the central budget (tongjie tonghuan) while local investment consists of three types, namely investment arranged through “self mobilized” (zichou zijin), domestic bank loans and foreign funds not coordinated through the central budget. 

Source: Naughton, 1987, pp 55; CSSB, 1997, pp 90, 246.

system of capital investment funding and project approval, in which local authorities had obtained enormous investment resources for financing SOEs under their control and acquired greater power of approving and implementing capital construction projects of SOEs under their jurisdiction.  Not only fixed asset investment into SOEs at the local level had been rising all the way since 1978 (Table 6), but also the investment projects that required approval by the State Planning Commission and the State Council had been raised from RMB 10 and 100 million to RMB 30 million and 200 million respectively since the 1980s (Peng, 1989, p 327).  As a result, China’s reforms of fiscal and capital investment system have, in the terms of property rights, served to clarify the ownership rights of local governments over the assets of SOEs that they administer. The reforming process was, in effect, a kind of downward reallocation of property rights over SOEs within government hierarchies (Oi, 1992; Walder, 1995b).

Despite the rescaling of politics as a means to overcome the administrative rigidities associated with central planning and to stimulate local enthusiasm for market oriented economic development, there existed two caveats which appeared to be unintended consequences of the reform policy.  First, the rapid decentralization of financial resources to lower-level governments and SOEs has not been accompanied by the adoption of measures to enforce responsibilities on SOEs.  Although SOEs had been motivated to pursue profits for covering wages, bonuses and other welfare costs, they were not assuming symmetric responsibilities for their productive activities, which was associated with the well-known “soft budget constraint” (Kornai, 1986, 1992) in that SOEs do not have any incentives to pay heed to productive costs but instead would be tempted to expand their productive capacity, because a SOE, subordinate to either central or local government, would not have real danger of shut down or radical restructuring and the potential losses incurred by its productive activity would be cushioned by their supervisory agencies at central or local level.  More importantly, soft budget constraints in relation to SOEs at various scales were not uniform. It has been suggested that enterprises under the control of the central or higher level governments tend to have softer budget constraints than enterprises controlled by lower level governments, partly because local authorities have less non-financial interests in maintaining unprofitable enterprises under their jurisdiction after economic reforms (Nee, 1992; Qian and Xu, 1993; Walder, 1995b).  This observation is consistent with the empirical evidence of SOEs’ industrial output growth in the 1980s, within which central SOEs has exhibited the most rapid industrial expansion in the annual growth rate of nearly 18 percent during 1980-1989, outpacing considerably other SOEs at the subnational level (Table 2).   

The other caveat is that besides stimulating local governments to become relatively autonomous economic agents, the reforming processes of decentralization and marketization unfolding in the post-reform era had also enlarged the gulf between central and local SOEs by exposing them to substantially different market environments.  This was especially evident in the different type and degree of competition faced by central and local SOEs.  A common postulate is that the competitive pressure that SOEs had to face was more intensive at local level.  It has been suggested that “competition had a greater effect on the SOEs supervised by local governments than on those supervised by the central government because most of the former are in competitive industries where the non-state firms entered” (Cao et al, 1999, p 118).  Moreover, the main competition for central SOEs came from imports, which remained subject to strict control by central state policy, while local SOEs faced dual pressure from non-state industrial enterprises, including township and village enterprises (TVEs), as well as the local SOEs located elsewhere, as a consequence of gradually opening and extension of local markets.  In view of the greater market competition and less central support, it is not surprising that local SOEs have experienced a much more rapid decline of profit rates than central ones (Table 4).  

In contrast with the widened gap between central and local SOEs, the distinction between local SOEs and Collectively owned enterprises (hereafter COEs) situated on the same subnational level has always been vague.  Both of them have aligned their interests under the support and articulation of local supervisory agencies, giving rise to a new mechanism similar to what Jean Oi calls ‘local corporatism’ (Oi, 1992), in which local SOEs and COEs have formed loosely coupled, mutually dependent relationship with local governments in various aspects, often against the encroachment of the central state (Nee, 1992).  A direct comparison of the economic performance of SOEs and COEs at the same county level during 1980-1995 demonstrates that they are on a par with each other most of the time (Table 4).  This lends partial support to the argument that “the most important way in which government ownership rights in state and collective sectors do differ is [not in the nominal property rights but rather] in the extent to which they are regulated by higher levels of government, especially the central government” (Walder, 1995b, p271, italics added).  

