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State-Owned Enterprises’ Supervision in Gradual Transition Economies:

Theoretical Framework and China’s Practice

Qi Zhen; Song Ligang; He Fan

Abstract: In gradual transition countries, the government’s deep involvement in the operation of
SOEs gives rise to multi-principal-agent problem. This paper investigates the problem of optimal supervision
regimes for supervising the state sector in gradual transition economies. It argues that the supervision regime
can influence supervisor’s incentives and constraints; an integrated regime has advantage in motivating su-
pervisors, while a separated regime has advantage in preventing supervisors from being captured by
SOEs. Furthermore, the combination of supervision regime and market structure will affect supervision effi-
ciency. A mismatch between market structure and supervision regime would lead to SOEs’ low efficiency. As
market competition increases, the principal benefits in switching from the separated to the integrated super-
vision regime. Stylized facts and empirical evidence from China support our hypotheses.

Key words: gradual reform, separated/integrated regime, incentive, competition
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