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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 

 
A. Key Issues and Challenges 

 
1. The private sector in the People’s Republic of China (PRC) has flourished since the 
beginning of the reform period in the late 1970s. The economy at that time was mostly state-
owned with little foreign investment and international trade. Now the private sector accounts for 
over two-thirds of gross domestic product, and the PRC is the world’s second-largest foreign 
direct investment destination, and the largest manufacturer and exporter. The phenomenal 
increase in private activity has been one of the main engines of higher per capita income in the 
PRC as well as overall economic activity. According to the State Administration of Industry and 
Commerce, nearly three-quarters of all enterprises are private, and the number of private firms 
has increased from 4.3 million in the early period of the 11th Five-Year Plan 2006–2010 to more 
than 8.4 million enterprises at the end of 2010. Although the government still retains an 
important role in several key sectors, it has steadily promoted private engagement in core 
strategic sectors such as infrastructure, energy, natural resources exploitation, education, 
medicine, and finance.  
 
2. Three main reforms catalyzed the growth of the private sector: (i) the initial 
corporatization and privatization of state-owned enterprises (SOEs) after the 15th Party 
Congress in 1997; (ii) the move, also at the 15th Party Congress, to put the private sector on an 
equal legal footing with the state sector, which continued through the early part of the next 
decade; and (iii) accession to the World Trade Organization in 2001, which removed restrictions 
to foreign investment in many sectors of the economy.   
 
3. In a short span of 3 decades, substantial progress has been made in opening up the 
economy and establishing a market-oriented business environment. As the PRC continues its 
transition toward a market economy, there is scope for further improvement in the business 
environment. The Organisation for Economic Co-operation and Development’s benchmarking of 
the PRC’s entrepreneurial environment found that the country’s regulatory and administrative 
system merited improvement in several dimensions.2 Similarly, the World Economic Forum’s 
Global Competitiveness Index in 2010 gave the PRC high marks for the size of market (2nd) 
and macroeconomic stability (8th), but assigned lower rankings at the micro level, with sub-
indices for total tax rate (124th), number of procedures required to start a business (117th), and 
time required to start a business (99th), signaling areas for further improvement.3 
 
4. Access to finance. The banking sector is still dominated by state-owned banks, and 
bank loans provide almost 90% of enterprise finance, according to the China Banking 
Regulatory Commission. Access to formal sources of credit by small and medium-sized private 
enterprises is difficult and nonbank sources of finance are limited. Relative to the size of the 
economy and to total outstanding bank loans, the PRC’s corporate bond market is still small. 
Steps are nevertheless being taken to broaden private participation in the financial sector. For 
example, the introduction of the Small and Medium Enterprise (SME) and ChiNext boards in 
Shenzhen has improved private access to the publicly traded equity market. The government 
has also actively promoted public–private partnerships (PPPs), green-financing vehicles, and 
SME finance. Private equity firms have also come to play an important role in mobilizing 
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financing for the private sector. However, more could be done to improve the private sector’s 
access to capital markets. At present, the vast majority of listed companies in the PRC are 
state-owned. There is a long backlog of mostly state-backed firms waiting to be listed in 
Shanghai, and the approval process for listing has discretionary elements.   
 
5. Market access. Government policy encourages private participation, notably in 
infrastructure, education, health, transport, energy, and natural resources exploitation and 
development. For the future, the government has expressed its desire for the private sector to 
be active in emerging strategic industries, such as clean energy, information and 
communication technologies, and new materials. While government policy encourages greater 
private participation in all sectors, including those hitherto reserved for SOEs, the pace of 
progress has often been slow. For example, there are sectors where the government has a 
dominant position but private investment is not prohibited, e.g., aviation, power generation, and 
telecommunications. In these sectors, it is difficult for private firms to obtain scale-economies 
that would allow them to compete on equal terms with SOEs. In some instances, private 
business has not been able to obtain bank financing for projects in previously restricted sectors 
(i.e., infrastructure development) because of a lack of state guarantees and/or operating 
experiences in what were previously restricted sectors.   
 
6. Regulatory approvals. Securing regulatory approval can require substantial negotiation 
between an investor and various government entities. While government policy often does not 
discriminate between SOEs and private enterprises in regulating activities within a particular 
jurisdiction, given the initial stage of the development and weak capacity, private enterprises 
sometimes find themselves at disadvantage while competing with to SOEs.  
 
7. The government has nevertheless continued to forge improvements in the enabling 
environment. A notable example is the 2007 Property Law, which improved the legal basis for 
the protection of private property as well as allowing for the financing of secured transactions 
with assets such as accounts receivable and business inventory. Efforts are also being made to 
simplify the investment procedures and foster greater transparency in investment regulations. 
The government is also looking to improve access to finance by encouraging banks to lend 
more to SMEs, reforming the public equity markets, and developing private equity.  
 