In sum, the scalar relations of SOEs under post-Mao era could be characterized as a kind of “dual track structure”, in which market competition has been introduced into small SOEs at the local level at relatively quick pace to let them freely respond to market signals, while considerably tight control over large SOEs at the central level has been maintained to circumscribe their extent of exposure to market pressure. Such politics of scale have effected the change of scalar pattern of SOEs’ performance in its own way, within which the gap between central and local SOEs has been widened both in productivity and profitability.    

The analysis above focused on the embedded relationship between the scalar relations of SOEs and their economic performance both before and after reform.  It remains uncertain, however, whether such a relationship is significant?  To what extent can the institutional embeddedness of SOEs in the power relations of a particular scale explain the success or failure of SOEs at that particular scale?  To answer this question, economic performance of SOEs administered by central and local governments within each province in 1993 is examined to see whether it holds among all regions that central SOEs outperformed local SOEs.  Data for the year of 1993 are used for analysis because the official categorization of state-owned industrial enterprises based on the two groups of central and regional SOEs was available only in that year. 

[Table 7 and 8 here]

The direct comparison of SOEs affiliated with central government and those affiliated with local authorities in terms of capital profitability can reveal that the central SOEs were not always more efficient than their local counterparts across all 30 provinces (Figure 3).  When labor productivity is included, the relative performance of SOEs situated at central and local scales seems to be even more complicated and ambiguous not only in the whole country but also within three macro regions of eastern, central and western China, as there were several cases amidst the three regions and the whole China, in which SOEs at local level displayed higher productivity and earning efficiency than the SOEs at the central level (Table 7).  A 

Table 7 Economic Performance of Central and Local SOEs by Province, 1993

	Province
	Labor Productivity (yuan/per person* year)
	Capital Profitability (%)

	
	Central SOEs
	Local SOEs
	Central vs. local
	Central SOEs
	Local SOEs
	Central vs. local

	Eastern Region

	Beijing
	64594
	42074
	+
	13.78
	11.16
	+

	Tianjin
	45110
	38447
	+
	4.26
	7.63
	-

	Hebei
	31097
	33120
	-
	9.48
	10.12
	-

	Liaoning
	45009
	32137
	+
	10.92
	7.09
	+

	Shanghai
	135321
	56425
	+
	18.59
	8.76
	+

	Jiangsu
	95787
	47390
	+
	10.7
	7.36
	+

	Zhejiang
	107853
	53623
	+
	17.75
	11.27
	+

	Fujian
	128493
	39375
	+
	59.16
	13.34
	+

	Shandong
	49772
	45229
	+
	8.59
	7.1
	+

	Guangdong
	91702
	58564
	+
	19.11
	11.78
	+

	Guangxi
	76577
	41758
	+
	16.93
	13.05
	+

	Hainan
	153584
	41976
	+
	-11.28
	7.81
	-

	Central Region

	Shanxi
	22363
	25292
	-
	4.68
	9.44
	-

	Neimenggu
	22729
	23335
	-
	3.53
	10.91
	-

	Jilin
	51067
	23555
	+
	8.81
	6.42
	+

	Heilongjiang
	34324
	19242
	+
	6.35
	2.62
	+

	Anhui
	30064
	37022
	-
	12.08
	7
	+

	Jiangxi
	38091
	27124
	+
	6.08
	8.06
	-

	Henan
	32938
	31830
	+
	10.14
	10.47
	-

	Hubei
	58737
	38413
	+
	11.06
	12.58
	-

	Hunan
	46666
	26417
	+
	18.55
	5.8
	+

	Western Region

	Sichuan
	38059
	24761
	+
	10.56
	8.61
	+

	Guizhou
	36450
	29970
	+
	10.58
	12.76
	-

	Yunnan
	87715
	33814
	+
	53.91
	14.2
	+

	Tibet
	0
	16324
	-
	0
	5.46
	-

	Shaanxi
	36061
	29683
	+
	6.39
	4.74
	+

	Gansu
	44746
	25645
	+
	8.57
	7.91
	+

	Qinghai
	81228
	25959
	+
	6.06
	1.49
	+

	Ningxia
	76412
	26539
	+
	8.69
	4.12
	+

	Xinjiang
	36148
	26236
	+
	1.42
	7.48
	-


Note: + denotes central SOEs outperform local SOEs while - denotes local SOEs outperform central SOEs 

Source: CSSB, 1994, pp 84-92.

