
 

                                  

 

 

Essays on Chinese State-Owned Enterprises
Reform, Corporate Governance and Subnational Diversity
Beck, Kasper Ingeman

Document Version
Final published version

Publication date:
2021

License
Unspecified

Citation for published version (APA):
Beck, K. I. (2021). Essays on Chinese State-Owned Enterprises: Reform, Corporate Governance and
Subnational Diversity. Copenhagen Business School [Phd]. PhD Series No. 13.2021

Link to publication in CBS Research Portal

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

Take down policy
If you believe that this document breaches copyright please contact us (research.lib@cbs.dk) providing details, and we will remove access to
the work immediately and investigate your claim.

Download date: 24. May. 2023

https://research.cbs.dk/en/publications/ca56c435-0827-4247-8559-be5703bbcc29


REFORM, CORPORATE GOVERNANCE 
AND SUBNATIONAL DIVERSITY

ESSAYS ON CHINESE 
STATE-OWNED 
ENTERPRISES

Kasper Ingeman Beck

CBS PhD School PhD Series 13.2021

PhD Series 13.2021
ESSAYS ON

 CHIN
ESE STATE-OW

N
ED EN

TERPRISES: REFORM
, CORPORATE GOVERN

AN
CE AN

D SUBN
ATION

AL DIVERSITY

COPENHAGEN BUSINESS SCHOOL
SOLBJERG PLADS 3
DK-2000 FREDERIKSBERG
DANMARK

WWW.CBS.DK

ISSN 0906-6934

Print ISBN:  978-87-7568-002-3

Online ISBN: 978-87-7568-003-0



Essays on Chinese State-Owned Enterprises: 

Reform, Corporate Governance and Subnational Diversity 

 

Kasper Ingeman Beck 

 

 

 

Supervisors: 

Kjeld Erik Brødsgaard (CBS) 

Björn Jindra (CBS) 

Hong Zhao (UCAS) 

 

 

CBS PhD School 

Copenhagen Business School 

 

 

In collaboration with 

Sino–Danish Center 

Eastern Yanqihu campus 

University of Chinese Academy of Sciences 

380 Huaibeizhuang, Huairou district, Beijing 

 

 



Kasper Ingeman Beck
Essays on Chinese State-Owned Enterprises:
Reform, Corporate Governance
and Subnational Diversity

1st edition 2021 
PhD Series 13.2021

© Kasper Ingeman Beck

ISSN 0906-6934

Print ISBN:  978-87-7568-002-3
Online ISBN: 978-87-7568-003-0

The CBS PhD School is an active and international research environment at 
Copenhagen Business School for PhD students working on theoretical and 
empirical research projects, including interdisciplinary ones, related to economics 
and the organisation and management of private businesses, as well as public and 
voluntary institutions, at business, industry and country level.

All rights reserved.
No parts of this book may be reproduced or transmitted in any form or by any 
means, electronic or mechanical, including photocopying, recording, or by any 
information storage or retrieval system, without permission in writing from the 
publisher.



3 

 

THANK YOU - 感谢  

Kjeld Erik Brødsgaard for thoughtful and inclusive guidance throughout the project, countless 

inspiring discussions, and for giving me the chance to write this dissertation 

Björn Jindra for fruitful (and long) brainstorming sessions and well-structured guidance 

Zhao Hong for having my back in China and helping me gain access to interviews 

Ari Kokko, Yang Jiang, Chunrong Liu, Yi Ma, Sarah Swider, Andreas Forsby, Bent Petersen, 

Peter Gammeltoft, Max von Zedtwitz and Toshimitsu Ueta for an always open door and great 

comments that moved my working papers forward 

Faith Hatani for lunch conversations and facilitating seminars 

Maoliang Bu for academic mentorship and invitations 

Yueting Tong and Tianbiao Zhu for discussions of my project and advices on research 

directions 

Benjamin Larsen and Guowei Dong for friendship and Chinese snacks 

Huang Yi and Mikkel Rønnow Mouritzen for sharing food and thoughts with me in Beijing 

Kristina Kazuhara and Nis Høyrup Christensen coffee small-talk and critical perspectives 

Zeyuan Song, Suxiu Li, and Li Zhang for making my time in Beijing memorable 

Jinsong Lu and Huaiyu Liu for opening doors and Baijiu bottles in Nanjing 

David Brenman for sharing China-travel experiences with me, and inputs for my working papers 

Zheng Wang for cold beers and heated discussions in Singapore 

David Stuligross for an exceptional editorial eye 

Anne Suhr, Pia Lyndgaard, Finn Holm-Pedersen and Bente Ramovic for making the project 

float administratively 

Colleagues at EGB for support, daily collegiality, and lunch table discussions on world affairs 

Fellow PhD students and colleagues at the Sino-Danish Center for fun nights and interesting 

discussions in Beijing 

All the Chinese interviewees for welcoming a foreign friend and sharing their insights with me 

Sino-Danish Center for the financial support making this project possible 

My parents for love and always supporting my project and ambitions in life 

Last and not at least, to my beloved wife and son for unconditional love, enormous patience and 

mental support throughout the years. 

 



4 

 

Abstract 

Despite a large and vibrant private sector developed through the last several decades of market 

reforms in China, state-owned enterprises (SOEs) continue to exercise significant influence over 

the Chinese economy and remain an irreplaceable element in “Socialism with Chinese 

Characteristics”. With four freestanding studies of the reform, ownership and corporate 

governance of Chinese SOEs, this article-based dissertation contributes to a more nuanced and 

multifaceted understanding of the nature and governance of contemporary Chinese SOEs. The 

first two chapters lay out the theoretical, methodological and empirical backdrop of the project 

as a whole: theoretical perspectives from management studies, sinology and political economy; 

the application of a mixed-methods approach; and a comprehensive introduction to the Chinese 

state sector in the Xi Jinping era. 

Article 1 offers a detailed qualitative analysis of the historical embeddedness and policy design 

of the current fourth round of SOE corporate restructuring, initiated in 2013. It argues that the 

reform agenda centered on mixed-ownership reforms represents yet another step towards a 

system of “integrated fragmentation” in the Party-led state capitalist model. A model that 

envisions further pluralization and continuing market-oriented reforms within the system, even 

as the Party-state’s role in corporate governance becomes more formal and institutionalized, and 

the position of the state sector in the economy is consolidated.  

 

Article 2 studies institutional barriers and drivers of local implementation of mixed-ownership 

reforms and the corporatization of locally controlled Chinese SOEs in the period 2008–2017. 

Utilizing province-level industrial economy statistics, the Article finds that market-supporting 

institutions and employment in the non-state sector act as support to ownership reforms. 

However, in contrast to previous stages of reforms, low fiscal capacity and high debt load in the 

local-state sector do not lead to ownership restructuring. The findings imply that the 

government’s mixed-ownership strategy is a durable reform path for high-performing SOEs 

located in rich provinces with well-developed legal institutions. 

 

Article 3 argues that corporate governance structures of locally controlled SOEs vary depending 

on both geographical location (horizontal institutional diversity) and administrative level of their 

government owner (vertical institutional diversity). The Article shows that calibrations of the 
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local state capitalist model influence local SOEs’ level of shareholding by management and 

board, as well as the concentration of shares held by the top shareholder. Furthermore, 

enterprises with city-level government ownership have significantly more outsider-controlled 

corporate governance structures compared to enterprises with province-level governments as 

owners. This reflects variations in previous institutional reform experiences and the assignment 

of policy objectives to local SOEs at different administrative levels.  

 

Article 4 analyzes the role of the Chinese Communist Party (CCP) in the corporate governance 

of SOEs. The Article documents how the CCP under Xi Jinping’s leadership has actively 

formalized its role in Chinese business by embedding itself into the corporate governance 

structure of state-owned enterprises. Through the application of Chinese indigenous 

administrative corporate governance concepts such as “bidirectional entry, cross appointment”, 

the CCP has consolidated its dominance of enterprise decision-making procedures and personnel 

appointment, resulting in a hybrid Party-led model of corporate governance.  

Taken together, the dissertation documents the emergence “Party-led state capitalism” – a hybrid 

political market economy blending traditionally separate planning and market modes of 

economic coordination, and public and private modes of ownership. The changes in state sector 

governance and organization documented in the dissertation mark a new paradigm in China’s 

development trajectory. Furthermore, the dissertation shows that local institutional diversity 

matters, and that state ownership in China is diffuse and fragmented. Local SOE heterogeneity 

is significant and, to some extent, defined by calibrations of local state-capitalist models, while 

previous reform experiences and local political-economic conditions also shape the 

implementation of SOE reforms.  
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Resumé 

På trods af en stor og dynamisk privatejet sektor udviklet i løbet af de sidste årtiers 

markedsreformer i Kina, har de statsejede virksomheder (SOE) fortsat betydelig indflydelse på 

den kinesiske økonomi, og er politisk anset som et uerstatteligt ideologisk element i "socialisme 

med kinesiske karakteristika". Med fire individuelle studier af reformer, ejerskabsforhold og 

virksomhedsledelse i kinesiske SOE'er, bidrager denne artikelbaserede ph.d.-afhandling til en 

mere nuanceret forståelse af kinesisk statskapitalisme. De første to kapitler skitserer den 

teoretiske, metodologiske og empiriske baggrund for projektet som helhed: teoretiske 

perspektiver fra ledelsesstudier, sinologi og politisk økonomi; afhandlingens multimetodiske 

tilgang, samt en omfattende introduktion til den kinesiske statsejede sektor. 

