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ABSTRACT

As the water industry has led to inefficient monopoly, the market has become an inevitable trend in the water
industry. Carrying out market-oriented reforms, we should adhere to three principles, namely focusing on the public
interest, the Government funds in the investment structure irreplaceable, and balance between efficiency, equity and
stability. In the market-oriented reforms often encounter the following impediments. the conflict between the new
and old systems, dispute the right of the departments, price increases experienced public resistance. Learn from the
successful experience of foreign countries in the basis, we proposed recommendations, specifically including
improvement of relevant laws and regulations, strengthen water administrative reform, continuing to promote
diversification of property rights reform, promoting investment and financing system optimization.
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INTRODCUTION

1. IDEAS OF WATER INDUSTR MARKET REFORM

1.1. The principle of market-oriented reform of watr sector

Market-oriented reform of tap water should be ind¢gd many of the actual situation, such as thiiqedl system,
the reform of the background, the economic basgetanode, so our water industry during the macdkitnted
reform should follow the following principles.

(1)Market-oriented reform of public interest canhetweakened

Urban water industry's most significant and fundatalecharacteristic is its public nature. Utilitipovide the most
basic urban services, related to the vital interegtthe masses, which is the basic requirementriofn public

utilities reform. Essentially, the market is locht@ the program is only available between purelipumods and
pure private goods on mixed items. Therefore, tlaekat is "limited market." For the livelihood ofdltore public
goods can only be provided by the government, whicltomposed of public nature, public, nonprofihda
government authority institutional advantages dbljpugoods(Yu,L.and Li,Y.,2006). "Service can besmurced,

but it cannot govern." Socialist nature also detees the scope of China's market-oriented soluttbas can be
implemented to be narrower than in Western coutge privatization is to maintain public ownershipder the
premise of limited privatization, and the contreat is only suitable for the same services atetihge of the field.
Urban public utilities and continuity of our prodian costs and production and living life, converde is closely
linked, which has a strong spillover effects. Ttaquires that the primary objective of reform irsthrea should not
be to alleviate their financial burden or get sddmel of executive powers for myself, nor shouldtbgrovide new
areas of development of private capital or foreggpital, but the public interest(Zhou,X.M.,2007hig is the
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community to provide reasonable price, good qualitg sufficient quantity of a stable and securgkupf public
goods, providing common conditions for economic sodal development, thus contributing to the oNénarease
in social economic efficiency and social welfare.

(2)Government funds in the investment structurepilaceable

In many countries are the main source of fundirggdbnstruction of the water industry, and its rde be divided
into the following areas(1) the rapid economic development stage, can plapl@ in stimulating domestic
demand®) through policy interest loans and other financingtruments, to guide private sector investment in
water sector(3)through the use of government funds to fund act &seed money" role, while establishing credit
level of borrowers, to provide the necessary guees{4)reduce financing cost§5)to play the role of social
responsibility, including balanced regional difieces and narrow the wealth g@play a role in the healthy
subsidize the price mechanism. Finally, from a ficat point of view, subjective and objective statened water
industry is not required to withdraw from the fieltie reason is that: first, the water industrgégn as a sunrise
industry, which has been living in and through testructuring of state-owned water and seweragepaaias will
not opt out of their own; second is to play a guidiand stimulating role, the government is stillking new
investments; third, the water industry as an inmgrdrrelationship between the people's livelihobé, government
will not easily be determined to make state-ownke»dt. Thus, China's water industry should betatesowned,
private capital and foreign investment go handandin the situation, but in a fairly long perioftione will be the
dominant state-owned assets.

Therefore, the investment structure of China's wistdustry should be a state-owned, private caital foreign
investment go hand in hand in the situation, amdfiong period of time will be the dominant statened assets.