Table 8 Results of Paired Samples T Test of Central and Local SOEs in 1993

	
	Paired Differences
	t
	df
	sig. (2-tailed)

	
	Mean
	Std. Deviation
	Std. Error Mean
	95% Confidence Interval of the Difference
	
	
	

	
	
	
	
	Lower
	Upper
	
	
	

	Pair 1 30 Provinces
	Labor Productivity 
	25913.93
	30077.66
	5491.40
	14682.75
	37145.12
	4.719
	29
	0.000

	
	Capital Profitability
	3.63
	12.19
	2.23
	-0.92
	8.18
	1.631
	29
	0.114

	Pair 2 Eastern Region
	Labor Productivity
	41231.75
	36379.16
	10501.76
	18117.54
	64345.96
	3.926
	11
	0.002

	
	Capital Profitability
	5.13
	14.78
	4.27
	-4.26
	14.52
	1.202
	11
	0.255

	Pair 3 Central Region
	Labor Productivity
	9416.56
	12187.51
	4062.50
	48.41
	18784.70
	2.318
	8
	0.049

	
	Capital Profitability
	0.89
	5.96
	1.99
	-3.70
	5.47
	0.446
	8
	0.667

	Pair 4 Western Region
	Labor Productivity
	21987.56
	25212.34
	8404.11
	2607.63
	41367.48
	2.616
	8
	0.031

	
	Capital Profitability
	4.38
	13.80
	4.60
	-6.23
	14.99
	0.952
	8
	0.369


Note: 1) The significance in the last column represents the degree to which the difference between central and local SOEs in terms of labor productivity or capital profitability is above zero. The smaller the figure is, the more significant it is that central SOEs outperform local SOEs. 

2) The definition of eastern, central and western region is the same as that in table 7 

Source: CSSB, 1994, pp 84-92.

further statistical exercise of paired-samples T test
 can reveal more quantitatively the influence of the politics of scale on the economic performance of SOEs.  The testing result of cases in all 30 provinces suggests that there is a significant relationship between the economic performance of SOEs (as measured by labor productivity and capital profitability) and the political scales at which they are situated.  Statistically, the probability for central SOEs to outperform local SOEs in labor productivity was 99 percent and in capital profitability 88 percent (see Table 8).  What is more interesting is the result of statistical analysis showing that the level of significance has exhibited a spatial variation among three macro regions.  It declined from central to western and eastern China.  The relationship between the scalar situations of SOEs and their economic performance was the strongest in the eastern area, the weakest in central area and in-between in western area.  This finding suggests that, apart from the politics of scale, the economic performance of SOEs might also be subject to the influence of other important geographical factors.  Although inter-scalar relation is an important factor affecting the emergence and subsequent changing pattern of heterogeneous SOEs, other factors pertaining to the intra-scalar variations (E.g. government size, diversity of the government’ industrial base, analyzed in Walder, 1995b) may also be important constituents of the causal chain that cannot be neglected if one wants to paint a full-scale image of the complex system of SOEs.         

[Figure 3 here]
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Figure 3 Comparison of Capital Profitability between Central and Local SOEs, 1993

Conclusion and Discussion
Over the past two decades, SOEs in socialist China had displayed unsatisfactory performance in stark contrast to the flourishing non-state enterprises (Han and Pannell, 1999; Wei, 2000).  The poor performance of SOEs has been subject to various interpretations based on such concepts as property rights, corporate governance and social welfare burden.  Despite different emphases and theoretical perspectives, most of the existing theoretical models have tended to compare the economic performance of SOEs as a unitary entity either with that of non-state enterprises in China or with modern firms in Western capitalist economies.  While scholarly efforts have been made to explain the failure of SOEs, the internal variations of SOEs performance both before and after reform have remained poorly understood. 