Artikel 1 indeholder en detaljeret kvalitativ analyse af historiske SOE reformer og den 

nuværende fjerde runde af reformtiltag, der blev indledt i 2013. De nye reformtiltag har bl.a. 

fokus på udvikling af blandede ejerskabsformer i den statsejede sektor, og repræsenterer 

teoretisk set, endnu et skridt i retning mod "integreret fragmentering" i den partiledede 

statskapitalistiske model. Artiklen dokumenterer gennem policy dokumentanalyse og 

casestudier, hvordan de nye reformtiltag indeholder nye markedsorienterede tiltag for SOE 

ledelse, samtidigt med at partistatens rolle i virksomhedsledelse bliver institutionaliseret og 

statssektorens position i økonomien overordnet set styrkes. 

Artikel 2 analyserer institutionelle barrierer og drivkræfter bag implementeringen af blandede 

ejerskabsformer og korporativisering af SOE'er ejet på provinsniveau i perioden 2008–2017. 

Artiklen har et kvantitativt forskningsdesign og anvender statistikker over industriel økonomi på 

provinsniveau. Atiklen finder, at i modsætning til tidligere reformfaser, fører lav finanspolitisk 

kapacitet i lokalregeringen og høj gældssætning i den lokale statsejede sektor, ikke 

nødvendigvis til omstrukturering af ejerskab blandt lokale SOE'er. Centralregeringens 

reformstrategi for blandede ejerskabsformer er primært en holdbar reformvej for profitable 

SOE'er i provinser med veludviklede juridiske institutioner, som kan understøtte 

ejerskabsreformer i statssektoren.  

Artikel 3 teoretiserer, at strukturer for virksomhedsledelse af lokalt kontrollerede SOE'er 

varierer afhængigt af både geografisk placering (horisontal institutionel diversitet) og 

administrativt niveau af den kontrollerende lokalregering (vertikal institutionel diversitet). 
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Gennem en kvantitativ analyse af børsnoterede lokale SOE’er, påviser artiklen, at kalibreringer 

af den lokale statskapitalistiske model påvirker lokale SOE'ers markedsorientering og 

ejerskabskoncentration. Desuden har SOE'er kontrolleret på by-niveau betydeligt mere outsider-

kontrolleret virksomhedsledelse sammenlignet med SOE'er med provinsregeringer som ejere. 

Resultaterne afspejler variationer i tidligere institutionelle reformer, og i hvilket omfang 

lokalregeringerne, pålægger sine SOE’er politiske kontra økonomiske målsætninger.  

Artikel 4 analyserer Kinas Kommunistiske Partis (KKP) rolle i virksomhedsledelse af SOE'er. 

Artiklen dokumenterer, hvordan KKP under General Sekretær Xi Jinpings ledelse aktivt har 

formaliseret sin rolle i økonomien ved at indlejre sig i SOE'ers formelle styringsstrukturer. 

Gennem anvendelsen af administrative mekanismer så som “ tovejs adgang, kryds udnævnelse”, 

har KKP konsolideret sin dominans over SOE’ers beslutningsprocedurer og personaleledelse, 

hvilket resulterer i en partiledet hybrid model for virksomhedsstyring. 

Samlet set dokumenterer afhandlingen en udvikling henimod "partiledet statskapitalisme" – en 

form for hybrid politisk markedsøkonomi, der blander plan- og markedsbaserede former for 

økonomisk koordinering, samt statsejerskab med private ejendomsformer. Ændringerne i statens 

styring og organisering af den statsejede sektor dokumenteret i afhandlingen, markerer et nyt 

paradigme i Kinas økonomiske udvikling. Desuden viser afhandlingen, at subnational 

institutionel diversitet fortsat er vigtig, og at statsejerskab i Kina er diffust og fragmenteret; 

Heterogenitet blandt lokale SOE’er er signifikant, og til en vis grad defineret af kalibreringer af 

den lokale statskapitalistiske model, tidligere reformtiltag og lokale politisk-økonomiske 

forhold.  

 

 

 

 

 

 



8 

 

Table of contents 
 

Chapter 1 

Introduction to dissertation ...................................................................................................... 12 
1. Historical perspectives on state ownership .......................................................................... 12 
2. Debates on ownership and governance ................................................................................ 14 
3. Research questions ............................................................................................................... 15 
4. Theoretical perspectives on state-owned enterprises ........................................................... 19 

4.1 Managerial agency, property rights and transaction costs ............................................ 19 
4.2 Institutional-historical views on state ownership ........................................................... 21 
4.3 The developmental state ................................................................................................. 23 
4.4 Comparative (state) capitalism ...................................................................................... 25 

5. Methods and data ................................................................................................................. 26 
5.1 Case studies and interviews............................................................................................ 27 
5.2 State and Party documents ............................................................................................. 29 
5.3 Quantitative data and statistical analysis ...................................................................... 30 

6. Summary .............................................................................................................................. 32 
7. References ............................................................................................................................ 33 

 

Chapter 2 

Introduction to the Chinese State Sector in the Era of Xi Jinping ....................................... 41 
1. History of state ownership and Party-led state capitalism ................................................... 41 
2. Political and economic functions ......................................................................................... 45 
3. Classification systems .......................................................................................................... 48 

3.1 Statistical classification .................................................................................................. 48 
3.2 Administrative classification .......................................................................................... 50 

4. Ownership structure ............................................................................................................. 54 
5. Governance of personnel...................................................................................................... 57 
6. Size, sectorial concentration and performance..................................................................... 58 

6.1 Aggregate national-level developments in state ownership ........................................... 58 
6.2 Developments in the state-owned industrial sector ........................................................ 64 
6.3 Sectorial distribution of state assets ............................................................................... 66 
6.4 Profitability of SOEs by industry .................................................................................... 71 

7. Regional variations: Local-state owned enterprises ............................................................. 73 
8. Concluding remarks ............................................................................................................. 76 
9. References ............................................................................................................................ 78 

 

Chapter 3 

Article 1 - "Reforming the Chinese state sector: Mixed ownership, corporate governance 

and state-business relations”..................................................................................................... 83 
1. Introduction ....................................................................................................................... 84 
2. Literature review ............................................................................................................... 85 
3. History of state-sector reforms in China: four phases of reform ...................................... 87 

3.1 First and second phase of reform 1978–1992 and 1993–2003 ...................................... 87 
3.2 Third phase of reform 2003–2013 .................................................................................. 91 
3.3 Fourth phase of reform 2013 – ....................................................................................... 92 

4. Mixed-ownership reforms: overview and policy design .................................................. 96 



9 

 

5. A Local case study: Jiangsu KeyGen Biotechnology ...................................................... 101 
6. Discussion: Corporate governance implications and integrated fragmentation .............. 107 

6.1 Implications for state-sector corporate governance ..................................................... 107 
6.2 A state capitalist turn in the industrial governance system: “integrated fragmentation”?

 ............................................................................................................................................. 109 
7. Conclusion ....................................................................................................................... 111 
8. References ....................................................................................................................... 113 

 

Chapter 4  

Article 2 - "Drivers and barriers of local state-owned enterprise reforms in China: Cross-

province-level evidence 2008–2017”........................................................................................ 122 
1. Introduction ..................................................................................................................... 123 
2. Literature review and hypotheses development .............................................................. 126 

2.1 Market liberalization and institutional infrastructure .................................................. 126 
2.2 Fiscal capacity and financial pressures ........................................................................ 128 
2.3 Political constraints ...................................................................................................... 130 

3. Methods and data ............................................................................................................. 131 
3.1 Dependent variables ...................................................................................................... 131 
3.2 Independent variables ................................................................................................... 133 
3.3 Control variables........................................................................................................... 134 
3.4 Estimation approach ..................................................................................................... 136 

4. Analysis of descriptive statistics ..................................................................................... 136 
5. Quantitative analysis – results from regression analysis ................................................. 140 
6. Discussion: From a capital supply to a management efficiency story? ........................... 143 
7. Conclusion ....................................................................................................................... 146 
8. References ....................................................................................................................... 147 

 

Chapter 5  

Article 3 - "Local Varieties of State Capitalism and Corporate Governance in China – 

Evidence for local state-owned enterprises” .......................................................................... 155 
1. Introduction ..................................................................................................................... 156 
2. Theory and Hypothesis development .............................................................................. 158 

2.1 Local Varieties of State Capitalism in China ................................................................ 158 
2.2 Horizontal Variation in Local State Capitalism and Corporate Governance .............. 160 
2.3 Vertical Variation in State Capitalism and Corporate Governance ............................. 165 

3. Data and methods ............................................................................................................ 167 
3.1 Firm-level Data ............................................................................................................. 167 
3.2 Dependent and independent variables .......................................................................... 168 
3.3 Categorization of provinces .......................................................................................... 170 
3.4 Control variables........................................................................................................... 171 
3.5 Summary of variables and descriptive statistics ........................................................... 172 
3.6 Estimation Approach ..................................................................................................... 173 

4. Results ............................................................................................................................. 174 
4.1 Horizontal Institutional Variety .................................................................................... 174 
4.2 Vertical institutional variety ......................................................................................... 178 
4.3 Robustness check ........................................................................................................... 179 

5. Discussion ........................................................................................................................ 179 
5.1 Horizontal Subnational Institutional Diversity and Corporate Governance ................ 180 
5.2 Vertical Subnational Institutional Diversity and Corporate Governance .................... 181 



10 

 

6. Conclusion, limitations and future research ................................................................... 182 
6.1 Conclusion .................................................................................................................... 182 
6.2 Limitations .................................................................................................................... 183 