(3)Balance between efficiency, fairness and stgbili

Urban water industry is a necessity, with the comsion of "non-repudiation”, even if the price mi& higher
consumption. From the perspective of the governmeeahomic point of view, the essence of the utititsrket is
produced by the private sector and the provisioputflic goods. Therefore, it cannot hold anythiggiast the poor
and love the rich, and it should continue to aditerthe principle of universal service. The priteipf universal
service refers to the utility operators to provédene to meet the basic needs of life and the dpredat of services
to all residents, which should be able to univéysaifordable prices. Such universal service "nadidreatment”, if
for consumers, is entitled to all kinds of dailycassities; if for government, but also the fundatalewvalues of
public policy objectives. Since the implementatioihmarket-oriented government to provide public d®@nd
services functions entrusted to a private entegpss it has become an obligation and social respitity of private
enterprises must fulfill. The main responsibility the government is to meet society's demand fdolipu
consumption. Principles of the market are seekinméximize the economic benefits. However, thidifcult to
reconcile the two aspects will lead to contraditsioGovernment can guarantee social benefits asséed with the
operation conditions to implement contract managenmEgherefore more need to strengthen market régoland
industry self-regulation to prevent irregular opena, to ensure social benefits. Fair compensatisra uniform
price policy and market pricing reform-orientedngave investors the real return or return expémtat So, during
the city's market-oriented reforms in the watert@edhe government must consider the economic oitical
considerations together, focusing on political édasations. Market-oriented reforms must be comdbingth the
government's own revenue operators and consumigizeits) of the three, and focus on the peoplazésis).
Market-oriented reforms must be short-term gaind lmmg-term effects of reforms to combine and foouasthe
long-term interests. Market-oriented reforms muestfdir and efficient to combine a focus on fairneds not only
improve the efficiency of operation of the watedustry, and safeguarding the fundamental inteaddtse masses.

2. WATER INDUSTRY MARKET- ORIENTED MODELS

Under the reform of state-owned enterprises toh&irtaccelerate the field of public facilities artae tfull

liberalization of investment regimes in the backo situation, the water industry from the lasttestavned
monopoly to gradually implement market-orientedragiens. Meanwhile ownership structure change feosingle
state-owned investment subject to the diversificatdf investors(Wang,L.S.,2008). This change sténms the

inevitable requirement for water companies to ogéinternal resources, improve work efficiency amgrove the
management level, and truly establish a modernrgnige system.Privatization of the water industiy,market-
oriented reforms, the essential thing is the inwestt and financing market and socialization. Thennpaithway is a
franchise that is open to the public by tendertie form of water supply companies selects busingsts,

authorized to operate by the government. Spediigatiudes the following manner.
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2.1. BOT (Build - Operate - Transfer)

BOT is the main form right through the constructiand operation rights transfer to attract incremlent
funding.China's first state-sanctioned by the urbeater infrastructure BOT projects in Chengdu, Gbang B
water plant, through tenders by the Chengdu Mualcpovernment and the French general-purpose veater
Marubeni consortium signed a cooperation agreermdent.Y.,2009).Among them, 106 million of constioot
funds rose by the foreign beauty, the 18-year tefnthe agreement, the foreign company owns, operatel
maintains the infrastructure projects, while achigthe Chengdu Municipal Government promised a 1226t
margin by charging water.2020, ownership of thejgmtoit will be transferred to the Chengdu Munidipa
Government.

2.2. Joint Venture Mode

Typical examples are mainly joint venture mode Bagdnd Fengxian. Baoding Water Company will hauit la
water plant at a price of 200 million yuan and &% of the property, a joint venture with Hong I§oBino-French
Water Company water, and in June 5, 2000 beganalooperations. Agreement: Cooperation of 20 yettes the
expiration, water rights and management rights amog Baoding. In 2001, the French water companyohbka
Water and Fengxian third water worked togethereioup the first Sino-foreign cooperation in Shangblaowa
Water company.

2.3. Direct Acquisition

Direct acquisition mainly refers to foreign dire@p into China market.May 2002, Shanghai Pudongewat
Company transferred 50% of state-owned shares vendi premium, Vivendi provided 20 billion in cagdisset
valuation price nearly three times more than thieepron the Shanghai Pudong water company mergais a
acquisitions(Xia,C.X.,2010). Vivendi is also comiad to the joint venture is not to lay off 1,582 @ayees,
ensuring the provision of high quality water thaiisgng standards and conditions for the governntemhaintain
uniform pricing, the first foray into the water gy network.