This study examines the changing pattern of internal differentiations of SOEs performance in China drawing insights from the recently emerged theory of politics of scale in mainstream economic geography.  A historicized overview of the growth and development of SOEs both before and after reform has revealed that the functioning of SOEs are scalarly differentiated according to their administrative affiliations with various levels of governments.  A closer investigation of the division of decision-making power shows that economic performance of SOEs was historically embedded in the power relation of scale.  In the Maoist era, the politics of scale were characterized by an emphasis placed on fostering regional self-reliance out of strategic and ideological considerations.  Such politics of scale had resulted in a peculiar scalar differentiation in which SOEs at the lowest level of administrative hierarchy exhibited the lowest performance in both productivity and profitability.  In the post-Mao era, the new politics of scale have been characterized by a scalar flux or a downward transfer of decision-making power to both SOEs and local governments.  Such scalar flux of power relation has found its way to reshape the performance of SOEs and widen the gap between central and local SOEs in terms of both labor productivity and capital profitability.

This study has important implications for researches on SOEs in the field of China area studies.  In response to Peck’s (2002) call for closer attention to the influence of inter-scalar rule regimes on political actions at local and national scales, future studies of SOEs will have to pay special attention to their operational scales and to the configuration of multi-scalar relations.  This study also raises several important theoretical questions concerning both the dynamics of economic transformation in a transitional socialist economy and empirical relevance of the abstract theory of scale originating from mainstream economic geography.  Over the past decade, studies of post-Soviet economies have often emphasized the path dependent nature of economic transformation drawing inspiration from evolutionary institutionalism.  It had been correctly pointed out that the collapse of state socialism did not leave an institutional vacuum and it is the differing paths of extrication from state socialism that shape the possibilities of transformation in the subsequent stage (Stark, 1992).  In the words of Robert Putnam, it is “where you get to depends on where you are coming from”(Putnam, 1993, p79)”.  Despite these innovative insights highlighting the significance of history and institution in the transformative process of post-socialist countries in general and growth and development of SOEs in particular, most of the theoretical elaborations are based on the implicit assumption that economic organizations within each country are homogeneous and that path dependence of these organizations happens in a linear manner with great determinacy.  This study suggests that economic organizations are actually scalarly differentiated and that path dependence may happen in a systematic way with many constituents marching simultaneously along divergent paths. To complement Putnam’s (1993) words, where you get to also depends on what you are.    

The discourse of the politics of scale and rescaling of politics thus far has focused on theoretical elaboration without necessary empirical validation.  This study of the scalar variations of China’s SOEs presents a real case to test the relevance of Western theory to the reality of a transitional socialist economy.  The outcome of the test shows that there is a significant relationship between the economic performance of SOEs and the politics of scale in which they are embedded. The theory on the politics of scale does provide us with an innovative lens or a new tool to examine the complex nature of economic transformation under socialism.  However, the disparate correlations between the scalar relations of SOEs and their economic performance across the three regions of eastern, central and western China remind us of the need to apply the theory of scale in a cautious and critical manner.  To use the terminology of Marxism, scalar relations are after all supra-level social construction that cannot explain fully and entirely the complex issues of economic transformation.  Other important factors relating to fundamental economic infrastructure may still have to be taken into account to yield more sensible theoretical explanations.
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� Andrew Walder (1995b) has made a similar claim that the organizational characteristics of SOEs in China vary across levels of the administrative hierarchy, but what he has emphasized is the different soft budget constraint and productive performance between SOEs and COEs, two categories of public enterprises in China, without further elaborating on the internal differentiation of SOEs’ performance.    


� SOEs in this paper mainly refer to those SOEs with independent accounting systems. It has been reported that the practice of excluding SOEs without independent accounting system is very common in academic literature on SOEs (Holz, 2002).


� The indicator of profitability here is the same as that adopted by Naughton (1995) and Fan and Woo (1996). Although it has been criticized as unsuitable in several respects (E.g Holz, 2002), it is still the available measurement that can be used for time-series comparison across two decades after reform. 


� The figure includes SOEs without independent accounting systems.


� In reality, the program of fiscal revenue sharing among vertical administrative hierarchy was very complicated as different groups of provinces were covered by different types of program. For details, see Wong (1992)


� The paired-sample T Test compares the mean of two variables (in this paper referring to economic performance of central and local SOEs) for a certain group of cases. It computes the difference between the values of the two variables for each case and test whether the average difference departs from 0. 
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