7. References ....................................................................................................................... 185 
 

Chapter 6 

Article 4 - "Corporate Governance with Chinese Characteristics: Party Organization in 

State-owned Enterprises”........................................................................................................ 206 
1. Introduction ..................................................................................................................... 207 
2. Literature review ............................................................................................................. 209 
3. SOE corporate governance in China: between economic and administrative models ... 211 
4. Regulatory frameworks of Party involvement in SOE governance ................................ 213 
5. Decision-making procedures .......................................................................................... 216 
6. Organizational setup ....................................................................................................... 217 
7. Appointments and personnel management ..................................................................... 220 

7.1 Bidirectional entry, cross appointment ........................................................................ 220 
8. Connecting the threads: organization, decision-making, and appointments .................. 223 
9. Changes to Articles of Association ................................................................................. 226 
10. Advantages and disadvantages .................................................................................... 227 
11. Conclusion .................................................................................................................. 228 

11.1 Further research ......................................................................................................... 230 
12. References ................................................................................................................... 231 

 

Chapter 7  

Concluding remarks ................................................................................................................ 236 
1. Research contributions .................................................................................................... 236 
2. Limitations ...................................................................................................................... 240 
3. Future research directions ............................................................................................... 242 

 

 

 

 

 

 

 

 

 

 

 

 



11 

 

List of abbreviations 
 

BECA  Bidirectional entry, cross appointment principle 

CCP  Chinese Communist Party 

CECEP  China Energy Conservation and Environmental Protection Group 

CG  Corporate governance 

CNPC   China National Petroleum Corporation  

COD  Central Organization Department of the Chinese Communist Party 

CSMAR  China Stock Market Accounting Research (database) 

CSRC  China Securities Regulatory Commission  

FAI  Fixed assets investment 

FDI  Foreign direct investment 

FE  Fixed-effects model 

GPP   Gross provincial product  

LLC  Limited liability corporation 

LLSC  Limited liability shareholding companies 

MBM  Management and board members 

MOE  Mixed-ownership enterprise 

MOF  Ministry of Finance 

MOR  Mixed ownership reform 

NBS  National Bureau of Statistics 

NDRC  National Development and Reform Commission 

NERI  National Economic Research Institute’s Index of Provincial Marketization  

NNIIG  Nanjing New Industrial Investment Group  

NPC  National People’s Congress  

R&D  Research and development 

RE Random-effects models  

ROA  Return on assets 

SAIOC   State-owned assets investment and operation companies 

SASAC  State-owned Assets Supervision and Administration Commission 

SHC  Shareholding cooperatives  

SHE  State-owned and state-holding enterprise 

SHIE  State-owned and state-holding industrial enterprise 

SOE  State-owned enterprise 

SSLLC  Solely state-funded limited liability companies  

SSSR  Supply-side structural reform 

TVE  Township and village enterprises  

VoC  Varieties of Capitalism  



12 

 

Chapter 1 

Introduction to dissertation 

Two chapters precede the presentation of the four Articles that comprise the heart of this 

dissertation. Chapter 1 outlines my motivation for studying Chinese state-owned enterprises 

(SOE) and the main research questions addressed in the four articles; theoretical perspectives the 

articles draw upon; and methods and data used for empirical investigations. Chapter 2 

introduces the main features of the Party-led state capitalist model within which the SOEs 

operate; and an overview of the organization, governance, size and regional variations of the 

Chinese state sector.  

1. Historical perspectives on state ownership  

Looking back in history, state ownership and intervention is nothing new. The early 

mercantilists during the colonial era looked at the global economy as a zero-sum game and 

created national champions while setting up high barriers to trade. Even when moving up to the 

founding of the USA, the government played a significant role in the economy; high tariffs and 

import restrictions were installed to protect the young country’s economy from more mature 

European firms (Lake, 2018). Later the US government provided support for manufacturing, 

advanced laboratories, and research institutes. In Japan, the post-World War 2 rebuilding saw 

development of international competitive group companies, Keiretsu. State-linked banks offered 

cheap credit, and the government offered significant subsidies for auto-making, electronics, 

heavy industry, ships etc. (Weinstein & Yafeh, 1995). By the 1980s, Japan was running massive 

trade surpluses. Despite this history in the early and mid-20th century, industrialized powers still 

viewed state intervention as a temporary measure necessary to solve short-term problems and 

imbalances in the economy.  

State intervention and control was also the means for catching up with the West: the Soviet 

Union, Maoist-era China, North Korea, and Yugoslavia all experimented with the use of state 

intervention and control. The traditional SOEs of these countries were cut off from the rest of 

the world; they did not compete with Western multinationals, nor did they participate in global 

trade. During the 1970s, 1980s, and 1990s, decolonized states throughout Africa, Latin America 

the Middle East and South Asia, toyed with socialism or elements of communism (Hargreaves, 
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2014). This resulted for example in income substitution plans and development of the state 

industry. These were largely failures.  

The historical developments led to Fukuyama’s famous 1989 essay, “The End of History”, 

proclaiming that the liberal democracy and free market economic model of development 

ultimately had won and presented a political-economic model, which all countries eventually 

would evolve into (Fukuyama, 1989). Reform agendas under the so-called “Washington 

Consensus” leaned towards this model when suggesting mass privatizations of SOEs, tax 

reform, and trade liberalization in developing economies, among other things. This model was 

pushed by the World Bank, which looked at it as the most effective way to reduce poverty, and 

create economic development in poor countries (Jomo & Fine, 2005). Interestingly, the 

“Washington Consensus” model of development stands in contrast with the economic evolution 

of developed countries themselves: as argued above, state intervention, trade barriers and state-

linked companies, not liberalism, were essential for the initial development of Japan, South 

Korea, Singapore, Germany, Britain and the US. Ha-joon Chang famously argues that 

“developed countries are attempting to 'kick away the ladder' with which they have climbed to 

the top, thereby preventing developing counties from adopting policies and institutions that they 

themselves have used” (Chang, 2002). 

This history is reflected in debates on the trajectory of Chinese economic reform. The dominant 

assumption in Western scholarship in China since the 1980s has been that China would 

gradually “grow out of the plan”, and converge towards a Western-style liberal economy 

dominated by the market and private ownership, and with clear separation of government and 

business (Cao et al., 1999; Das, 2012; Lardy, 2014; J. Y. Lin, 2013; Naughton, 1995, 2006; 

Qian, 2000b, 2000a; Qian & Wu, 2000; Steinfeld, 2010; Wu, 2005). A lot of influential 

business, management, and political economy literature has been developed with the 

“Washington Consensus” model as a starting point. It is therefore of no surprise that until very 

recently, SOEs in China have been viewed primarily as economic burdens left over from the 

Mao period (Sheng & Zhao, 2012): How can these inefficient leftovers from the past be 

reformed and privatized? How can the financial system deal with all the non-performing loans 

from the state sector? Decades later, here in the era of Xi Jinping, it is clear that the Washington 

Consensus failed to deliver on its promises, and that much of the poverty reduction and 

economic development in the world since 1990 has happened in China, and it has been due to 

the new Chinese state capitalist model. At the center for the Chinese model stands SOEs as 
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political-economic agents of the Party-state and pillars in at the “commanding highs of the 

economy”.  

2. Debates on ownership and governance 

This dissertation contributes to the most important debates on the new Chinese state-capitalist 

model; namely questions of SOE reform, ownership and governance (see for example Bai et al., 

2006; Cai, 2002; Gan et al., 2018; Garnaut et al., 2005, 2006; Leutert, 2018; Li & Yan, 2013; 

Xiaojun Li & Oi, 2018; Xin Li & Brødsgaard, 2013; Lin & Zhu, 2001; Liu et al., 2015; Yu, 

2019; Zheng, 2017). The literature is concerned with questions such as: what is the relationship 

between the Party-state and SOEs? How, why, and with what consequences are SOEs changing 

ownership forms? How is corporate governance and organization of SOEs influencing their 

economic and political efficiency? How does the organization of SOE corporate governance 

reduce principal-agent conflicts of interest? All four articles in the dissertation play into these 

debates, either in the context of overreaching reform designs and firm-level investigations of 

state sector ownership and governance forms under Xi Jinping (articles 1 and 4), or from the 

perspective of the connection between subnational institutional calibrations and changes in 

local-state sector ownership and governance (articles 2 and 3).   

In terms of ownership, successive rounds of reform have produced a multi-scalar pattern of state 

ownership in China. Most traditional SOEs that had been managed directly by sector ministries 

(most now defunct) and bureaus have been corporatized into various ownership types governed 

by the Company Law since 1994; some have been listed and implemented mixed-ownership 

structures. About 70% of Chinese SOEs below holding-group level are today under mixed 

ownership with “modern” enterprise features (see Chapter 4). Competition- and market-inducing 

reforms have gradually driven SOEs out of normal, downstream industries (see Chapter 2). 

However, through different modes of ownership control, the state sector has continued to grow. 

In particular, the state’s dominance in key and pillar industries1 has been maintained. The state 

keeps ownership stakes in almost all areas of the economy and, by retaining control of a few 

hundred central holding groups organized in pyramid structures, it continues to control the 

“commanding heights” of the national economy. The complexity of the system is increasing as 

                                                      
1 “Key industries” include oil & gas, coal, railway, aviation, aerospace etc. “Pillar industries” include areas such as 

automobiles, non-ferrous metals, electrical machinery, telecommunications, communication equipment and 

computers, and other electronic equipment (see Chapter 2). 
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ownership is mixed, state-owned capital in floating into new area of the economy, and the 

barriers between the state and the private sector are becoming more blurred. Articles 1 and 2 are 

concerned with these ownership changes and how they relate to the overall economic reform 

program under Xi Jinping’s leadership. 