2.4. Pure Private Mode

Purely private model is relatively rare in the waitedustry, such as Inner Mongolia Yuanhe Group ganes
invest in Tuoketuo County Water Supply Project. Mua Group invested construction projects, including
construction of an area of 25,500 square metevgatdr purification plants, a 8.3 km of the main evatipeline and
a water distribution station. The total investmisn9.6 million yuan. After the project is complét¢he daily water
supply will reach 40,000 cubic meters. After thejpct is completed, the daily water supply willekal0,000 cubic
meters.

2.5. TOT (Transfer - Operate - Transfer)

TOT refers to government investment projects invary period paid transfer to non-government investnentity
operates, the government recover funds can befosdlde construction of new infrastructure, andnuttely have
ownership of projects. TOT refers to governmentestinent projects, in a certain period of non-gowent
investment paid transfer in the main business, thig form of government through the construction naefw
infrastructure, and ultimately have ownership afjects. Currently, Jinan, Qingdao and water suppkgrprises in
Handan TOT investment projects, however, the sige€t®T has entered the implementation phase optbgect
has not yet seen.

3. RESISTANCE FACTORS ANALYSIS MARKET REFORM

Central and local governments are continuing tdagpand deepen the internal reform of urban watdustry
sector. Currently industrialization, mercerizatiand gradually become the main direction of develepmof
China's urban water sector and it is already sabataon the agenda(Feng,L.and W,Zheng.,2009). #esay that
the market urban water industry is the inevitalbleice of China's urban water management. Howekierctirrent
development of China's market-oriented water ingustalso faced with tremendous pressure andteesie. These
obstacles are mainly reflected in the conflict begw the old and the new system, the rights of #igebbetween
departments, and public resistances to price isesedvioreover, the debate about whether China wider sector
to go the way of the market also affects the phite city government's decision.

3.1. Conflict Between The New and Old Systems

Market is a revolutionary urban water sector refamrthe face, while the conversion of different jgals under the
old system to progressive realization. In the glstam of alternating periods of vested interestigsowho tend to
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be the largest to stop the reform process, whibammwater industry is no exception. In order tonpote water
industry market process, the central ministriesaatévely corresponding policies require separathigwever, the
local construction sector and the traditional wdtesiness are as vested interests, always tryirgliay or even
distort the market process. For example, althohghdiecentralization of the Ministry of Constructiohthe right,
but there are a lot of phenomenon that local canstm sector remains the government to pre-empt.

3.2. The Rights of The Battle Between Departments
Power disputes, rights and responsibilities arectedr of the water sector has been restricting¢lasons behind
the management system. Rights disputes in diffesentors are very serious "friction”, which alsamdered the
healthy development of the water sector of the etark

3.3. Public Resistances to Price Increases

In the process of water industry markets, "watestrf the previous "public welfare water" transforgitself into a
"commodity of water", so tariff adjustment to be@mwne of the highlights of market reform. At presé&hina is
the basic status of the water tariff price is toa,| and the water industry is also faced with ik that investment
income may not support basic tariff revenue. Theeru trend of China's tariff policy mainly lies Wwfurther
increase the proportion of water resources fee. witidgradually develop into a tax, water charges ot included
in the price of water hearing system.

In addition, sewage treatment and collection fedkfwrther place. 2002 implementation of the sewdgeatment
fee system in the city, the highest fee is Suz@hangzhou, are 1.15 yuan / ton, which has readietevel of full
cost. Ningbo, Nanchang and other cities 14 mininfem of only 0.10 yuan / ton, which is sufficient cover
operating costs (about 0.50-0.60 yuan / ton) ang%&f China's average sewage treatment fee.

Nanjing: 2003 program of price increases at theihgavas not adopted.

Shanghai: People's Congress also raised the pficeater to rise against the proposal, resultingdélays in
Shanghai implement tariff reform measures implee@nEhanghai is an important reason for this iddteprice
of water in large cities.

Beijing: Municipal Development and Reform Commissio early June 2004, held a hearing on the quesifo
price increases will, but under pressure from mahg price ladder originally scheduled for July 2004
implementation of the delayed execution.

