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The split share structure reform was started in 2005 with the object of re-
designating state-related, nontradable shares into tradable shares. The article
compares the two major forms of state ownership in China (direct or indirect
ownership) showing that, close to the reform period, companies directly held by
the state experience a significant increase in market performance relative to
indirectly held companies. Results suggest that investors’ perception about the
worth of these two forms of state ownership may have suffered a reversal, thus
bringing to light value-related consequences ensuing from protective schemes
usual in China and elsewhere. The article also addresses a recurrent pitfall relating
to the use in empirical models of fractions of the same total and shows that
U-shaped patterns found in the relationship between ownership and performance
are transient rather than stable.
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I. Introduction and Hypotheses

China has experienced sweeping economic reforms over
three decades, moving from a planned economy into a
largely market-oriented economy. After an initial period
where unprofitable small- and medium-sized state-owned
enterprises (SOEs) were either privatized or merged while
large SOEs were converted into mixed shareholding com-
panies with limited liability, some of the latter were then
selected to enlist in newly created exchanges. The first
stock exchange in China, the Shanghai Stock Exchange
(SHSE), was inaugurated in 1990 and soon after the
Shenzhen Stock Exchange (SZSE) was established. At
the year-end of 2008, a total of 1604 firms, with a market

capitalization of RMB 12136.644 billion, had been listed
in these two exchanges.

Although Chinese exchanges serve as important chan-
nels for companies’ capital raising activities, they were
criticized for the small proportion of equity shares in
circulation. Nontradable shares, owned by the state or by
legal representatives on its behalf, totally accounted for
about two-thirds of shares of Chinese companies listed in
domestic markets. The existence of such large volume of
nontradable shares was referred to as the split share struc-
ture – the biggest impediment to the development of
China’s equity market (Inoue, 2005). Amongst its many
negative effects, it stands out the fact that, with such
limited proportion of shares being traded, the market
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cannot discipline the management of listed companies.
Companies’ prices can be manipulated and the rights of
minority shareholders (holders of tradable shares) can be
violated by majority shareholders (holders of nontradable
shares).

Two attempts to release nontradable shares onto the
market (in 1999 and in 2001) ended in failure as markets
reacted negatively to the huge supply of new shares and
also to the established offer price of those shares. Stock
prices plunged and the Chinese authorities were forced to
postpone all selling outs. Based upon these failures, the
Chinese government published in February 2004 a blue-
print for reforming the country’s capital markets (the
‘State Nine Opinions’). The ‘Opinions’ stressed the
importance of converting nontradable shares into tradable
shares while safeguarding the interests of owners of trad-
able shares. On April 2005, the government launched a
new pilot programme to dispose of state-owned shares.
This time, rather than imposing a one-size-fits-all solution,
the programme tried to be flexible. Owners (both of trad-
able and of nontradable shares) were allowed to come up
with their own proposals on how to dispose of nontradable
shares. Each of the proposed sale methods should be
approved by an extraordinary shareholders’ meeting and
supported by at least two-thirds of the tradable shares’
owners, thus explicitly safeguarding the interests of smaller
investors. Where sale proposals were approved, owners of
nontradable shareswere forbidden to sell their shares for the
first year and the sale in the following year was limited to no
more than 5% of all outstanding shares. The first phase of
the pilot programme included four medium-sized compa-
nies. Then, in the second phase, a total of 42 companies
took part. Due to the programme’s flexibility and the con-
sideration of the interests of owners of tradable shares and
also due to the trading conditions on the secondary market,
stock prices remained stable thus fostering the progress of
the reform. Soon after the second phase another 40 compa-
nies unveiled their reform proposals and then an average of
20 companies did so every week. The reform swiftly
extended across the whole A share1 market and the fact
that it was well received encouraged virtually all issuers on
the SHSE and SZSE to support it.

This study draws attention to a fundamental distinction
between direct and indirect state ownership during priva-
tization processes. In China, in addition to direct state
ownership, there is also an institutional type of indirect
state ownership known as ‘legal person’ ownership. Legal
persons are companies legally mandated to hold shares of
other companies on behalf of the state and following the
state’s policies.2 Although this type of ownership is

specific to China, its tenet is widespread. Indeed, the sole
originality of Chinese legal persons stems from being
institutional; otherwise, state indirect influence in compa-
nies can be found in many other countries.

The study hypothesizes that impending privatization is
capable of inducing a reversal in the perception of inves-
tors regarding the relative worth of companies directly and
indirectly held by the state. Expectations regarding the
easing of multiple principal costs plus risk premium
effects associated with share disposals are the two major
reasons adduced in the article for expecting such reversal.

So long as state intervention in the economy is expected
to last, companies where legal entities own shares on behalf
of the state are likely to be favoured by investors. It is
believed that agency costs associated with state ownership
are mitigated in this case. Legal persons tend to be more
profit-oriented than the state, having expertise and incen-
tives to monitor companies they own (Xu andWang, 1999;
Qi et al., 2000; Delios and Wu, 2005; Wei et al., 2005);
they also have better connections with other enterprises and
with local governments (Sun and Tong, 2003); they may
even enjoy lower financing and bankruptcy costs. In con-
trast, agency arguments, summarized in the ‘Literature
review’ section, fully apply to companies directly held by
the state. Indeed, during the period preceding the initial
attempts to re-designate nontradable shares into tradable
shares, direct state ownership was not favoured by investors
as noted by Xu and Wang (1999), Qi et al. (2000), Delios
and Wu (2005), and by Wei et al. (2005).

When privatization is announced or when it is perceived
by investors as forthcoming, it is likely that indirectly held
companies, now striped from privileges, may face an
increase in costs whereas, for directly held companies,
investors most likely will focus on gains in efficiency
and reductions in agency costs. We believe, however,
that the major reason to expect a reversal in investors’
perception of the relative worth of state- and legal person-
owned companies is the risk premium associated with
share disposals. Legal persons, now fully oriented towards
profit, may diversify their holdings (Li et al., 2011) or,
more likely, they may sell unattractive companies while
keeping attractive ones. McGuinness (2009) mentions
reformed companies where legal holders sought to impose
lock-up arrangements on their re-designated shares that go
well beyond official requirements of the reform. Investors
will thus be aware of this, that legal share sell-outs may
bring about not just dilution but also a winner’s curse. In
contrast, state sell-outs are expected to take into account
general welfare imperatives. It is not plausible, for
instance, that state holdings be sold in the face of a feeble

