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Why Do Government Dump State Enterprises?
Evidence from China

Wang Hongling & Others

Why do governments choose to dump state enterprises by privatization or liquidation? Fxisting research on pri-
vatization has not paid much atention to this question. This paper focuses on testing two alternative theories of
the issue. One theory explains that governments privatize or liquidate state enterprise in order to enhance effi-
ciency. The other theory explains that increasing government revenue or stopping subsidies to profit-losing state
enterprises is the motivation. Based on a data set our tests revealed why China rejects the efficiency theory and
supports the revenue theory. In addition, we find evidence that the concemns of Chinese government for both un-
employment and political benefit of control are important obstacles to privatization or liquidation decisions. A
simple implication is that it might be sensible to propose second best privatization or liquidation programs which
take government objectives into account and are feasible rather than first- best programs which will not be imple-

mented.

Soft Budget Constraints and Micro-fundamentals of Financial Crisis
Zhong Wei & Wan Yuanyuan

The explanatory ability of existed three generation models of financial crisis is insufficient at micro fundamen-
tals’ level with the support of soft budget constraints( SBC) theory, Dewatipont-M askin model shows that SBC
will result in credit expansion distortion, SBC theory can also set the Flood Garber financial crisis model in
more reliable miaro fundamentals. Budget solidification is to be achieved through the alleviation of policy bur-
dens, the attenuation of implicit governmental guarantee and the inducement of competition to local financial

system.
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