In terms of corporate governance, we have witnessed enormous improvements since the early 

1990s. SOEs are subject to the Company Law, ownership rights are clarified, incentive systems 

are working better, boards with external directors have been installed, managers are much better 

educated to understand the needs of an internationally connected market economy and, since 

2003, SASACs2 have pushed for better macro-level governance (Chen et al., 2010; Fu, 2016; 

Pope & Meyer, 2015; Steinfeld, 2010). While market-oriented and incentive-creating corporate 

governance mechanisms are enhanced, there exist large variations across industries, regions and 

administrative levels, which reflect previous institutional change, and the extent to which 

particular SOEs are used as political tools by central and local governments. All of this is 

investigated in Article 3. Furthermore, corporate governance is far from perfect and reform is 

still ongoing. Priority of reform has gradually shifted from pushing SOE governance toward 

international “best practice”, toward establishing decision-making structures and other 

governance arrangements that serve the interests of the SOEs ultimate principal: the Party. 

Improved economic performance was high on the agenda in the 1990s and 2000s, while political 

control and policy objectives have become more important under Xi Jinping. This is reflected in 

the hybrid form of corporate governance, as shown in Article 4.  

3. Research questions  

Scholars and policymakers in China continue to debate exactly what role SOEs should have: 

What is the appropriate level of state intervention in the Chinese economy? What constitutes a 

strategic sector? What should the sectorial boundaries of the state sector be? What is the right 

level of Party control vs. managerial autonomy? While these discussions are ongoing in Chinese 

academic and policymaking circles, real change is happening on the ground: stronger social 

institutions are being built and the Iron Rice Bowl (铁饭碗) has been dismantled, and SOEs in 

2019 employed only 8% of China’s industrial workforce, down from 57% in 1980 (Gov.cn, 

                                                      
2 The central government, each province and most prefecture-level cities have established a State-owned Assets 

Supervision and Administration Commission (SASAC), which is directly responsible for controlling enterprises 

that are at least partly owned by a government entity at that government level.  
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2020; Weiye Li & Putterman, 2008, p. 354; Xinhua, 2020). With these developments, the 

political rationale for having a large state sector seems to be changing. Today, it is based on two 

main arguments: one ideological, and one practical.  

First, a deep-rooted ideological and historical role of the SOEs. They enjoy goodwill among 

policymakers and Chinese people for historical reasons, and are seen as an irreplaceable element 

in “Socialism with Chinese Characteristics”. Chinese political rhetoric since the financial crisis 

in 2008 advocates for the maintenance of a strong and robust state sector (Eaton, 2016; Xinhua, 

2015) and, since 2013, Xi Jinping has initiated new state sector reforms that drastically expand 

the reach of the Chinese state into the economy. The state sector is set to “become stronger, do 

better, and grow bigger” through market-oriented reforms of the function and governance of 

SOEs under a socialist market economy, creating a “modern enterprise system” (Xinhua, 2017). 

The Party continues to see SOEs as its main “ruling foundation” under the premise that the “Iron 

Triangle” of Party-Business-State relations is the main feature of stability in China’s political 

economy (Brødsgaard, 2017, p. 16).  

Second, policymakers are assigning important and concrete political objectives to SOEs, and 

they are seen as institutional and physical assets that can be redeployed quickly in response to 

national crisis. SOE existence is based on arguments of an array of traditional and new 

economic security concerns, such as national defense, upstream industries, energy and resource 

security, and control over infrastructure, as well as steering capacity in new emerging industries 

fostering “indigenous innovation” (Central government, 2016). The government, for example, 

uses SOEs to advance industrial policy such as “Made in China 2025” and “supply-side 

structural reforms”, control key industries, and conduct outwards foreign direct investments 

(FDI). It is also noteworthy that SOEs still serve a significant redistributive function sub-

nationally by investing in poorer interior provinces (Batson, 2017). From an economic 

viewpoint, SOEs remain central to the evolving model of state capitalism in China: In 2018, 

approximately 39% of all Chinese industrial assets3, and 30% of all mainland-listed companies 

were controlled directly or indirectly by the state4 (NBS, 2019).  

Chinese SOEs are also a very heterogeneous group of companies, a fact that often is overlooked 

in Western debates. To a large extent, they are agents of “the state”, but this “state” is itself 

                                                      
3 At the end of June 2019, the total assets of industrial SOEs reached 195 trillion yuan. 
4 See Chapter 2 for a comprehensive review of the economic size and sectorial concentration of Chinese SOEs. 
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heterogeneous, embedded as “it” is in very different institutional environments across sectors, 

administrative levels, and geographical regions (Cui & Jiang, 2012; Walder, 1995). Such 

institutional variety influences reform processes, political functions, and corporate governance 

structures, which in turn might affect firm performance, FDI, and innovation (K. Li et al., 2015; 

Y. Liu et al., 2015; Ma & Naughton, 2010; Shan & McIver, 2011). A central task in 

understanding Chinese SOEs is therefore also to analyze their position in subnational models of 

Chinese state capitalism.  

It seems certain that SOEs will continue to be defining features of China’s economy; studying 

China’s state sector equates to studying a fundamental pillar in China’s political-economic 

model of development. For this reason, understanding their reform, governance, and ownership 

structures is an important scholarly task for anyone interested in every aspect of China’s 

development trajectory. The four studies in the present dissertation aim to contribute to a more 

nuanced and multifaceted understanding of the nature and governance of contemporary SOEs. 

Articles 2 and 3 explore the ownership and governance of SOEs with a particular focus on 

subnational institutional diversity, while articles 1 and 4 have a broader view on the direction of 

Chinese state capitalism (see Table 1). 
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Table 1: Summary of research articles 

Art. Research question(s) Theoretical 

framework 

Methods 

1 What is the overall policy design of SOE 

reforms under Xi Jinping, and how do they 

relate to previous rounds of state sector 

reforms? In particular, how are mixed-

ownership reforms implemented, and what 

are the implications for state sector corporate 

governance and government-business 

relations in China? 

Fragmented 

authoritarianis

m/integrated 

fragmentation 

Qualitative 

 

Case studies and 

policy document 

review 

2 What are the important political-economic 

factors behind local variations of state-owned 

enterprise corporatization and mixed 

ownership in the period 2008–2017, and how 

do they differ from previous phases of 

reform?  

Policy economy 

of corporate 

restructuring 

Quantitative 

 

Province-level 

statistical analysis 

3 How do an SOE’s administrative level 

(vertical diversity) and calibrations of the 

local-state capitalist model (horizontal 

diversity) influence variation in corporate 

governance within the group of local SOEs?  

Varieties of 

(state) 

capitalism and 

new 

institutional 

economy 

Quantitative  

 

Firm-level 

statistical analysis 

4 What form of SOE corporate governance is 

emerging under Xi Jinping, and how is the 

role of the CCP institutionalized into modern 

corporate governance structures? What are 

the key measures and institutions developed 

to ensure the Party’s dominating role, and 

what does this tell us about the nature of the 

Chinese corporate world? 

Principal-agent 

relations and 

institutional 

view on 

corporate 

governance 

Qualitative 

 

Case studies and 

policy document 

review 

 

While exploring these questions, the dissertation documents an evolutionary process towards a 

system that organically blends planning and market modes of economic coordination, as well as 

public and private modes of ownership. It arguably marks a new paradigm in China’s 

development trajectory. In China, they call this “Socialism with Chinese Characteristics for a 

New Era”; I call it Party-led state capitalism.  
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4. Theoretical perspectives on state-owned enterprises 

The dissertation draws on a range of theoretical perspectives. Traditional management studies 

perspective (e.g., agency, property rights, public choice, and transaction cost theory) offer 

important insights to understand the market-oriented reforms during recent decades and the 

likely consequences of newly emerging forms of corporate governance and ownership. 

Institutional-historical views (e.g., varieties of capitalism, new economic institutionalism, and 

fragmented authoritarianism), on the other hand, are important to understand state ownership as 

a persisting feature of the Chinese economic system and to account for state sector organization 

and important developmental and political functions of SOEs.  

4.1 Managerial agency, property rights and transaction costs  

Agency theory is often the starting point for analyzing SOE corporate governance (Dharwadkar 

et al., 2000; Jensen & Meckling, 1976; Peng et al., 2016; World Bank, 2014). Firms are here 

conceptualized as a nexus of contracts between principals (owners) and agents (managers), and 

corporate governance mechanisms are intended to ensure that self-interested agents are aligned 

with the principals in maximizing financial profits (Peng et al., 2016, p. 296). The principal of 

SOEs is the State and ultimately the People. This creates the problem that SOEs often pursue 

non-financial goals, and that the principal does not have clear and coherent interests in ensuring 

the alignment of the agent’s (managers’) interests with those of the principal. No one has their 

own money at stake, and the agencies (SASACs and other state units) that ultimately control 

SOEs are effectively agents of higher-level government organs (the State Council), thus creating 

several layers of principal-agent relations. The agents (SOE managers) have a severe lack of 

incentives to improve economic performance of the enterprise (Peng et al., 2016, p. 305). In 

addition, SOEs with minority private shareholders will often suffer from a dual-principal 

problem, where the state and the private investors have diverging interests (Song et al., 2015). In 

the classic management literature, this is the basic explanation for profitability issues and poor 

corporate governance in Chinese SOEs (Mar & Young, 2001; Morck & Yeung, 2014; Sabbaghi, 

2016; Sappideen, 2017; Tan & Wang, 2007; Wong, 2016; Yang et al., 2011). 