4. THE OVERVIEW OF FOREIGN MARKET REFORM WATER INDU STRY

Since the late 1970s, under the impact of the quneEa free economy, the privatization of publidities has
become a common global trend. Private range insladmost all levels of government functions andusides,
from industry, agriculture, mining, services, utiié police, defense industry, social welfare amblip utilities. The
purpose is to hope that through privatization aftévatization and the introduction of a corporatglosophy of
play, reversed the poor performance of publictigsi and severe loss situation.

Historically, before thel990 almost all water industry in developing countrieg hre operated by the
government.Iln the 1984-1990 years, the world's @y 290 million from the total value of the waiadustry
privatization cases.Although, from 1991 to 199% thater industry since privatization cases to B&,tbtal value
reached $ 25 bhillion, but basically many countr&#l regard social attributes than economic aitids of
water.Privatized water industry is still relativelylow degree, compared with other utilities
privatization(Luo,Y.,2007).

Compared with the privatization of public utilitiesuch as gas, electricity, telecommunications,nilvaber has a
big difference. The first reason is the monopolgrelsteristics of the water sector; the privateaeist difficult to
operate by the introduction of market competitioectmanism.although the water quality and safetyedlto public
health, but it is difficult to determine the watgrality is good or not for the people, and the gtevsector to provide
water testing reports are still government rech&ukse and quality regulation costs after may kghér than the
privatization of profit that the government takég thecessary water industry privatization engagetitherefore
the government may prefer to choose their own djpermin the industry.
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Another impact of the government's determinatiopramote the privatization of the water industrydensure the
fairness issue. There are three indicators availfdsl verification, whether fairness is implemeagtiwvater industry
after privatization:(1) continuing to improve wateupply coverage, including secure access to tagerwand

convenience;(2) whether the price of water to mtee general public can afford, whether mechanisrist ¢o

provide assistance for those who cannot affordy®pgther there is public participation in decisioakimg

services.This three indicators before the watensiny to promote privatization must have propenpiag, so they
are not derived from social problems after priatian.

In addition, the way of privatization is also anpontant factor when the water industry shifted frtme public
sector to the private sector need to be considEnedpublic and private sectors on how to locatertile after
privatization, industrial restructuring, regulatdnamework, the expected profitability of privataterprises, and
even social, political and economic environment wifluence the choice of privatization methodsvBtization
improper way, except to make the original goalhef pursuit of performance improvement greatly redudut also
often increase the re-negotiation costs in theréulbetween the public and private sectors.

5. MEASURES OF WATER INDUSTRY MARKET REFORM

Ministry of Construction to promote market-orientexform of water sector has three main goals. Tis¢ i§ to
solve the problem of inadequate investment to rteetrapid development of urbanization in China #rel huge
demand for the construction of municipal facilitifhe second is to introduce competition, improfficiency,

reduce costs and provide better public goods andcss. The third is to transform government fuowes through
reform government truly representative of publio/ez functions. Around these three objectives vilager industry
promotes the market-oriented to strengthen thevialig aspects.

5.1. Improve Relevant Laws and Regulations

Comprehensive legal framework can reflect the degfeigor and maturity of a government. Governragrged to
set up a goal to the provisions of the laws andilegipns in different chapters and finishing togethSuch as the
Asian Development Bank proposed to set up the systelaws and regulations related to the water $tigu To

achieve this goal, we can build a dedicated teahictwcontinued to collaborate with all relevant govment

departments(An, F.D.,2011). Meanwhile, regular camitations with relevant government departmentsaése

key to achieve this goal.

5.2. Promote Water's Administrative Reform

At present, the domestic water supply on admirtisgaeform, there are three opinions. The firstismaintain the
status quo on." In this view, the current divisadrgovernance structure can effectively keep tHarze of power
As long as the water sector is not a single lafpe. second is the Ministry of Water Resources le@s Ipushing the
Water mode. The third is considered to be dividewb ithree steps. During the transition phase, fipalty
coordinate overlapping functions and conflictsra&rests of various sectors wading by a vice preniteen cancel
the current Ministry of Water Resources, and eihblWater Resources Coordination Committee in ttateS
Department to coordinate management of water affémmally, the committee stripe all the functiorigtee former
Department of wading and specializes in integratater resources planning and unified management.