1A shares owned by Chinese domestic investors, B shares owned by foreign investors in Chinese exchanges, H shares domestic
companies traded in Hong Kong, N shares domestic companies traded in the United States.
2 ‘Legal persons are domestic institutions such as other stock companies, state-private mixed enterprises and nonbank financial
institutions’ (Qi et al., 2000).
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market; nor would the state engage in rigid profit-seeking
policies namely diversification policies suggested by Li
et al. (2011) in connection with the reform. In this respect,
we believe that a clear distinction should be drawn
between state and legal owners. Finally state sell-outs,
when they come, will follow general guidelines rather
than a sense of opportunity (Inoue, 2005) and compensa-
tion ratios3 are also more generous in the case of state-held
companies (Firth et al., 2010).
The plunge of Chinese A shares before the reform (2002–

2004) was most likely driven by dilution fears; later on,
when the reform took hold, such fears waned as the various
moratoria and other protective devices built-into and
around the reform made it clear to all that re-designation
would not make it easier for state-related parties to sell-out
(McGuinness, 2009). With dilution fears placated, agency
costs become affordable and companies’ internal efficiency
expands, as observed in 2006 and 2007. The global finan-
cial crisis, which intensified in 2008, may also have helped
widening the price gap between re-designated state- and
legal person-held shares. State control is reassuring to
investors at times of crisis as it signals greater and easier
access to capital when and if needed. The mentioned
unwillingness to worsen feeble market conditions and
even a belief in state intervention to boost markets in
extreme cases also plays an important role in adding value
to state-held companies. But, as this article documents, the
observed reversion had begun much earlier.

Given the above, companies informally favoured by the
state may end up losing value during privatization pro-
cesses. The intention behind the enacting of Chinese legal
persons, to provide companies with some type of indirect
control and support, is akin to other protectionist policies
abundant in Southern Europe and in Latin America. Thus
conclusions to be drawn from the Chinese case are prob-
ably applicable elsewhere.

Concerning the extant literature, the article shows legal
person ownership in a new light. Legal entities are by far
the biggest shareholders in Chinese markets but, after
being the object of some interest, they now tend to be
regarded either as an extension of local governments or as
unconnected, inconsistent group of designations with little
in common (Sun et al., 2002; Chen et al., 2009; Kang and
Kim, 2012; and others). Our results suggest that, in spite of
their diversity, legal entities educe a clear, consistent reac-
tion in markets. Such reaction stems, in our view, from
investors’ perception that there is a trait which is common
to all legal persons: that of being a protective scheme with
associated future costs.

The article uses straightforward methodologies which,
in some cases, compare favourably with recent trends. For
instance, instead of the popular method of matching, the

article uses residuals to make observations comparable.
By fully encompassing the available data, residuals
increase the sample power while avoiding selection biases
inseparable from matching. The article also offers an in-
depth discussion of a recurrent pitfall relating to the use, in
empirical models, of fractions of the same total. Finally, in
the face of frequent claims that the relationship between
state ownership and performance should be U-shaped, the
article argues that such pattern may be transient.

The remainder of the article is organized as follows:
Section II reviews the literature on privatization; Section III
describes data and introduces methodologies employed;
and Section IV reports results. Finally Section V offers
some concluding remarks.

II. Literature Review

Agency costs theory (Jensen and Meckling, 1976) sug-
gests that company performance should depend on the
distribution of share ownership amongst managers and
other owners. The theory thus highlights the possibility
that different types of share owners may influence perfor-
mance differently. Where the types of share owners con-
sidered are specifically the state versus private owners, the
body of literature known as property rights theory
(Alchian, 1961; Williamson, 1969) suggests that privately
held companies should outperform state-held companies
and that privatization should impact corporate perfor-
mance positively. The agency argument for privatization
is that shares distributed to private investors should incen-
tive the monitoring of agents. In addition, privatization
reduces agency costs by partially solving the agent’s con-
flict in dealing with diverging state objectives for social
welfare maximization versus firm objectives for profit
maximization. To this, the property rights theory adds
that the state is not effective in promoting and monitoring
performance as specialization of ownership cannot take
place in this case (De Alessi, 1980).

Privatization leads to the decentralization of state prop-
erty rights, so that resource allocation mechanisms no
longer focus on central planning but on the market. This
increases both control or income rights to private owners
and managers, being therefore likely to improve perfor-
mance (Aharoni, 2000). Although privatization is consid-
ered as an important means to invigorate SOEs, evidence
on the effect of privatization on corporate performance is
mixed: Boardman and Vining (1989), Vining and
Boardman (1992), Megginson et al. (1994), Boycko
et al. (1996), and Dewenter and Malatesta (2001) among
others, empirically show that government ownership is
less efficient than private ownership; but Caves and

3When the Chinese state re-designates shares in a company, every holder of tradable shares is offered new shares in proportion to his/her
holdings. This is known as the compensation or consideration ratio.
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Christensen (1980), Wortzel and Wortzel (1989), Martin
and Parker (1995), and Kole and Mulherin (1997) suggest
the opposite.

Regarding specifically the Chinese privatization pro-
cess, Graf et al. (1990) find that the management of state
enterprises is highly hierarchical: the Assets Management
Bureau is on the top of a pyramid which spreads down to
local bureaus responsible for the appointment of man-
agers, typically having to monitor the performance of
thousands of SOEs. Such a top-down approach is ineffec-
tive in recruiting capable managers and in monitoring
them. Thus privatization should benefit firm performance.
In spite of this, the literature on privatization in China is far
from unanimous. Lardy (1998), after enumerating pro-
blems in both SOEs and the banking sector, suggests that
privatization is the only means to successfully reform the
state-owned sector. Zhang (2006), based on what he per-
ceives as serious governance problems in SOEs, con-
cludes that privatization is the only way out. Xu and
Wang (1999) note that Chinese privatization efforts are
ineffective, leading to little or no changes in board com-
position. Empirical findings reported by Wei and Varela
(2003), Sun and Tong (2003), and others confirm that
privatization is beneficial to performance but Chen
(2001) finds a positive relation between state ownership
and performance, thereby casting doubts on the potential
benefits of privatization. Sun et al. (2002) support this
view, adding that performance is hampered by too much
or too little of state ownership. Wei (2007) also notes that
large state holdings impede performance while Qi et al.
(2000) find that privatization is effective in improving
sales and workers’ productivity but not profit returns.

