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Why study SOEs?

• State-owned enterprises are at the core of the classical Marx-

Engels-Lenin conception of socialism. Two fundamental 

differences from capitalism:

 State vs private ownership of production

 Centralized vs market coordination of activity

• To understand the nature of China’s “socialist market economy 

with Chinese characteristics,” and how it has evolved over time, 

we have to understand state-owned enterprises.



The advance/retreat debate

国进
民退
State sector advances,

Private sector retreats

民进
国退

Private sector advances,

State sector retreats

有进
有退

Some advance,

Some retreat
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The conventional wisdom is that SOEs have expanded under Xi

“From the 1990s until around 2012, when Xi Jinping took 

power, the role of state firms had steadily diminished. Xi 

was widely seen as a reformer who would continue that 

trend. Instead, state investment grew faster under Xi and 

state firms took on more debt.”

--Bob Davis & Lingling Wei, Superpower Showdown (p. 31)
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The problem: the data is inconclusive
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The evidence can support a variety of stories about SOEs

• The SOE share of employment suggests that the size of the 

state sector shrank rapidly in the 1990s and 2000s, and has 

continued shrinking but much more slowly since the 2010s. 

• The size of SOE assets suggests a major turning point came 

after the global financial crisis, when China’s government 

started relying more on SOEs to support growth. 

• The SOE shares of industry and FAI suggests their share of the 

economy declined continuously until Xi Jinping took office and 

increased support for state firms. 

Can we establish some facts that will settle this debate? 
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SOE share of GDP is the broadest measure, but there is no consensus
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New strategy: use Ministry of Finance data on all nonfinancial SOEs
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The calculation: nonfinancial SOEs

Value-added = operating surplus + net taxes on production 

+ employee compensation + depreciation

• Operating surplus ≈ profits (probably an underestimate)

• Net taxes on production ≈ taxes paid (probably an underestimate)

• Employee compensation = wages paid + benefits

o Wages paid = Number of employees * average wage

o Benefits ≈ 50% of wages (45% labor wedge + 5% housing subsidies)

• Depreciation = depreciation rate * original value of fixed assets

o Depreciation rate = assume constant 5% (see Herd 2020)

o Original value of fixed assets is available for central SOEs; extrapolate to all SOEs
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The result, stage 1
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While there’s no official 
estimate for the total value-
added of all SOEs, there is 
limited historical data on the 
value-added of SOEs in the 
industrial sector. 

Official figures on value-
added by SOEs in the 
industrial sector are broadly 
consistent with my estimate. 

But my estimate could be off 
by as much as 10%, not too 
surprising given that using 
headline data on taxes paid 
and profits builds in some 
underestimation. 

Cross-checking using industrial data
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Bringing in finance
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Financial sector value-added is different

• Value-added for the financial sector is not calculated in the same way as for nonfinancial 

sector, ie by adding up employee compensation, operating surplus, taxes and depreciation. 

• Rather it is indirectly measured as essentially the net interest margin of the financial sector 

times assets. From the OECD: 

• “The 2008 SNA and BPM6 financial intermediation services indirectly measured (FISIM) 

comprises financial service output for which producers do not explicitly charge. Instead, 

they levy an implicit charge in the spread between interest rates receivable on financial 

assets and interest rates payable on financial liabilities. “

• “From the financial corporations’ viewpoint, FISIM on loans is the difference between 

interest receivable and the interest cost of funds calculated at a reference rate on the 

loan balance. On deposits, FISIM is the difference between interest payable at the 

reference rate on the deposit balance and actual interest payable to depositors. “

• Therefore using SOEs share of financial assets is a reasonable proxy for their share of 

financial sector value-added, since value-added is calculated based on assets. I use the 

banking sector as a proxy for the whole financial sector. 
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There’s more to the banking sector than state banks
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SOE share of banking assets has been stable between 80-90%
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The result, stage 2
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Cross-checking finance estimate

• My estimate for 2017: 

• 84.8% of banking assets are controlled by SOEs

• Finance sector is 7.8% of GDP

• 0.848 * 7.8 = 6.6% financial SOE share of GDP

• Compare with Zhang Chunlin’s procedure:

• Total financial-sector assets = 252 (banks) + 5.08 (securities) + 16.75 (insurance) = 

RMB273.83trn (source: PBOC financial stability report)