8. The government has taken steps to open up even more of the economy to private 
investment. In May 2010, the State Council released the circular on “Several Opinions on 
Encouraging and Guiding the Healthy Development of Private Investment” (the “36 Items”). This 
was designed to encourage entry of private business into many sectors defined as new strategic 
areas that had traditionally been dominated by SOEs.  
 
B. ADB’s Experience and Future Strategy 

 
9. ADB has provided support for policy, legal, and regulatory reforms to encourage the 
private sector’s continuing development and improve its access to finance. ADB’s private sector 
operations in infrastructure have improved access to markets, stimulated economic activity, and 
fostered private investment, particularly in the inland provinces. Progress has been made in 
using PPP models in urban environmental infrastructure development. Various municipal 
services such as district heating and wastewater treatments have been opened to private 
investment, while continued support for tariff reforms and market-based environmental 
protection will further widen opportunities for private involvement. Natural resources and 
agriculture projects have encouraged contract farming to support rural enterprises and farmers 
through more effective agriculture extension services and agro-processing techniques.  
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10. ADB has also assisted the Ministry of Railways through a study on developing PPPs in 
the railway sector. Under various PPP initiatives, various ancillary services have been 
contracted out to the private sector. ADB’s support to the energy sector has improved the 
enabling environment for project finance for renewable energy (i.e., hydro, clean coal, and wind 
power) and has developed new financing instruments to support enterprise investments in 
energy efficiency and conservation. To improve access to finance, advisory assistance in the 
financial sector has encouraged rural financial reforms, microfinance development, and credit 
guarantees for SMEs. To help deepen the financial markets, technical assistance has also been 
provided for risk management, financial market supervision, cooperation among financial 
regulators, and bond market development in Asia and the Pacific.  
 
11.  ADB has been involved in nonsovereign operations focused on infrastructure and 
financial markets development in the PRC since 1988, ranging from water supply to urban 
wastewater treatment and clean energy. ADB has also supported SMEs through various private 
equity funds, including an environment fund. ADB’s nonsovereign operations have expanded 
significantly since 2007, maintaining average annual transactions of around $450 million. A 
record annual approval amount of $587 million was achieved in 2010, covering three projects: (i) 
Songhua River water pollution control and management project ($146.6 million), (ii) municipal 
natural gas development project ($200 million) to support private sector participation in natural 
gas distribution infrastructure, and (iii) a wind power project in Jilin Province ($240 million). 
These operations have effectively complemented sovereign operations by focusing on the same 
sector priorities, particularly in clean energy, energy efficiency and conservation, urban 
wastewater treatment, and urban district heating. Increasing importance has also been 
accorded to demonstration projects and knowledge sharing among project sponsors and 
stakeholders in the PRC, and between the PRC and other developing member countries.  
 
12. ADB will support the government’s emphasis on steadily improving the enabling 
environment for the private sector. The government recognizes private sector development as 
essential to reaching many of its goals, in particular for improving efficiency, meeting its 
investment requirements, and developing urban infrastructure. Furthermore, the government 
recognizes that a thriving private sector is critical to achieving its economic rebalancing 
objectives, as well as fostering a greener and more inclusive development.  
 
13. ADB will also continue its support for policy, legal, and regulatory reforms to encourage 
the private sector’s ongoing development and improve its access to finance. Through its 
technical assistance, ADB will provide support to improve market competition by strengthening 
the antimonopoly law and competition policy, tariff reforms of public utilities and other municipal 
services, government regulations and interventions, transparency in the judicial system, and 
procedures for business start-ups. ADB’s sovereign lending will help expand the enabling 
environment for private sector development by improving economic infrastructure. ADB will also 
seek to support PPPs in infrastructure finance, SME development, financial reform, municipal 
service provision, and expanded roles by other nongovernment players. ADB is also working 
with the central and local governments and domestic financial institutions to promote PPPs for 
strategic investment, especially in the lesser-developed interior regions. Furthermore, additional 
support can be directed at capacity building in the judiciary to develop an effective channel for 
commercial dispute resolution between private parties, and between the private and public 
sectors. 
 
14. ADB's nonsovereign operations will continue to help improve access to finance and 
financing projects with high development and demonstration impacts. The focus is placed on 
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infrastructure and finance. In infrastructure, ADB will seek new opportunities for private sector 
involvement. ADB will help develop financial solutions with innovative contractual and financial 
structures to encourage private participation, enhance management expertise, and improve 
corporate governance. ADB is also working to promote private participation to support energy 
efficiency and clean energy, transport, and urban environmental services, particularly 
wastewater treatment and district heating. ADB's equity investments will help catalyze foreign 
investment and promote sound corporate governance and internal risk controls.  
 
15. In addition, ADB's nonsovereign operations will continue to help commercial banks and 
nonbank financial institutions mobilize resources and manage risks, and promote access to 
finance in rural areas. Through equity investments and loans to financial institutions, ADB will 
promote finance sector development and institutional reform (corporate governance and internal 
controls). ADB will also assist SMEs through support to financial intermediaries and continue 
exploring new financial products and mechanisms to expand the flexibility and availability of 
financing for SMEs.  
 




