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The Rethinking of China’s Deep-seated Reform

Huihua NIE
(School of Economics, Renmin University of China, Beijing 100872)

Abstract: From the perspective of incomplete contract theory, this paper revisits China’s
overall strategy for reform and opening, “crossing the river by feeling stones”, and specifically
analyzes the reasons for success of thirty years, commitment problem for central government, and
incentive distortion for local governments. Furthermore, this paper initially provides the optimal
principle for allocation of residual rights of reform trial between central government and local
governments, and argues that overall strategy should change from “crossing the river by feeling
stones” to “crossing the river by building a bridge”. Lastly, this paper provides some insight on the
reform of SOEs, medical care, political system, and social culture.
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