In an attempt to sort out contradictory views, Chen et al.
(2009) propose a division of Chinese state-related hold-
ings in three groups (Asset Management Boards, local and
central government) suggesting that such division better
explains performance. Kang and Kim (2012) propose a
division based on the type of dominant owner while
Gunasekarage et al. (2007) and Ma et al. (2010) note
that ownership concentration rather than type is the
major factor in explaining performance.

Most authors test the significance of squared fractions of
state and other ownership fractions, searching for U- or
inverted U-shaped relationships with performance. Wei
and Varela (2003), Delios and Wu (2005), Wei et al.
(2005), Ng et al. (2009), Hess et al. (2010), and others
found that the best performance is observed in both wholly
private and wholly intervened companies; Sun et al. (2002)
contends that the opposite is verified. Reasons adduced by
the authors to expect U- or inverted U-shaped patterns

mostly apply to stable periods and are worth noting so
long as it is believed that such patterns are stable as well.

The hypothesis that legal person ownership has a posi-
tive impact on performance is discussed by Xu and Wang
(1999), Qi et al. (2000), and Sun et al. (2002) using
performance measures other than Tobin’s Q. In general it
is found that legal persons do benefit performance while
direct state ownership impedes it; but the latter authors
contend that legal persons perform a similar role as that of
the state thus (according to their view) improving perfor-
mance. Of greater interest to this study are authors that
assess performance using Tobin’sQ: Sun and Tong (2003)
observe the period 1994–1998, finding that legal person
ownership benefits performance while direct state owner-
ship hampers it; Wei et al. (2005) and Delios and Wu
(2005) both observe the period 1991–2001, finding a
negative relationship between state ownership and perfor-
mance while for legal persons their views diverge; Wei
and Varela (2003) observe the period 1994–1996 finding
that state ownership hampers performance.

An early study on the reform is Zhao et al. (2006) who
study its price impact. Jiang et al. (2008) find that just
before the reform, the fraction of state-held shares favours
performance. Firth et al. (2010) note that compensation
offered to holders of tradable shares is high for state own-
ers when compared to mutual fund owners. To this Li et al.
(2011) contend that compensation should decrease with a
high bargaining power of nontradable shareholders who
may also raise compensation to sell holdings and diver-
sify. Liao et al. (2011) examine the price reaction on the
expiration day of lockup periods. Hou and Lee (2012) find
that the discount at which Chinese foreign-owned shares
are traded lessens after the reform, suggesting the easing
of conflicts of interest between dominant and minority
shareholders. Beltratti et al. (2012) find that the reform
benefits small, less liquid, and historically neglected
stocks. Yu (2013) finds that the reform improves profit-
ability in state-held firms.

III. Data and Empirical Methodology

The study uses yearly data from companies listed on the
SHSE and the SZSE during the period 2002–2008. In the
case of the SZSE, both the main board and the small- and
medium-sized firms board (SME) are included. The China
Stock Market and Accounting Research Database
(CSMAR) is the major source of our data. Abnormal
stocks (ST, PT),4 issuers of B shares only (Sun et al.

4According to the Chinese Securities Law and Company Law, companies become ST (special treatment) when (a) suffer net losses in two
consecutive years or market value descends below book value; (b) are ordered by the CSRC to fix significant accounting mistakes leading
to near 2-year losses after the fixing; (c) are ordered to fix accounting information within a larger period; (d) are not able to provide semi-
annual or annual reports within a regulated period of time. PT (Particular Transfer) companies are those with 3-year losses.

Reversal in the relative performance of state- and legal person-owned companies 1731
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2002), and financial services are excluded. Companies
with less than five consecutive years recorded are also
excluded as, at least, years 2004 (the year previous to the
reform), 2005 and 2006 (the years where the reform took
hold) must be examined. The final sample contains 1183
companies: 402 from the SZSE, 38 from the SZSE SME
(those that were listed during its first trading year, 2004),
and 743 from the SHSE.

As a measure of market performance Tobin’s Q is
adopted, following, amongst others, Sun and Tong
(2003), Wei and Varela (2003), Delios and Wu (2005),
Wei et al. (2005), Ng et al. (2009), and Ma et al. (2010).
Underpinning the use of Q is the assumption that the
market values the firm as a bundle of additively separable
tangible and intangible assets (Griliches, 1981) and that
ownership is amongst those intangible assets valued by
the market (Morch et al., 1988; McConnell and Servaes,
1990; and others). It follows from the same underpinning
that additive effects such as ownership are associated with
the logarithm ofQ. The study uses the natural logarithm of
Q5 achieving a major increase in homoscedasticity and
normality of error terms in models.

Another performance measure adopted is Return on
Assets (ROA), widely used in the literature (Wang,
2005; Chen et al., 2009; Ma et al., 2010; and others).
Rather than expectations regarding future profits, ROA
reflects competitiveness and internal efficiency (cost
reduction capacity, for instance). In case managers were
led to regard the impending reform as selective, then ROA
may have reflected an effort to qualify.

Yearly frequencies or averages of key variables are
shown in Table 1. Performance, as reflected by Tobin’s
Q, plunges from 2.5 in 2002 to less than 1.5 in 2005,
then it surges to a maximum of 3.5 in 2007, and
plunges again in 2008. ROA and Market-to-Book
ratio follow the same pattern as Q. Leverage increases
slowly over the period from values around 0.5 to near
0.6; a slight contraction is observed in 2006 and 2007,
followed, in 2008, by a robust increase. Assets of
Chinese companies increase 1.5 times during the per-
iod 2002–2007 and then suffer a slight contraction in
2008. Ownership concentration (the largest 10 owners’
share) decreases over the period from 60% to below
50% with just a slight increase in 2004. In no instance
did the Chinese state or legal persons create new
positions in traded firms nor did they expand existing
positions during the period:6 growing legal person
average fractions stem from the entrance of new

firms, not from increases in holdings. This precludes
speculation about endogeneity in models explaining
performance in terms of state ownership: as the state
never increased any of its holdings, it did not boost
positions in firms that became attractive during the
period; it might have sold positions in unattractive
firms before 2005 but, after that, the dimension and
swiftness of the reform precludes selective re-
designation.

In the study, only initial ownership positions are con-
sidered, referring always to the first year recorded (for
most companies, this year is 2002). For data interpretation
purposes, initial state (S) and legal person (L) share frac-
tions are encoded into four ordinal classes: firms where S
initially owns no shares (S = 0%), those where S owns up
to 25% of shares (0% < S < 25%), those with 25–50% of
shares (25% ≤ S < 50%) and finally firms with over 50% of
shares (S ≥ 50%). Similar encoding is applied to L.7

Ordinal classes encoded from S and L are referred to
here as S_CL and L_CL.