A related theory that is prominent in the Western debate on corporate governance of SOEs is 

property rights theory. The firm is here conceptualized as a space where “owners exercise 

ownership control rights through asset utilization” (Peng et al., 2016, p. 295). According to 

property rights theory, the “boundary of property rights” is not clear in state ownership since 
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there exists no ultimate owner with incentives to realize the optimal utilization of the property, 

which in turn creates low efficiency of resource allocation in the overall economy (Alchian & 

Demsetz, 1973; Coase, 1937). If state-owned assets were sold off to private investors, these 

investors would have clear incentives to maximize the profits of their new acquisitions. This is 

in line with the neoliberal emphasis on the efficiency of private enterprises: private sectors face 

competition and open markets, both of which lead to efficiency. It is also related to public 

choice theory, which argues that if politicians and government officials representing the state 

manage public resources (such as SOEs), they would give priority to their own interests instead 

of public interests (Buchanan & Tullock, 1962; Ran & Cheok, 2016, p. 247). 

Related to these theories is transaction cost theory, which argues that firms in general emerge 

because they can solve transaction cost problems more efficiently than the market (Coase, 1937; 

Williamson, 1985): in this perspective, SOEs will exist mainly in market environments with 

underdeveloped institutions and large number of market failures (Peng et al., 2016, p. 304). This 

is because SOEs have the necessary resources and connections to promote economic 

development and reduce transaction costs in cases of severe market failures. With development 

of market economic institutions in China, the transaction cost rationale for maintaining SOEs 

outside natural monopoly sectors diminishes gradually.   

Agency, property rights, public choice, and transaction cost theories generally predict that SOEs 

are inefficient, can compete with private firms only when market conditions are extraordinary, 

and that privatization will be the trend over time as market conditions become normalized. 

These perspectives offer important insights on reasons for economic inefficacies of Chinese 

SOEs as well as important perspectives to understand the market-oriented reforms during the 

last decades (e.g., contracting in the 1980s, corporatization and privatization in the 1990s, and 

mixed ownership today; see Article 1). They can also provide insights into the likely 

consequences of a Party-led hybrid model of corporate governance (see Article 4) and the 

dynamics of mixed-ownership reform (articles 1 and 2). However, these theories have failed to 

predict the persistence of state ownership despite China’s lengthy and extensive domestic 

reform and global integration. They also do not account for the important developmental and 

political functions of SOEs. As such, they are poor starting points for a deeper understanding of 

the evolution of the Chinese state capitalist system and the role of SOEs within it. Instead, we 

have to turn to an institutional-historical view on SOEs.  
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4.2 Institutional-historical views on state ownership 

Classic management theories have been criticized for being “under-contextualized,” and for 

failing to take into account how different ownership contexts create divergent goals and interests 

(Aguilera et al., 2008; Aguilera & Jackson, 2003). An institutional investor, an individual, a 

family, or a state could have divergent interests and goals – in particular when shareholders are 

organizations governed by institutionally defined rules (Aguilera & Jackson, 2003, p. 449). In 

response, new economic institutionalism argues that institutional differences (the “rules of the 

game”) constrain and enable actors: institutional complementarities are central to understanding 

policy and strategic behavior of firms (Deeg & Jackson, 2007; Hall & Soskice, 2001; North, 

1990). Among the benefits of this perspective is its ability to describe how national institutions 

can affect a firm’s ownership profile and shape its (corporate) governance practices (Aguilera et 

al., 2015; Aguilera & Jackson, 2003; Hopt, 2005; Leuz et al., 2003; Van Veen & Elbertsen, 

2008). The explanatory power of this approach has been supported by cross-national studies 

outside the China-specific context (La Porta et al., 2000; Leuz et al., 2003; Van Veen & 

Elbertsen, 2008). An institutional-based view on SOEs implies studying their social and political 

functions and tracking this development historically. In China, SOEs have deep-rooted 

ideological and historical roles in the Chinese political economy. They are strongly interlinked 

with state-owned banks and the Party-state administrative systems (nomenklatura and bianzhi). 

Also, they are seen as institutional and physical assets that can be redeployed quickly in 

response to national crisis, and also as an irreplaceable element in “Socialism with Chinese 

Characteristics”. Policymakers assign them important political objectives. This specific 

institutional context of Chinese SOEs is crucial for understanding their governance, 

performance, and organization.  

Chinese SOEs play a role as “ruling foundation” for the Party. This is indeed the reason for the 

increased Party influence in SOEs and the creation of the new hybrid corporate governance 

model described in Article 4. Article 4 also emphasizes that the different theoretical lenses 

anticipate different effects of stronger Party leadership in SOE corporate governance. 

Institutional views would point to advantages such as enhanced enterprise compliance with laws 

and regulations and long-term development planning. On the other hand, classic management 

theorists would argue that increased political control is unlikely to help solve efficiency 

problems because it would create new insider control problems that could undermine other 

reforms efforts, including incentives for increased mixed ownership.  
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Articles 1 and 2, on mixed ownership, also clearly highlight the fundamental institutional logic 

behind SOE reforms in China under Xi Jinping, who aims to modernize while maintaining 

control in the hands of the Party-state. In Article 1, the government’s strategy of mixed-

ownership reform (MOR) is explained by tracing the evolution of Chinese state sector 

ownership reforms in the context of their complementarities with China’s wider institutional 

environment. Perspectives from classic management theories are relevant in the sense that they 

highlight how MOR can potentially solve problems of over- and under-monitoring in SOEs. 

Institutionalism points out that improvements following MOR are unlikely due to the nature of 

Chinese institutions, where the state influences governance irrespective of ownership structures 

(Milhaupt & Zheng, 2016). In Article 3, subnational institutions are shown to influence 

corporate governance of locally embedded SOEs: For example, the government level that 

controls an SOE (province vs. city and below) matters for the market orientation of the SOE. 

This goes to show that different government owners put different institutional pressures on their 

SOEs (Cui & Jiang, 2012). Previous studies also find that economic performance plays a larger 

role in evaluation of cadres at lower government levels, while political correctness matters more 

at the central level (E. K. Choi, 2012; Landry et al., 2018) and central-level SOEs are under 

stronger pressure to serve national political objectives when investing abroad (M. H. Li et al., 

2014). 

In contrast to the classic managerial theories, which are largely theories on the “liability of state-

ness”, institution-based arguments suggest that the effect of state ownership on firm 

performance and strategy depends on country-level features that affect transaction costs and 

incentives for productive efficiency (Musacchio et al., 2015, p. 118; North, 1990). Institutional 

contingencies affect how wide the performance gap between SOEs and private firms is. This 

literature directly informs the benefits of having the state as a strategic partner, including the 

effects of mixed ownership (articles 1 and 2). Indeed, scholars have argued that mixed 

ownership is the most effective setup due to its many institutional complementarities with the 

overall socialist market economy (G. S. Liu et al., 2015; Sun et al., 2002). In classic 

management theories, the influence of state bureaucrats and politicians is always a source of 

inefficiency and dysfunctionality in SOEs. This does not leave any room for scenarios where 

SOEs are both efficient in economic terms and perform functions that are in the strategic interest 

of the state, such as wider socioeconomic development, as we see in China.  
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To some extent, the theories discussed above capture the tension inherent in the Party-state dual 

goals for SOEs (economic vs. policy objectives). They also contextualize the “impossible 

trinity” in current SOE reform described by Naughton (2017): “increase firm autonomy, so 

firms have better and more clearly defined incentives to improve efficiency; increase oversight, 

so that firm control powers are not abused; and take back some control rights by assigning firms 

more developmental objectives” (Naughton, 2017, p. 283)(see discussion in Article 1). The 

classic management theories inform the government strategy of addressing traditional corporate 

governance issues in SOEs (autonomy vs. oversight; under- vs. over-monitoring etc.) and poor 

economic performance. The institutional-historical theories inform the continued emphasis on 

“taking back control” (e.g., through Party leadership inside companies) and assigning firms 

more developmental objectives.  

4.3 The developmental state  

Based on an institutional view of Chinese state capitalism, this section will situate China and the 

present dissertation in the dominant literatures on Varieties of Capitalism (VoC) and the East 

Asian developmental state. These two bodies of literature have been an inspiration for the 

dissertation – in particular for the development of the “local varieties of state capitalism” 

framework in Article 3.  

Studies of the Japanese development experience find that an elite state bureaucracy (exemplified 

in Japan’s Ministry of International Trade and Industry) combined with “market conforming 

measures of state intervention to create competition and innovation” is the essence of the East 

Asian developmental state (Naughton & Tsai, 2015, p. 16). It was less about regulatory rigidity 

and state ownership and more about setting the right incentive structures and administrative 

guidance, including export promotion, directing credit to the private sector, and government 

selection of industrial winners (Johnson, 1982). Historical preconditions for the developmental 

state have also been in focus: e.g., land reform, educational infrastructure, state prioritization of 

(late) industrialization, and social stability under authoritarian rule. (Naughton & Tsai, 2015, p. 