• State financial assets = RMB241trn, or 87.9% of total (source: 国务院关于2017年度国
有资产管理情况的综合报告)

• 0.879 * 7.8 = 6.9% financial SOE share of GDP

• Checks for other years suggests financial SOE share of GDP could be underestimated by 

~5% or 0.3% of GDP. Difference too large to be solely due to securities & insurance 

sectors (which are not 100% state), possibly statistical differences. 
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Conclusion: SOEs have consistently accounted for 25-30% of GDP
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SOE share of GDP is lower and more stable than most previous estimates
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Implications: 1

What kind of political-economic 

system does China have?
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A rough consensus on around 40% of GDP for the public sector 

Liu He, October 19, 2018:

民营经济在整个经济体系中具有重要地位，贡献了50%以上的
税收，60%以上的GDP，70%以上的技术创新，80%以上的城镇
劳动就业，90%以上的新增就业和企业数量。

“The private sector plays an important role in the entire economic 

system, contributing more than 50% of tax revenue, more than 

60% of gross domestic product, more than 70% of technological 

innovation, more than 80% of urban labor employment, and more 

than 90% of the number of new employment opportunities and 

newly founded enterprises.”
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China is unlike “capitalist” mixed economies, even of a previous era
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China’s state sector is also much larger than other East Asian modernizers
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China also does not look like post-socialist states

Source: IMF European Department, “Reassessing the Role of State-Owned Enterprises in 
Central, Eastern, and Southeastern Europe.” Thanks to the authors for sharing their data. 
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Political economy conclusions

• China’s economy today has a substantially larger role for SOEs than in the 

20th-century US, Western Europe or Japan, at least outside of wartime. 

 It is understandable that citizens of these countries could view China’s model as 

fundamentally different. 

• Some successful East Asian modernizers like Korea and Taiwan had a 

larger role for SOEs than the West, but even their peak levels were far 

below China’s today (let alone pre-reform China).

 China is clearly not on the same development trajectory, in terms of its political 

system or political economy, as non-socialist Asian countries. 

• Countries move away from large SOE sectors when there is a major 

change of political regime; it’s not a purely technical policy decision.

 China is unlikely to substantially shrink or privatize its SOE sector without a change 

of political regime. 
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Most similar to China in both level and trend is actually Russia

Source: “The Russian State’s Size and its Footprint: Have They Increased?” IMF Working Paper 
WP/19/53. Out of an overall state share of 33% of GDP, the authors estimate SOEs accounted for 
19.3% of GDP in 2016. 
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The difference is that China is growing much faster
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As a result, China is changing the shape of the world economy
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It’s not surprising that some countries are worried by Chinese SOEs
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How will the world accommodate China’s state capitalism?

• China’s large SOE sector makes its economy quite different from 

those of other major economies, either now or in the past. 

• This difference was easy to overlook when China was small and 

isolated, but is much more of a challenge now that China is 

large and globally integrated. 

• If China had instead shrunk its state sector as it grew (as many 

assumed it would), its effects on the world economy would 

have been much less disruptive. 

• China’s trading partners are increasingly realizing that they 

have an interest in the structure of China’s domestic economy. 
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Implications: 2

What is the historical trajectory 

of China’s market reforms? 
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Was China’s structural transformation really a steady process until Xi?
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This data suggests a different, less continuous narrative



34

The 1980s were the crucial decade
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The likely sharp decline in 
the SOE share of GDP in the 
1980s and early 1990s, and 
broad stability since the mid-
1990s, naturally divides the 
post-1978 reform era into 
two broad periods. 

These data support (in broad 
terms) the anti-gradualist 
narrative of Chinese 
economic reform advanced 
by Yasheng Huang: there 
was a “more entrepreneurial 
version of capitalism in the 
1980s” that shifted into more 
“state-led capitalism in the 
1990s,” rather than a steady 
accumulation of market-
opening measures. 