The L = 0% class mostly comprises firms traded in
the SZSE SME board. The majority of these firms has
less than 5 years recorded (trading in the SZSE SME
board begun in 2004) having thus been excluded.
Classes S = 0% and L ≥ 50% account for more than
half of the sample, largely including the same firms.8

They are the ‘rank and file’ amongst Chinese compa-
nies, being smaller and less leveraged than average
and also the less loved by investors, their Tobin’s
Q (Q) and ROA being below average. The S ≥ 50%
class and the few L = 0% cases include some 190
companies, larger but not more leveraged than the
average. They are the reform net winners: from 2004
on, Q surpasses the average; ROA is below average at
the beginning of the period but a surge in 2003 leads
to a higher than average ROA.

Ownership type clearly influences leverage, size, and
other variables: companies where initially the state or
legal persons had no holdings are, until 2007, the less
leveraged of all; but then, in the course of 1 year, they
became the most leveraged of all. Heavily intervened
companies (S ≥ 50%) are 1.6 times bigger in terms of
assets as a tighter state control is exerted over firms
employing significant workforce, distributing business
amongst smaller companies. For classes S = 0% and
L = 0%, the average number of shares held by the board
increases steadily from almost nothing in 2002 to many
millions in 2008 while class S ≥ 50% shows no shares in

5Tobin’sQ is computed as the sum of the market value of equity, the book value of short-term debt, and the book value of long-term debt,
divided by the book value of total assets.
6 In four cases (two in SZSE and two in SHSE) shares were swapped between state and legal persons.
7 Encoding of ownership into classes has been used by Ma et al. (2010) amongst others. Contrary to such authors, classes of ownership
levels above 50% are not considered here as we believe that associated control possibilities, not only relative magnitudes are significant
for investors.
8Most of the L ≥ 50% companies are also S = 0% companies but the reverse is not true.
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the board until 2006 and then it surges vigorously; but
boards where legal persons prevail (L > 25% and above),
show little appetite for shares throughout. The appendix
contains descriptive statistics for Q, ROA, and leverage
by year and by ownership class.

When companies are grouped into classes of initial
state and legal ownership (S_CL, L_CL) and averages
of Q are plotted year by year, a reversal in investors’
perception of the relative worth of S and L ownership
becomes apparent. Figure 1 graphically illustrates the
unfolding of such reversal.

In the case of ROA, it was mentioned that ownership
classes S ≥ 50% and L = 0% favour efficiency, the opposite
of that verified for classes S = 0% and L ≥ 50%. China’s
surging growth rates through the period meant that its
most strategic companies (i.e., those with higher state
control) became more profitable. Small- and medium-
sized listed enterprises, mostly owned by legal persons,
are likely to be less protected from competition than their
larger counterparts. The massive increase in the number of
privately controlled firms (many of which are unlisted) in
China during the period would likely have eaten-into
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25% ≤
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S ≥ 50% S = 0% 0% <
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25% ≤
S < 50%

S ≥ 50% S = 0% 0% <
S < 25%

25% ≤
S < 50%

S ≥ 50% S = 0% 0% <
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25% ≤
S < 50%

S ≥ 50%

L = 0% 0% <
L < 25%

25% ≤
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L ≥ 50%L = 0% 0% <
L < 25%

 

25% ≤
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L ≥ 50%L = 0% 0% <
L < 25%

25% ≤
L < 50%

L ≥ 50%L = 0% 0% <
L < 25%

25% ≤
L < 50%

L ≥ 50%

Fig. 1. How Tobin’s Q interacts with increasing state and legal person ownership classes along the period 2002–2008
Notes: X-axes show S_CL and L_CL classes of increasing state and legal person ownership: state classes (S_CL) are shown above, legal
person classes (L_CL) are shown below. Y-axes show corresponding mean Tobin’s Q standardized separately by year so that graphics
may share the same Y-axis. In 2002, performance is hampered by increasing state ownership while, for legal persons it is favoured. In
2008, for the same companies, performance now is favoured by state ownership above the S < 25% level while, for legal person
ownership, it is hampered. Tobin’sQ is computed as the sum of the market value of equity, the book value of short-term debt and the book
value of long-term debt, divided by the book value of total assets, with Assets, Debt, and Equity adjusted for inflation with 2002 as the
base year.
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market share and eroded profit margins for many such
companies.9 Then a reversal in ROA is also expectable.

It is worth asking whether such reversals are significant
and if so, whether they bear relation to the concomitant
reform. In order to test these hypotheses, a linear model-
ling tool10 is first used to obtain comparable performance
in the form of residuals: variability unaccounted for by
effects introduced in a model. The objective is similar to
the matching of cases or the adjustment of returns for risk.
The use of pooled fixed effects helps reducing omitted
variables’ and selection biases. Linear models can be
described as a combination of three types of effects: fac-
tors (which partition the sample into cells), covariates, and
interactions between effects:

Yi ¼ μ0 þ �DK þ �bjXij þ �Im þ Ri (1)

here the residual or unexplained variability Ri is obtained
from Yi, the ith case in Y. Factor k explains Yi as a deviation
Dk from an overall mean effect μ0; the jth covariate, Xj

explains Yi by means of a slope coefficient bj; interactions
Im capture relationships amongst effects. Besides the loga-
rithm of Tobin’sQ, (LOG_Q), residuals are obtained from
ROA and also from leverage (LEV) for contrasting pur-
poses. Effects used to make observations comparable
include year (YEAR), exchange (EXCH), and industry
(IND)11 factors plus covariates such as the logarithm of
Total Assets (SIZEN) as a proxy for size and, for LOG_Q
and ROA, also the ratio of Total Debt to Total Assets
(LEV).12 Note that the YEAR factor accounts for yearly
levels thus effectively equalizing observations with
regard, not just to market level, but also to the period’s
broad trends.

We have also drawn on other authors’ findings and test
the equalizing potential of ownership structure covariates
such as concentration (TOP10 as inWang, 2005;Ma et al.,
2010) and variables relating to the board of directors13

such as the number of shares in the board (NSH_B).
Binary factors signalling regulated companies (DUM_I,
Sun et al., 2002) and companies with A shares only
(DUM_A) are also used for the same purpose. Regulated
companies are, in average, 2.5 times larger and 5% less
leveraged than the nonregulated ones. The 10% of

companies that issue shares other than the A (domestic
investor) type are larger, less efficient and more leveraged
than the average.14

All variables mentioned above are examined as candi-
dates to explain performance. Effects or interactions
which do not apportion any increase in explained varia-
bility are then removed from the final model. A priori
excluded are variables that may convey information on
ownership (S, L, A, B, H, N share types, S_CL, L_CL
ownership classes, and others) or performance variables
other than the variable explained.