16). The 1990s saw an extensive debate on the role of SOEs and the state in the rise of other 

Asian “tiger economies” (South Korea, Taiwan, Hong Kong, and Singapore) (Amsden, 1992; 

Evans, 1995; Wade, 1990; Woo-Cumings, 1999). However, already in the late 1990s, many of 

the Tigers started to move away from statist policy instruments and toward opening up their 

economies by adopting more liberal market-economic elements.  
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The state in China has to some degree played a similar role in the high growth period of 

development as the “developmental state” has for the Tigers, e.g., direction of investments, 

government selection of industrial winners, and structural market-conforming change. In other 

words, the state is a highly progressive force – not a constraint on economic development as in 

classic management and neoliberal theories. However, one difference between China and its 

developmental neighbors is the size of its economy and its federal-style political organization, 

meaning that more areas escape the top-level instructions or go without any instructions 

whatsoever. This is what gives rise to the “fragmented authoritarianism” framework often 

applied to Chinese policymaking, as well as the ideas of market-preserving, Chinese-style 

federalism supporting high growth (Lieberthal & Oksenberg, 1988; Mertha, 2009; Qian & 

Weingast, 1996). The state-sector was (and still is) characterized by fragmentation, firm 

heterogeneity, and local policy experimentation in reform (Cao et al., 1999). Secondly, China 

has been much more open to FDI early in its development compared to East Asian 

developmental states. Developmental states keep restrictions on FDI to protect and develop their 

domestic private sectors – a similar strategy to Germany catching up with industrializing Britain 

a few hundred years earlier.  

Despite differences, China has looked for inspiration from especially Singapore for management 

of its state sector, and in particular the design of the SASAC system in 2003. The Party’s 

interest in Singapore has been important, and links between the Singaporean government and 

the Central Party School in Beijing have been strong for decades. This relationship still 

manifests itself in recent reform arrangements for state-owned capital funds (see Article 1). 

China also looked to Japan’s Keiretsu and Korea’s Chaebols for inspiration in using industrial 

protectionism and subsidies for creating large state-owned national champions in key industries 

such as automobiles, shipbuilding and telecommunications (see Chapter 2). 

The Tigers gradually gave room for the private sector in the economy and introduced some 

democratic political reforms, albeit while deepening an already strong rule of law and enhancing 

property rights protection. While the Chinese model until around 2008 looked a lot like the 

Tigers, it has shifted from that model during the last decade, focusing instead on maintaining the 

position of SOEs in the economy as an element of a broader, authoritarian political turn 

(Brødsgaard, 2018; Eaton, 2016).  
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4.4 Comparative (state) capitalism 

A second stream of literature with relevance for the investigation in this dissertation is 

comparative capitalism, and especially studies on “Varieties of Capitalism” (VoC). The VoC 

tradition has its roots in postwar analysis of divergence of capitalist systems (Anglo-American 

vs. continental Europe) by historians such as Alexander Gerschenkron, Karl De Schweinitz, 

Andrew Shonfield. It can be traced back to Friedrich List’s ideas of central European state 

intervention and protectionism (“First use the ladder, then kick the ladder”) (List, 1841). Some 

of the logic from this literature is relevant for China, e.g., catch-up development promoted by a 

large state sector, and large-scale state investment in infrastructure. Within this intellectual 

tradition, the original VoC framework by Hall and Soskice (2001) argued that there is a strong 

path dependency in each particular mode of capitalism due to institutional complementarities 

within each system. As a consequence, lasting differences rather than convergence are created; 

they distinguish between liberal market economies (LME)(Britain and USA) and coordinated 

market economies (CME)(Germany and France)(Hall & Soskice, 2001).  

The VoC framework is very useful in terms of pointing out institutional complementarities, but 

it does not discuss the role of the state in capitalism, nor does it convincingly anticipate the 

dynamics in China (Hall & Soskice, 2001; M. A. Witt & Redding, 2013). A new string of state- 

and China-focused comparative capitalism literature has sought to correct for these 

shortcomings by examining various state institutions and modalities of state intervention 

(Fligstein & Zhang, 2011; F. Z. Y. Hu & Lin, 2010, 2011; McNally, 2007; Peck & Zhang, 2013; 

Walter & Zhang, 2012; M. a. Witt & Redding, 2014; M. A. Witt & Redding, 2013; J. Zhang & 

Peck, 2016; X. Zhang & Whitley, 2013). What makes China remain state-capitalist (and not 

converging towards either LME or CME) is the fact that the key interactions and 

complementarities that shape its economy run through government agencies and Party organs, 

and not through private firms as in LME and CME. Reforms such as the mixed-ownership 

reform investigated in articles 1 and 2 are initiated and implemented by central and local Party-

state apparatuses. Its economy is fundamentally state-centered and state-directed (Tsai & 

Naughton, 2015, pp. 12–20).  

Emphasizing local institutional diversity within China, scholars have also moved away from the 

“methodological nationalism” in VoC and created typologies to capture the variety of local-state 

capitalism within China (Peck & Zhang, 2013; Rithmire, 2014; Walder, 1995; J. Zhang & Peck, 

2016; X. Zhang & Zhu, 2017). Article 3 relies heavily on this body of literature as it tests ideas 
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about local institutional diversity within China in a framework of “local varieties of state 

capitalism” predicting the role and corporate governance of locally controlled SOEs. In Article 

2, the local-state capitalist models within China, reflected in the divergent experiences of 

various provinces’ historical reform experiences, are also highlighted as drivers/barriers for 

differences in implementation of state sector ownership reforms. 

5. Methods and data 

My dissertation applies a mixed-methods approach, and consists of two qualitative articles 

(Article 1 and 4) and two quantitative articles (Article 2 and 3).  

The two quantitative articles rely on assumptions associated with positivism and a deductive 

research approach: I test hypotheses and make causal inferences by analyzing numerical data. I 

am concerned with understanding variation across provinces and firms in the context of general 

trends in SOE reforms: does X (e.g., political-economic factors) lead to Y (e.g., enterprise 

corporatization and mixed ownership)? On the contrary, in my qualitative work follows the path 

of critical realists and is concerned with the nature of causation, agency, structure, and relations. 

I aim to uncover the processes, historical embeddedness, and complexity of SOE reforms. Here, 

causality cannot be reduced to statistical inference. Instead, it may require the consideration of 

sociocultural contexts and historical analyses: what is the process by which X leads to Y, and 

how can we understand the context and content of X and Y? Case studies, interviews in China, 

and state and Party documents are central to my qualitative work, while statistical analysis of 

firm- and province-level data carries my quantitative research.  

For example, in Article 1, I ask; how are mixed-ownership reforms implemented, and what are 

the implications for corporate governance and government-business relations in China? Article 1 

is inductive in its research approach, moving from observations about reform processes toward a 

general theory of “fragmented integration” in the Chinese state capitalist model (Brødsgaard, 

2012). On the other hand, Article 2 applies a deductive research approach starting with 

hypotheses based on existing literature and theories and moves on to test these empirically on a 

new set of data.  

The advantage of a mixed-methods approach is its ability to simultaneously provide knowledge 

on broad trends and in-depth processes of SOE reform and state sector organization. The 
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following section will briefly outline my data and methods, including some of the challenges I 

faced during my research on Chinese SOEs. 

5.1 Case studies and interviews 

Two main cases are presented in the dissertation; Jiangsu KeyGen Biotech (a city-level SOE) 

and China Energy Conservation and Environmental Protection Group (CECEP) (a central-level 

SOE). The KeyGen case is used in Article 1 to illustrate a typical process of local 

implementation of mixed-ownership reforms. The CECEP case is used to provide information 

on SOE reform more broadly in Article 1, as well as illustrate the Party’s embeddedness into 

SOE corporate governance structures in Article 4. The data behind the two cases are based on 

four semi-structured interviews with company managers, each lasting 1.5 to 2 hours and 

conducted between June 2018 and August 2019 in Beijing and Nanjing:  

 Interview 1: Wang Xuegen, General Manager of Jiangsu KeyGen Biotech and Party 

committee member of Nanjing New Industry Investment Group. Interview dated: 15 

June 2018 and 25 November 2018. 

 Interview 2: Yu Zhijin, General Manager of CECEP Ningxia New Energy Co., Ltd. 

Interview date: 19 August 2019. 

 Interview 3: Zeng Fanfu, Chairman and Party Secretary of Deland Water Technology 

Co., Ltd. Interview date: 22 August 2019. 

The interview questions centered on the process of reforming their respective enterprises, and 

how various local and central government policy directives were interpreted in practice. 

Additional interviews with CECEP and the SASAC in Ningxia Province were planned for 

Spring 2020, but was cancelled due to the Covid-19 outbreak. Publicly available data on 

company restructuring and governance (e.g., through stock exchange corporate fillings and 

Chinese news articles) also informed the cases.  

In addition, I conducted four semi-structured expert interviews with academics and government 

agencies overseeing SOE reforms: 

 Interview 4: Song Wenge, Ph.D., Advisor to the Jiangsu State-Owned Assets 

Administration Supervision Commission on enterprise reform and development, 

attached to the Yangtze River Institute of Industrial Economy, Nanjing University. 

Interview date: 27 November 2018. 
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 Interview 5: Gao Minghua, Ph.D., Professor, Department of Strategic Management; 

Center for Corporate Governance and Enterprise Development, Beijing Normal 

University. Interview date: 23 April 2019. 

 Interview 6: Xiao Qingwen, Researcher on state-owned enterprise reforms, Development 

Research Center (DRC) of the State Council. Interview date: 18 September 2019. 

 Interview 7: Li Shuguang, Ph.D., Professor, Director of the Bankruptcy Law and 

Restructuring Research Center, China University of Politics and Law, Interview date: 13 

March 2019. 