“The entrepreneurial decade”
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1990s reforms downsized the state sector on some dimensions
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But reform of SOEs did not substantially shrink their share of GDP
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Two different policies: grasp the large (central), release the small (local)
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Sasac has worked steadily to build up up large SOE conglomerates
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“In particular, ‘grabbing the 
large’ – one half of the most 
controversial policy of ‘grab 
the large, let go the small’ 
(zhua da fang xiao 抓大放小) 
– carried forward the 
essential aims of the large 
enterprise strategy 
championed by Premier Li 
Peng in earlier years. In 
general terms, the idea was 
to focus the state's resources 
on supporting a group of 
‘elite SOEs’ that would 
anchor a trimmer, fitter state 
economy. … a primary goal 
of ‘grabbing the large’ was to 
cement the pivotal role of 
large SOEs in domestic and 
international markets.”

1990s reforms were focused on strengthening core SOEs
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September 2018

Xi Jinping tours the three 
northeastern provinces:

“Our state-owned 
enterprises should continue 
to be stronger, better and 
bigger. Arguments that we 
should get rid of or shrink 
state-owned enterprises are 
wrong and one-sided. 

We have implemented a 
basic economic system in 
which public ownership is 
the main body and various 
forms of ownership develop 
together. This has never 
wavered. Any thoughts and 
remarks that doubt or 
criticize state-owned 
enterprises are wrong.”

Is Xi Jinping leading another advance of the state sector?



A different story about the evolution of China’s state sector

国进
民退
State sector advances,

Private sector retreats

民进
国退

Private sector advances,

State sector retreats

有进
有退

Some advance,

Some retreat
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The stable trend actually fits current official rhetoric

09/27/2020 国务院国有企业改革领导小组第四次会议:

要坚持有进有退、有所为有所不为，推动国有资本向关系国家
安全、国民经济命脉的重要行业和关键领域集中，让国有企业
真正起到抵御宏观风险的托底作用. 

Fourth meeting of SOE Reform Leading Small Group:

While adhering to the principles of “some advance, some retreat,” 

and “knowing what to do and what not to do,” we will promote the 

concentration of state-owned capital in important sectors and key 

areas relating to national security and the lifelines of the national 

economy, to ensure state-owned enterprises can truly play a 

foundational role in fending off macroeconomic risks.“
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A proper understanding of history
• Even before Xi, China was not on a consistent trajectory toward a more 

private-sector-driven economy. Most of the relative “retreat” of the state 

sector happened in the 1980s, and then stopped. 

• The reforms of the mid-1990s were dramatic in reducing SOE 

employment, a big shift with previous socialist practices. 

• But the reform agenda was focused on making SOEs bigger and stronger, 

not simply downsizing, and ultimately the SOE share of GDP was little 

changed. SOEs shifted from being vehicles for welfare socialism to more 

effective agents of state capitalism.

• Rather than a revolutionary, Xi looks like a conservative. He is preserving 

the existing state capitalist system, rather than expanding the SOE sector. 

• Xi’s innovations are more about expanding central political influence over 

both state and private companies. 
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The outlook

Will China’s state sector 

advance or retreat in the future?
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How was stability achieved given low returns?
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Less profitable firms should be a smaller share of GDP over time
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Government subsidies are not enough
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SOEs’ access to finance is the key to their expansion
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Post-2008 stimulus turned into a sustained financial boom
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Infrastructure stimulus was the driver
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The most important policy shift is controlling growth of finance
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There is also more discipline on SOEs’ external actions
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There are other channels of state influence besides SOEs

Source: Neil Thomas, “Party Committees in the Private Sector: Rising Presence, Moderate 
Prevalence.”  December 16, 2020. Original data from ACFIC surveys.
https://macropolo.org/party-committees-private-sector-china/
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A stealthy retreat?

• Under its current political system, China is unlikely to try to 
significantly shrink its SOE sector. While SOEs have their problems, 
there is a broad consensus on the benefits of the system. 

• But it is a challenge for lower-productivity SOEs to keep growing as 
rapidly as the more dynamic private sector. 

• The rapid expansion of the largely state-controlled financial sector is 
what has enabled SOEs to keep doing this over the last two decades.

• China’s recent turn to financial discipline could impose harder budget 
constraints on SOEs and cause the SOE share of the economy to 
gradually decline in coming years—even without a deliberate 
attempt to shrink the state sector. 

• Xi is strengthening central control of both SOEs and the private 
sector. SOEs are not the only important channel of state influence 
over the economy. 
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Thank you!

Andrew Batson

China research director

Gavekal Dragonomics

abatson@gavekal.com

Blog: andrewbatson.com

Twitter: @andrewbatson

mailto:abatson@gavekal.com
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