After obtaining residuals, the likelihood of observing a
reversal of a given magnitude when in the population it
does not occur is tested using within effects designs:
regressions explain final residual performance R_fin in
terms of initial residual performance R_ini, ownership
fractions S and L at the beginning of the period and control
variables Xk:

R fini ¼ Cs þ bRsR inii þ bsSi þ �bSkXki þ εSi (2)

R fini ¼ CL þ bRLR inii þ bLLi þ �bLkXki þ εLi (3)

C are constant terms, b are slope coefficients, Xk are
control variables, and the εi account for unexplained varia-
bility. The null hypothesis is rejected if bS, bL are signifi-
cant with positive and negative signs, respectively.
Repeated measures are used to the same end, apportioning
two types of tests: within subject tests, assessing the sig-
nificance of interactions between changes in performance
(the tested effect) and ownership fractions; and between-
subject tests, assessing the effect of ownership fractions on
initial and on final performance separately. The null
hypothesis is rejected when interactions are significant.
A full reversal would also require that final performance is
significantly improved by S and hampered by L, the oppo-
site being verified for initial performance.

As depicted above, the significance of S and L coeffi-
cients is estimated separately. The simultaneous inclusion
of S and L into the same model would distort results, not
just via multicolinearity (Wei et al., 2005; Chen et al.,
2009) but principally because negative correlation
between S and L, being spurious, may induce deceptive

9An anonymous reviewer, to whom the authors are grateful, contributed the two sentences.
10GLM, a well-known algorithm embedded in most statistical packages.
11Year factor: 2002 to 2008, 7 partitions. Exchange factors: SHSE, SZSE, SZSE SME, 4 partitions. 21 industrial partitions: Agriculture,
Conglomerates, Construction, Electronics, Financials (excluded), Food&Beverage, Information Technology,Machinery, Media, Metals
and Nonmetals, Mining, Other manufacturing, Paper and Printing, Petrochemicals, Pharmaceuticals, Real Estate, Social Service, Textiles
and Apparel, Timber and Furnishings, Transportation, Utilities, Wholesale, and Retail.
12 Total Assets, Total Debt, Total Equity, and Net Income are adjusted for inflation with 2002 as the base year.
13Number of directors and independent directors; ratio of the two; number of shares held by the board; ratio of this to number of
outstanding shares; yearly number of board meetings.
14 This contradicts the view that companies with foreign owners (B, H, or N shares) exhibit better performance due to their access to
international capital and pressure for performance. McGuinness and Ferguson (2005) examine the relationship between ownership and
performance of Chinese companies listed in Hong Kong (H shares), finding a negative relationship between the proportion of tradable
shares and performance.
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conclusions. Since S + L + T = 1 (T being the remaining,
mostly tradable fraction), the joint distribution of S, L, and
T is bi-dimensional: in the Cartesian axes defined by S, L,
and T, all cases lie in a plane inclined 45° in relation to
axes, intercepting each axis at the value of 1.When S and L
are large, cases tend to form a band or ‘milky way’ parallel
to the S, L plane. Negative correlation observed between S
and L stems from the projection of such band into the S, L
plane, thus being intrinsic to the relationship, not to data.
For this reason, the inclusion of S and L in a single model
aimed at explaining performance amounts to the addition
of a nearly constant value, reducing, rather than increas-
ing, unexplained sums of squares. Differences in perfor-
mance driven by S or L are obscured by such reduction in
variability. Only where two such fractions are small (or at
least one of them is) can they safely be put together in a
regression or other modelling tool where estimated co-
variances play a role. This is not the case of the Chinese
split share structure where typical S + L amount to two-
thirds of the total.15

Since S and L are separately tested, a conservative rule
of thumb is adopted in the article to test the hypothesis that
the unique event S and L is significant: the null hypothesis
is rejected when both p-values associated with S, L coeffi-
cients are below the usual level (typically 0.05) while their
product is below that level squared (0.0025). T is included
in all tests, ensuring that the separate testing of S and Lwill
not induce dependence in error terms via omitted vari-
ables’ bias. Indeed, the only difference between models
using pairs {S, T}, {L, T}, or {S, L} lies in the angle from
which the same variability is assessed; but importantly, in
{S, T}, {L, T} cases, fraction T is small.

Finally the article investigates whether the reform influ-
ences the reversal. In the face of previous attempts to sort
out the split share structure, investors may have assumed a
perception bordering on privatization well in advance of
the reform year. The reversal may have begun unfolding
earlier as well. But although the reform cannot explain
the reversal, it may have fostered it, restrained it, or in
some other way interacted with it. In order to investigate
such link, companies are lined up according to their
reform’s year and then performance is explained in
terms of ownership fractions S and L and by control
variables. If, say, in the year –1 before reform a signifi-
cant deviation from zero is observed in mean residuals
and if such deviation is absent from earlier years, then it
may be concluded that the reform left a mark. Recall that
mean residuals are zero for all years, exchanges, indus-
tries, sizes, and other variables used to obtain them. The
difficulty here is that 854 out of 1183 companies are
reformed in the same year, 2006. Differences from zero
that may remain are necessarily small, not because the

reform effect is itself small but because most of it was
removed together with the 2006 effect.

IV. Results

Table 2 summarizes the outcome of the model-building
process employed to obtain effect-free residuals from
LOG_Q, ROA, and LEV. Asterisks signal interactions.
All effects are fixed effects and type III sums of squares
are used in computations.

In the case of LOG_Q, the effect of each of the 21
industrial classes is accounted for in an overall basis but
the effect of each of the 3 exchange boards is accounted for
on a yearly basis. Only year-specific interactions are sig-
nificant and only four amongst all covariates are signifi-
cant, the effects of concentration and number of shares in
the board being overall whereas size and leverage are
yearly. Most of the variability of LOG_Q is explained by
cross-section effects. Once yearly interactions enter the
model, the main effect YEAR apportions no extra varia-
bility, being excluded but, indeed, yearly residual averages
equal zero. The explained variability is high (56%).

It should be noted that YEAR is not a sequence nor is
the model intended to recognize serial correlation.
Residuals thus preserve time-related information, namely
the way initial state and legal ownership may affect final
performance.