The expert interviews lasted between 1.5 to 2.5 hours each, and provided material to understand 

the process of reform, discussions in policymaking circles, and academic debates inside China. 

As such, the questions took a starting point in content of official reform documents. The 

interviews gave me the necessary background to interpret the policy and Party documents as 

well as the quantitative data.  

Furthermore, I have benefitted from lengthy and fruitful discussions with Dr. Yueting Tong and 

her colleagues at the East Asian Institute, National University of Singapore, and with Professor 

Tianbiao Zhu at the Institute for Advanced Study in Humanities and Social Sciences, Zhejiang 

University.  

All formal interviews were conduction in Mandarin Chinese – in some cases with a 

translator/contact person present to help translate technical terms and phases. All interviews 

were recorded and transcribed. In general, it proved difficult to discuss the operation of CCP 

organs inside the companies, as the role of the Party in all aspects of life in China is an 

increasingly sensitive topic. Nonetheless, the institutionalization of the CCP in corporate 

governance is an official policy outlined in public available Party regulations. It was therefore 

natural to include the topic of Party leadership in a general discussion of SOE reforms in China. 

In most cases, the interviewees repeated what appears in official documents, but often with 

details that were new to me (for example, Article 4’s discussion of the division of labor between 

the Party Committee and the Board of Directors is dramatically enriched by knowledge gained 

during interviews). 

The sensitivity of SOE reforms in China was reflected throughout the whole empirical 

investigation, and resulted in many declined interviews – e.g., with officials in the Central 
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SASAC and in the local Beijing SASAC, where the official policy was to decline interview 

requests by foreign journalists or scholars.  

Information on ownership structure on KeyGen was obtained through the enterprise registration-

tracking database QiChaCha (www.qcc.com). 

5.2 State and Party documents 

One of the main primary data sources for the dissertation has been official documents:  

 State administrative circulars and regulation e.g., guiding opinions from the State 

Council.  

 Party circulars and regulative e.g., provisions, guiding opinions, or working regulations 

from the CCP Central Committee. 

 Party guides and speeches e.g., published in Qiushi 求是, the leading official theoretical 

journal of the CCP. 

Whenever possible, written material used were the original Chinese versions. State documents 

were publicly available on government webpages (e.g., www.gov.cn), while the Party 

documents often demanded searching various databases such as PKU-Law (法律法规) and 

CNKI (中国知网). Access to many of these databases was possible only when I was physically 

within mainland China. The Party documents are more important than the state documents, and 

a lot of time was devoted to locating them. 

A related challenge for data collection was the difficulty of finding material on the internal 

organization of SOE holding groups, and the degree of Party control in company decision-

making – in particular internal Party group/committee decisions. I worked around this issue by 

cross-comparing information obtained from official webpages and reports, Party documents on 

rules for internal organization, and the interviews.  

The purpose of the document analysis was to understand the content of current reforms, and 

how they connect to and are shaped by previous reforms, guiding ideology, and the Party-state’s 

evolving ideas about Party-state-market relations. This is important because China’s turn to state 

capitalism finds its root in history and ideology. For example, the currently dominant idea of 

large national SOEs as indispensable pillars in China’s socialist market economy finds its roots 

in the “large enterprise strategy” and the “grasping the large” reforms in 1990s and 2000s 

http://www.qcc.com/
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(Eaton, 2016). However, the debate inside China on the correct role and form of SOEs in the 

Chinese economy is unceasing (there is no such thing as a “Beijing Consensus”), and the 

meaning of “reform” is changing over time. Policy documents on SOE reform reflect this 

continuous debate, and central government that direct action by lower-level officials often leave 

a lot of room for local interpretation and experimentation. Interviews, cases and quantitative 

data deepened my understanding of actual implementation.  

 

5.3 Quantitative data and statistical analysis 

The dissertation has made use of a very wide range of quantitative data at the national (Chapter 

2), provincial (Article 2), and firm levels (Article 3).  

National-level data were obtained directly from electronic and physical copies of central 

SASAC yearbooks (中国国有资产监督管理年鉴), China Statistical Yearbooks (中国统计年

鉴) by the National Bureau of Statistics (NBS), and Ministry of Finance yearbooks (中国财政

年鉴).  

Province-level data were hand-collected from individual provincial statistical yearbooks (e.g., 

江苏省统计年鉴) and local SASAC yearbooks (e.g., 江苏省国有资产监督管理年鉴). Most 

publications below the central level are in Chinese only. In addition, data on province-level 

institutions (e.g., legal institutional quality, marketization, government intervention) were drawn 

from the Index of Marketization of China’s Provinces (中国市场化指数 ) compiled and 

published by China's National Economic Research Institute (NERI) (G. Fan et al., 2017). The 

NERI index has been applied widely to assess subnational institutional quality, government 

intervention/control, and general marketization of provinces in China (J. J. Choi et al., 2015; F. 

Hu & Leung, 2012; X. Liu et al., 2014). The NERI index has five major sub-indices, each 

composed of a number of sub-indicators totaling 18 basic indicators (see methods sections in 

articles 2 and 3).  

Chinese macro-level data have often been criticized for being politicized and inaccurate, e.g., 

province-level growth numbers for many years have not added up correctly to national-level 

GDP numbers released, and some useful but sensitive, data series on state sector economies 

(e.g., bank loans) have disappeared from publications (Crabbe, 2014; Holz, 2013). Macro 

statistics in China is a signal of which way the economy moves, more than a clear depiction of 
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reality (Crabbe, 2014). Nevertheless, data quality in China have improved dramatically in recent 

years, and is (still) our best possible source to gain insight into the macro tendencies in the 

Chinese economy.  

Firm-level data were collected from the China Stock Market Accounting Research (CSMAR) 

database, which is used widely by scholars of Chinese corporate governance (J. P. H. Fan et al., 

2007; Giannetti et al., 2015; Teng et al., 2018). CSMAR holds information on the controlling 

shareholders of all listed companies in Mainland China. In the dataset used in Article 3, I 

collected a complete dataset of all listed enterprises whose ultimate controller is a local 

government or agency (local SASAC or government department). The result is a longitudinal 

panel dataset of 742 listed local SOEs. This constitutes about 24% out of the 3052 listed 

companies in Mainland China (as of 2016). The dataset of listed local SOEs includes a total of 

5685 firm-year observations (unbalanced across variables) over the period 2008–2016.  

A major limitation of this approach is that Chinese SOEs are typically organized within pyramid 

holding groups, where lower-level subsidiaries are listed while higher-level controlling holding 

groups remain non-listed (see Chapter 2) (J. P. H. Fan et al., 2012). Each non-listed holding 

group possesses decision-making authority over its entire enterprise group, and there exist 

extensive vertical managerial interlocks within the pyramid (Arnoldi et al., 2019). However, 

information on corporate governance of the holding group companies is very sparse and 

sensitive (as argued above; see also Rosen et al., 2018). For this reason, quantitative studies are 

mostly limited to listed subsidiaries, which are required to disclose detailed information on their 

operations and governance. Furthermore, data on listed firms suffer from a certain level of data 

pollution due to tax avoidance, hiding losses, moving money, corruption (also for public 

spending), or simply bad accounting. 

I also considered using industrial census data, which covers a broader range of industrial 

companies (also non-listed). However, two issues arose. First, the data was only available for 

the years 2003, 2008 and 2013, limiting the analysis to one that would be cross-sectional in 

nature. Second, industrial census data does not include detailed information on corporate 

governance; it is mainly limited to operational performance indicators (such as profit, revenue, 

and assets). These weaknesses overwhelmed the value of the data contained in the industrial 

census, so limited myself to data reported by listed SOEs, which continue to be the best and 
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often the only quantitative data source on general trends in state sector firm-level corporate 

governance. 

I analyzed all data using the Stata 16 software program and used random-effects (RE) models as 

the main estimation method (Huang et al., 2009; S. Lin & Rowe, 2006). Aside from technical 

aspects of estimation models (e.g., Hausman specification tests), the choice was made because I 

am interested in both between-effects (between province and firms effects) as well as within-

effects (effects over time within individual provinces and firms). This makes an RE model 

optimal since the fixed effects model will control out all higher-level between-group effects 

(Bell & Jones, 2015).  

6. Summary 

The dissertation contributes to long-standing debates on the reform, ownership, and corporate 

governance of Chinese SOEs. The dissertation harnesses the power of a range of theoretical 

perspectives from management studies, sinology and political economy, and a mixed-methods 

approach as it examines the nature and governance of contemporary SOEs, and their continued 

role as fundamental pillars in China’s political-economic system.  

Traditional management perspectives inform the market-oriented reforms implemented in stages 

since 1978 the likely consequences of new forms of corporate governance and ownership 

emerging from the latest reform, introduced in 2013. Institutional-historical views help me 

understand state ownership as a persisting feature of the Chinese economic system and account 

for important developmental and political functions of SOEs, as well as patterns of state–Party–

business relations. Case studies, interviews in China, and documents issued by the state and the 

Party are central to my qualitative work in articles 1 and 4, while statistical analysis of firm- and 

province-level data carries my quantitative research in articles 2 and 3. This mixed-methods 

approach enable me to simultaneously provide knowledge on broad trends and in-depth 

processes of SOE reform and state sector organization. 
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Chapter 2 

Introduction to the Chinese State Sector in the Era of Xi Jinping 
 

This chapter provides valuable background to this dissertation’s four research articles. It 

introduces the history of Chinese SOEs; their dual political-economic functions; statistical and 

administrative classifications; ownership structure; personnel governance; size, performance, 

and sectorial concentration; and regional varieties within China.  