We prefer the third option. Such programs tendvimichto the greatest degree of "national beneflidsectoral, the
rights of the battle between departments and maeirtie benefits of personalized individual".In arase, the
reform should comply with two principles. One isragionalize the administrative system from toftdtom, then

all the water affairs eventually reverted to a gechanagement; another is the government shoultbtdp public

affairs separate and separating the interest t ttargmove the color that it should not have.

5.3. Continue to Promote The Reform of Investment Dersification

We need to continue to improve the government'sstment diversification as the main mode of openatin July
25, 2004, "Decision on Reform of Investment Systéalied by the State Council pointed out "Allowiabcapital

into the laws and regulations did not cut into thiastructure, public utilities and other industiand fields."
Further clarify encourage and guide enterprisesadabus ownership participation in the operatiorpoblic welfare
and infrastructure. Encourage and guide socialtalapd sole proprietorship, joint venture, coopiemt joint

venture, project financing, etc. to enter. Invotystate monopoly resource exploitation require§iethiplanning of
the project. After construction plan after the goweent determined that the Government may tendérequblic
owners of the selected item.
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5.4. Promote Investment and Financing System Optimation

Water supply and drainage network, sewage treatmplents and other water infrastructure mainly retylocal
government municipal bonds, debentures or sewager Wwathe form of bonds and other public instibas to raise
capital construction in the United States, Germamy other developed market economies. China isthevpolicy
does not allow local governments to issue bonds gtivernment should actively study by municipatagr water
revenue bond financing. We can launch relativedyndardized local municipal or corporate bonds podarporate
earnings as the primary mode of corporate finanatew Based on the above analysis of financingngakto

account the economic profitability and social eomimental benefits of urban water environmentalastitucture
projects, etc., we can consider the following ficiag model. First, we can use the internationatileg facility.

Secondly, we have the choice of project financimghie form of cocoa. Again, we can choose the urater
environment infrastructure funds and municipal lontind finally we can consider corporate bonds, rmamcial
bank loans(Chen,H.,2012). Thus, it can promotelibdy in the field of financing environmental infragture
diverse urban water situation as a whole.

To promote investment and financing system to agémwe need to focus on two important issues dnatpricing
mechanism and identify good practice managementemsys After years of exploration and institutional
arrangements for policy changes, China's watersitngdinancing system has kept pushing forward. Eosv, we
still need to continue to make breakthroughs andvations in practice. The three cases of Vivendidhg Water
Company, Shenyang, Chengdu sixth eighth Veolia YWaterks water basically reflects the urban waterkegin
China is currently in the process of the probleAithough the results of the cases are differehpfahem reflected
the missing of the Government's commitment. Theegfave need effective institutional arrangements tfe
contracting parties to implement effective econoté@havior constraints and incentives. In the systancan
choose reasonable contractual arrangements tovacRigreto efficiency. Outside the system we needra¢ate a
new institutional arrangement to achieve efficigfdcation of resources is maximized.

REFERENCES

[1]An, F.D.2011 Chinese urban water pricing study. In:Shandoniyéfgity,pp:35-49.

[2] Chen,H.2012Urban water market reform: model, performance paith selection. In: Southwest University of
Political Science and Law, PP:32-65.

[3] Feng,L.and W,Zhen®00Q Financing and operational performance of ruratewaupply facilities market:
Shandong evidence. Reform, 09:81-86.

[4] Hou,F.Y.2009 Shandong Economic,06:134-142.

[5] Luo,Y.,2007 Binhai New Area water market operation resedrtfianjin University of Technology,pp:23-48.
[6] Wang,L.S.2008 Mall Modern, 25:334.

[7] Xia,C.X.,201Q Scientific economic and social, 02:42-48.

[8] Yu,L.and Li,Y.2006 China water industry and related industrial oigation policy. Shandong University
(Philosophy and Social Sciences), 05:71-77.

[9] Zhou,X.M.2007. Industrial Technology & Economy, 10:76-79.

318