Table 3 shows initial and final Q, ROA, LEV, and the
respective residuals for each company, averaged by class
of initial ownership S_CL and L_CL. The corresponding
changes from initial to final observations are also dis-
played. In the case of Tobin’s Q, changes are negative
denoting an overall decrease in performance; but the larger
initial state ownership is, the smaller such negative change
is; in the case of legal ownership the opposite is verified.
Apparently, state ownership has favoured market perfor-
mance during the period while legal person ownership has
hampered it, the result being a reversal in the relationship
observed at the beginning of the period.

The reversal is observed in residuals of LOG_Q and
ROA but not in LEV’s residuals. This strongly suggests
that reversals are effects on their own right, not just the
result of spurious or inevitable influences. Figure 2 shows
the unfolding over the period of trends that may exist in
residuals of companies with similar ownership structures,
displaying yearly averages of differences between initial
residuals and each year’s residual. For LOG_Q and ROA,
classes S ≥ 50% or L = 0% show upward trends while
classes L ≥ 50% or S = 0% show downward trends.

Again, LEV and its residuals are affected by initial
ownership but not in the way Q or ROA are: increases

15The literature mentions other cases where boundaries constrain and unduly reduce variability (Trigueiros, 1995). Instruments or
transformations (Chen et al., 2009) may reduce the S, L correlation thus avoiding multicolinearity.
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along the period are observed for L > 50% and S = 0%,
these being classes where Q and ROA decrease along the
period. Thus patterns observed for performance and effi-
ciency do not replicate themselves in the case of leverage.

The significance of the reversal is now tested.
Regressions explain final performance (R_Q_FIN) in
terms of initial performance (R_Q_INI), ownership

fractions (S, L separately tested plus T, broadly the frac-
tion of tradable shares), efficiency at the end of the period
(R_ROA_FIN), the number of years in series
(N_YEARS), and dummies signalling companies where
the first year recorded is 2003 (DUM_3) or 2004
(DUM_4), capturing year-dependent ‘going public’ or
like effects. Other candidates to explain final

Table 2. Linear model used to generate residuals of LOG_Q, ROA, and LEV

Source of variability Sum of squares DF Mean square F ratio Significance

I: Dependent variable: natural logarithm of Tobin’s Q (LOG_Q)
Corrected model 1007.889 68 14.822 152.346 0.000
Overall mean effect 250.919 1 250.919 2579.051 0.000
IND 44.851 20 2.243 23.050 0.000
YEAR * EXCH 12.866 12 1.072 11.021 0.000
NSH _B 2.644 1 2.644 27.178 0.000
TOP10 72.704 1 72.704 747.286 0.000
YEAR * SIZEN 243.380 7 34.769 357.367 0.000
YEAR * LEV 14.499 7 2.071 21.289 0.000
YEAR * DUM_I 4.409 7 0.630 6.473 0.000
YEAR * DUM_A 2.952 7 0.422 4.334 0.000
Error 766.361 7877 0.097
Corrected total 1774.250 7945

Adjusted R2 = 0.56

II: Dependent variable: return on assets (ROA)
Corrected model 117771.034 51 2309.236 60.691 0.000
Overall mean effect 9591.052 1 9591.052 252.071 0.000
IND 5960.944 20 298.047 7.833 0.000
EXCH 2251.441 2 1125.721 29.586 0.000
YEAR * DUM_A 1318.978 13 101.460 2.667 0.001
TOP10 3433.225 1 3433.225 90.232 0.000
NSH _B 271.329 1 271.329 7.131 0.008
YEAR * SIZEN 17989.198 7 2569.885 67.541 0.000
YEAR * LEV 79587.096 7 11369.585 298.814 0.000
Error 300473.326 7897 38.049
Corrected total 481497.874 7949

Adjusted R2 = 0.28

III: Dependent variable: debt to assets ratio (LEV)
Corrected model 38.677 43 0.899 24.784 0.000
Overall mean effect 1.134 1 1.134 31.238 0.000
IND 13.499 20 0.675 18.597 0.000
EXCH 1.403 2 0.702 19.331 0.000
YEAR * DUM_I 0.830 13 0.064 1.759 0.044
TOP10 1.118 1 1.118 30.808 0.000
YEAR * SIZEN 9.719 7 1.388 38.259 0.000
Error 286.889 7905 0.036
Corrected Total 325.566 7948

Adjusted R2 = 0.11

Notes: Three linear models where LOG_Q, ROA and LEVare dependent variables. LOG_Q is the natural logarithm of Tobin’sQ, the sum
of the market value of equity, the book value of short-term debt and the book value of long-term debt, divided by the book value of total
assets. ROA is the ratio of Net Income to Total Assets. LEV is the ratio of Total Debt to Total Assets. Assets, Debt, Equity and Net Income
are adjusted for inflation with 2002 as the base year. YEAR is the factor accounting for yearly effects; EXCH accounts for exchange
effects; IND accounts for industry effects; SIZEN, a covariate, is the logarithm of Total Assets; TOP10 is a share concentration covariate
indicating the fraction of the 10 largest holdings; NSH_B is the number of shares in the board; DUM_I signals regulated companies
(1 and 0 otherwise); DUM_A signals companies with A shares only (1 and 0 otherwise). Asterisks signal interactions. DF means degrees
of freedom. Residuals are the variability unexplained by models.
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performance such as squared S, L fractions, initial ROA,
initial LEV, and others, being nowhere significant, are
withdrawn from the final model.

Final ROA (R_ROA_FIN) is similarly explained by
initial ROA (R_ROA_INI) where R_Q_FIN is used to
account for end-of-period effects while other controlling
variables are the same as in previous regressions. For
contrasting purposes, final leverage (R_LEV_FIN) is
also explained by initial leverage (R_LEV_INI). The

outcome of the model-building process is depicted in
Table 4 together with results. There are 1183 cases,
each company contributing one case.

Repeated measures explain initial and final perfor-
mance (EFFECT) in terms of S, L ownership fractions
separately tested plus control variables, the same as in
regressions. Between-subjects tests incorporate two
regressions explaining initial and final performance (the
repeated measures) in terms of explanatory variables.

LOG_Q (RESIDUALS)

S = 0%

S ≥ 50%

L = 0%

0% < S < 25%

0% < L < 25%

25% ≤ L < 50%
L ≥ 50%

–0.1

–0.05

0

0.05

0.1

0.15

2002 2003 2004 2005 2006 2007 2008

ROA (RESIDUALS)

L = 0%

S = 0%

S ≥ 50%

25% ≤ L < 50%
L ≥ 50%

–1

–0.5

0

0.5

1

1.5

2

2.5

2002 2003 2004 2005 2006 2007 2008

LEVERAGE (RESIDUALS)

S = 0%
S ≥ 50%

L = 0%

0% < L < 25%

25% ≤ L < 50%

L ≥ 50%

–0.05

–0.04

–0.03

–0.02

–0.01

0

0.01

0.02

0.03

2002 2003 2004 2005 2006 2007 2008

Fig. 2. How performance, efficiency, and leverage evolves during the period 2002–2008 for different ownership classes
Notes: X axes show the year; Yaxes show changes from the initial value in series to that year’s value, averaged by initial ownership class.
Each line shows one specific class of state (dashed lines) or legal person (solid lines) initial ownership. See notes to Table 2 for the
meaning of LOG_Q, ROA, and LEVERAGE (or LEV), their residuals and how they are obtained.
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Since previous regressions found no indication that S or L
might explain ROA or LEV significantly, repeated mea-
sures are applied solely to Q. Table 5 shows results.

It is verified that regression coefficients of S and L do
explain market performance significantly while coeffi-
cients’ signs agree with a reversal’s hypothesis.
Companies where, at the beginning of the period, the
state directly held large positions, perform significantly
better at the end of the period while companies where
legal persons had prevailed, now perform significantly
worse. Interactions between S, L, and EFFECT in
repeated measures’ tests show that the swerving effects
of S and L on performance lead to final performance
significantly far apart from initial performance. At the
end of the period, between-subjects effects’ coefficients
show that performance of companies where initially the
state prevailed is now significantly higher than expected,
while for legal persons it is now significantly lower than
expected. The combined effects of S and L thus reverse
the pattern prevailing before 2002, described by Sun and
Tong (2003), Wei et al. (2005), and others, at a time
when S used to impede performance while L favoured it.
At the beginning of the period, between-subjects effects’
are nonsignificant except for T16 showing that the pattern
prevailing in previous years was already abating in
2002–2004. Final ROA residuals are not significantly
related to initial ownership or other variables. Initial
LEV residuals show persistency over time.

The reversal is robust regarding the introduction or
exclusion of effects other than S and L. R_Q_INI illus-
trates the persistency of Q residuals over the years while
DUM_4 identifies a type of company floated in 2004 in
SHSZ and in the SME board of SZSE: small, with
above-average initial performance and efficiency when
compared to other S = 0, L > 25% cases at the time, but
then suffering a decline in both efficiency and in perfor-
mance along 2006 and 2007. The negative, significant
influence of N_YEARS on final performance is condi-
tional on the introduction of DUM_4 into the model,
both variables modelling the mentioned cluster of com-
panies. Finally, since yearly ROA and Q are correlated,
its mutual influence is accounted for in Q and ROA
regressions.

Table 3 had shown that both ROA and Q suffer a
reversal but now it is verified that, while for Q such
reversal is significant, for ROA it is not. This simply
stems from the extreme, unexplained volatility of ROA:
SEs associated with mean values and coefficients are high,
preventing significance. Ratios useful and even popular as
tools for financial analysis are not necessarily fitted to
statistical analysis as the latter adds the requirement that
unexplained variability be reasonably small.

Alternative explanations for the reversal must be
capable of treating differently the effects of state and
legal ownership on performance, even where holdings
are similar in size. Adjustment in Tobin’s Q to accom-
modate for nontradable shares (Bai et al., 2006), can-
not explain the reversal, being useless in this case.
Indeed, classes S ≥ 50% and L ≥ 50% are similar in
proportion of nontradable shares yet suffer an opposite
fate. Earlier it is mentioned, in connection with the use
of leverage as a contrasting effect, that the reversal
cannot be a consequence of design, differences in class
volatility or other overall mechanism. If that were the
case, then the same reversal should be observed in
variables such as LEV, subject to the same design
and mechanism.

Each record in the series is now identified by the num-
ber of years before/after reform, NY_REFORM with
values {–3, –2, –1, 0, 1, 2}. Table 6 shows mean values
and SDs of residuals of LOG_Q, ROA, and LEV for each
of the NY_REFORM classes. Asterisks indicate signifi-
cant differences from zero mean (one sample t-tests). In
the year previous to reform (NY_REFORM = –1), a sig-
nificant increase is observed in mean Q residuals and the
same is observed for ROA at the reform year
(NY_REFORM = 0). It is not clear whether such signifi-
cance should be adjusted to reflect multiple comparisons
(Dunn, 1961 and others) because here differences are not
expected to be found in all possible NY_REFORM
classes. When corrected, levels remain significant or not
depending on the adjustment used.

Given this, an in-depth test of the significance of the
relationship between reform and performance is
attempted using a linear model where yearly residual
performances R_Q are pooled 3 years before the reform
to 2 years after and then explained by initial ownership S
or L, by a lineup factor (YEAR_MINUS_1) assuming
the value of 1 one year before the reform and zero
otherwise, by initial performance R_Q_INI, by interac-
tions amongst the above, and by a variable controlling
for yearly efficiency (R_ROA). Initial and final records
are removed from the sample. Tests are also conducted
for yearly residuals of ROA (R_ROA) and leverage
(R_LEV). In such cases, the year of the reform
(NY_REFORM = 0), not the year previous to the reform,
is signalled by a lineup factor (Y_ZERO). Controlling
variable for ROA is yearly market performance R_Q.
Table 7 shows the outcome of the model-building pro-
cess and results. Asterisks indicate interaction effects. A
total of 1168 companies are pooled contributing 4567
cases.

It is concluded that S and L significantly disturb yearly
Q upwards and downwards, respectively, as predicted by a

16The beginning-of-period between effects’model is meaningless in this case as it includes explanatory variables which make sense only
when used at the period end.
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Table 5. Repeated measures tests (I and II) and parameter estimates (III): interactions between S, L and EFFECT

I: Within subjects effects’ significance
S is included L is included

Sources of variability F ratio Sig. F ratio Sig.

EFFECT 7.663 0.006 9.656 0.002

EFFECT * S 7.779 0.005

EFFECT * L 4.069 0.044

EFFECT * T 14.074 0.000 7.197 0.007

EFFECT * R_ROA_FIN 28.313 0.000 28.322 0.000

EFFECT * N_YEARS 12.231 0.000 12.459 0.000

EFFECT * DUM_3 3.792 0.052 4.465 0.035

EFFECT * DUM_4 9.448 0.002 10.912 0.001

II: Between-subjects overall effects’ significance

Intercept 0.529 0.467 1.372 0.242

S 4.629 0.032

L 5.822 0.016

T 0.316 0.574 2.225 0.136

R_ROA_FIN 6.017 0.014 6.014 0.014

N_YEARS 0.756 0.385 0.839 0.360

DUM_3 0.019 0.889 0.079 0.779

DUM_4 2.013 0.156 2.619 0.106

III: Between subjects’ effects
S is included L is included

Dependent Explanatory b SE t Sig. b SE T Sig.

Intercept −0.168 0.134 −1.258 0.209 −0.149 0.136 −1.093 0.275

S 0.001 0.034 0.025 0.980

L −0.026 0.032 −0.795 0.427

R_Q_INI T −0.211 0.068 −3.115 0.002 −0.229 0.071 −3.223 0.001

R_ROA_FIN −0.001 0.001 −1.458 0.145 −0.001 0.001 −1.466 0.143

N_YEARS 0.053 0.032 1.634 0.102 0.052 0.032 1.619 0.106

DUM_3 0.058 0.047 −1.224 0.221 0.057 0.047 −1.213 0.226

DUM_4 0.058 0.069 −0.840 0.401 0.057 0.069 −0.822 0.411

Intercept 0.346 0.170 2.028 0.043 0.439 0.173 2.532 0.011

S 0.132 0.043 3.059 0.002

L −0.117 0.041 −2.824 0.005

R Q_FIN T 0.141 0.086 1.642 0.101 0.036 0.090 0.397 0.691

R_ROA_FIN 0.006 0.001 4.654 0.000 0.006 0.001 4.655 0.000

N_ YEARS −0.104 0.041 −2.527 0.012 −0.106 0.041 −2.580 0.010

DUM_3 −0.070 0.060 1.161 0.246 −0.082 0.060 1.353 0.176

DUM_4 −0.237 0.088 2.690 0.007 −0.260 0.088 2.958 0.003

Notes: EFFECT is the repeated measures effect. Measures are initial and final residual LOG_Q in series (R_Q_INI, R_Q_FIN). Residual
LOG_Q are obtained using the model described in Table 2 (I). Notes to Table 4 explain the meaning of LOG_Q, ROA, LEV, R_Q_INI,
R_Q_FIN, R_ROA_FIN, S, L and T fractions, N_YEARS, DUM_3 and DUM_4. Two repeated measures are estimated, one where S is
included as explanatory variable (on the left), the other where L is included as explanatory variables (on the right). The significance of
within subjects’ effects is displayed in sub-table I above. Between subjects effects’ overall significance is displayed in sub-table II in the
middle. Parameter estimates for between subjects’ effects (sub-table III below) show coefficients and their significance obtained from
fitting explanatory variables to each one of the two measures, (initial, above; final, below). ‘SE’ is the standard error of the coefficient;
‘Sig.’ is the significance of the effect or coefficient.
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reversal’s hypothesis. The reform has a significant, posi-
tive impact on Q but interactions between the reform and
ownership fractions are nowhere significant: thus the
reform evenly influences market performance without
adding to the reversal. The strong relationship between
the reform and initial leverage is unique: nowhere else
initial conditions interact significantly with the reform;
and the new-found significance of S and L in explaining
leverage has its origin in such interaction. It seems as
though state intervened, leveraged companies tried to
rely less on debt, such effort being relaxed after the reform.
It is worth recalling that only after 2006 did it become
clear to all that the access to the reform was not to be
selective.

V. Concluding Remarks

A reversal in investors’ perception of the relative value of
state- and legal person-owned companies is a noteworthy
event. Authors tend to consider companies formerly owned
by the state as doomed to exhibit low performance after
privatization. The performance of companies enjoying,
before privatization, some type of protective scheme from
the state, has not been the object of much interest. The
article has shown that direct and indirect state ownership
are distinct realities leading to a diverging market perfor-
mance and efficiency during privatization processes.

The relevance attributed in the article to legal ownership
stems from our belief that the basic quality of legal persons
is not specific of the Chinese privatization process, being
found, although less institutionalized, in other countries
prone to state involvement with business. Legally inter-
vened companies are protected against hostile bids and, to
a large extent, have easier access to financing as banks and
other lenders regard them as covered by some warranty
from the state.17 After privatization, however, these com-
panies are striped from their privileges and weaknesses
tend to show up. Companies are left in the hands of former
custodians who may drop them or not, often acting to the
disadvantage of small investors. In short, although the
specific form protectionism has shaped itself in China is
indeed peculiar to the country, the general design and
consequences that may ensue are quite general. The
study’s findings, therefore, are probably interesting to
other ongoing privatization processes where direct state
ownership coexists with state protectionism.

It is doubtful whether, at this stage, the use of more
complex methodologies would lead to gains while the
danger of misrepresentation would be higher. Since our
goal here is the understanding of new facts, it is wiser to
use simple tools on a step by step basis. First, performance
and efficiency variables are equalized with regard to

influences such as the year, the exchange, size, leverage,
and other influences; then, the significance of the effect of
direct and indirect state ownership on performance/effi-
ciency is examined, leading to conclusions about pattern
reversal during the period. A change in investors’ percep-
tion seems to have taken place while the reformwas hinted
at then confirmed and finally took strength. Such change
in perception begun years before the event that might have
explained it so that, when the reform was implemented, its
effect was overall. It is worth noting that the existence of
any reversal inevitably implies that patterns relating own-
ership/efficiency to performance, namely U-shaped pat-
terns, are transient rather than stable features.

Privatization in China was heralded as a well-planned
process: state ownership was first reduced from full con-
trol (SOEs) into inter alia ownership, then from direct
ownership into indirect ownership. At the time, such shift
from direct into indirect ownership seemed capable of
reconciling some type of state control and support with
the quest for efficiency. The article has shown that it also
led to lesser worth.

The disposal of the newly tradable shares has been at a
much lower level than many might have predicted prior to
the reform. If dilution fears are to be placated, gradual
adjustments are indeed preferable to sweeping disposals
(Kang and Kim, 2012). According to McGuinness (2009),
the reform was in fact deployed to quell a building risk
premium associated with state share disposals, not to
foster privatization. But since institutional control was
withdrawn through the reform, an indefinite delay in sell-
ing re-designated shares may give way to informal control
in the part of the state and local governments, a vice
which, once installed, is difficult to eradicate.
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