1. History of state ownership and Party-led state capitalism 

In neoclassical economics, it is assumed that private firms incentivized purely by profit 

maximization constitute the pillars of the economic system. State ownership and state 

intervention in the economy is permitted only in the case of a market failure (e.g., externalities, 

monopoly, information asymmetries), and SOEs are an exception to private ownership. By 

contrast, state ownership is the historical default in China; it is the very basis of communism, 

which originally aimed to abolish private property. This is also reflected in the Chinese name of 

the Chinese Communist Party (CCP) “共产党”, which directly translates to “The Shared 

Production Party”, stressing the importance of public ownership. The reform and opening up 

policy initiated by Deng Xiaoping in 1978 started China’s transition away from an almost 100% 

state-owned economy towards “socialism with Chinese Characteristics” and “the socialist 

market economy”.5 Deng allowed private and foreign competition in selected downstream and 

light industry sectors, where the competition was deemed to contribute to the CCP’s economic 

and social development goals. China did not go through the rapid and disruptive privatization of 

its state industry that was seen in formerly socialist countries in central and eastern Europe (Liu 

& Green, 2005; Murrell, 1993; Zeng, 2010). In fact, changes to property rights in the Chinese 

state sector were first realized in mid 1990s; gradual and incremental reforms in the state sector 

have been the trend (Bai et al., 2006).  

In the 1980s, SOEs were still providing social services to state workers and the so-called “Iron 

Rice Bowl” (铁饭碗) remained dominant for public employees (Leung, 1994). SOE reforms 

                                                      
5 The term “socialist market economy” was introduced by Jiang Zemin during the 14th National Congress of the 

Communist Party of China in 1992: “The objective of the reform of the economic structure will be to establish a 

socialist market economy that will further liberate and expand the productive forces. The socialist market economy 

is a component part of the basic system of socialism” (CCP, 1992) 
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were kicked off with the dissociation of a limited number of SOEs from the government and the 

widespread introduction of the industrial contract responsibility system (R. Li & Cheong, 2019, 

p. 49). In 1987, the contract responsibility system, under which managers were allowed to share 

part of the SOE’s profits, covered 93% of all SOEs (Huang, 1999, p. 99). Simultaneously, the 

state motivated the introduction of a joint-ownership system to SOEs. In 1990 and 1991 

respectively, the Shanghai and Shenzhen Stock Exchanges were founded, which presented the 

first opportunity for SOEs to become listed in China. In 1993, the Third Plenary Session of the 

14th National Congress announced that SOEs would be legal entities in a “modern enterprise 

system”. This marked the formalization of the socialist market economy: gradually, market 

economic principles would be decoupled from capitalism, and instead presented as objective 

economic laws governing both the “socialist market economy” and liberal market economic 

systems. This included the idea of mixing planning and market:  

The proportion of planning to market forces is not the essential difference 

between socialism and capitalism. A planned economy is not equivalent to 

socialism, because there is planning under capitalism too; a market economy 

is not capitalism, because there are markets under socialism too. Planning and 

market forces are both means of controlling economic activity. 6  (Deng 

Xiaoping at his Southern Tour in 1992 cited in CCP, 2017b). 

In 1997, the 15th Party Congress took this a step further by enshrining private ownership as a 

key element in China’s economy. It also gave a green light to the corporatization of SOEs by 

endorsing ownership diversification policies under on Premier Zhu Rongji’s “grasping the large, 

releasing the small” (抓大放小) campaign, which effectively laid off around 30 million state-

employed workers (Cai, 2002; Gan et al., 2018: 9). In 2002, the Party sent a strong pro-market 

signal when it amended its constitution to invite private entrepreneurs to join the Party. In 2005, 

the China Securities Regulatory Commission (CSRC) allowed state enterprises listed on China’s 

stock exchanges to set up equity incentive plans for enterprise management – albeit under 

stringent conditions (Ran & Cheok, 2016, p. 249). A year later, the government announced that 

the system with separate tradable and non-tradable shares for SOEs would be phased out, further 

narrowing the gap between privately-owned enterprises (POEs) and SOEs in terms of corporate 

structure and registration. The creation of State-owned Assets Supervision and Administration 

                                                      
6 Original text: 计划多一点还是市场多一点，不是社会主义与资本主义的本质区别。计划经济不等于社会主

义，资本主义也有计划；市场经济不等于资本主义，社会主义也有市场。计划和市场都是经济手段。 
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Commission (SASACs) in 2003 came with a mandate to preserve and increase state-owned 

assets through continued corporatization, consolidation of SOEs into larger units and business 

groups, and institutionalization of state–SOE relations (see Article 2). As of 2017, about 93% of 

the 124966 SOEs reporting within the SASAC system are corporatized entities, including many 

with mixed-ownership structures (SASAC, 2016). 

Despite these large changes in the governance, functions and corporate structures of SOEs, their 

special position in China’s economy and politics remains constant. At the beginning of the Xi 

Jinping era, the decision of the Third Plenary Session of the 18th Central Committee meeting of 

the CCP in 2013 reflected this by vowing to uphold the direction of reform towards the 

“socialist market economy” (CCP & People’s Daily, 2014). SOEs in contemporary China span 

the two elements of “socialist” and “market” in the “socialist market economy”, and reflect the 

history of gradual and selective opening of downstream sectors to private competition. SOEs are 

ultimately owned by and serve the Party-state, but they nevertheless operate in a market context. 

Current SOE reforms as laid out since 2013 focus on further regulatory reforms, property rights 

reform, and operational reforms (see Article 1 and NDRC and SASAC, 2015; State Council, 

2015a, 2015b, 2017, 2018). At the regulatory level, reforms emphasize classified and tier 

supervision as well as the establishment of state-owned capital investment companies, implying 

a shift in the government’s role from a manager that oversees daily operations to a shareholder 

that focuses on investment returns (SASAC, 2017b). At the level of property rights, mixed 

ownership and securitization of state-owned assets are promoted (State Council, 2015b). Finally, 

at the operational level, the reforms aim to establish a hybrid corporate governance system that 

combines international standards for corporate governance with stronger Party leadership (CCP, 

2017a, 2020). Taken together, the emerging system can be described as Party-led state 

capitalism (Blanchette, 2020; Naughton & Tsai, 2015, p. 10). Some of the key features of this 

model include (only some of the items in the list are unpacked and analyzed in the dissertation): 

 

 Direct and absolute central control over key upstream industries such as oil and gas, 

defense industry, telecommunications, defense and finance. This is combined with 

continued –and sometimes increased – state ownership in pillar industries such as auto-

making, steel production, pharmaceuticals, manufacture of general and special purpose 

machinery, and manufacture of communication equipment, computers etc.  
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 Strong Party control over SOE personnel. This is organized through personnel control 

mechanisms and enterprise Party organizations creating a hybrid Party-led model of 

corporate governance (see Article 4). In practice, “State control” means Party control 

and intertwined state, Party and business hierarchies.  

 A system of economic organization that relies on market incentives. Large parts of the 

economy operate on a market basis in which private companies compete fiercely among 

themselves, and often with foreign multinational corporations as well. This is a kind of 

capitalism, not just a “planned economy in disguise” (Naughton & Tsai, 2015, p. 18). 

 Local variety in state capitalism and industrial policy implementation. China’s central 

industrial policy is often not clearly formulated and thus subject to interpretation and 

implementation (see Article 2). Local government levels selectively implement industrial 

policy by engaging SOEs under their control, and by providing subsidies, tax incentives 

and land fitting to their specific interests.  

 State control over the financial sector. State-owned banks remain dominant despite a 

recent opening of the financial sector and equity markets. For example, in 2018 the state 

controlled about 30% of all mainland-listed companies, which constituted  more than 

60% of total market capitalization (Article 3; see also NBS, 2018; CSMAR data). 

 The investor state. The creation of an investor state begins with the establishment of 

state-owned capital investment companies whose operations are strongly influenced by 

Party and government policy priorities. This marks a shift in the government’s role: from 

a manager that oversees daily operations to a shareholder that focuses on investment 

returns (Chen & Rithmire, 2020). 

 Government-linked economic actors enjoy benefits. This goes for preferential access to 

loans, subsidies and licenses, both also shows up in the welfare regime, where state 

workers continue to enjoy special welfare benefits (see discussion of mixed-ownership 

reforms in Article 1).  

The Party-led state capitalist model mixes traditional taxonomies in new ways: “systems of 

ownership” (private vs. state) and “systems of economic organization” (planning vs. market) are 

increasing blending together (Lindblom, 1980). The shift from a planned authority system to a 

market authority system did not lead to a similar change in ownership systems. Barry Naughton 

(1995) refers to the process of change in economic organization in China as “growing out of 

plan”. This is not to say that China has left planned economics behind. The workings of the 
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National Development and Reform Commission (NDRC), China’s industrial policy plans, and 

the five-year plan system, are all good examples of the continued importance of planning in 

China. The transition from state planning to market coordination has been more extensive than 

the one from state ownership to private ownership (see Figure 2.1).  

Figure 2.1: Illustration of China’s reform path using Lindblom’s taxonomy 

 

 

 

 

 

 

 

  

Source: author’s illustration based on ideas in Lindblom (1980). 

2. Political and economic functions 

Many central SOEs grew out of old ministries and bureaus, and today are still highly embedded 

in the state’s governing structure (Grünberg, 2018, p. 109). For this reason, they often have a 

double bottom-line of both policy objectives and profit-making. This double bottom line is 

neglected in economic literature on SOEs, which tends to emphasize how SOE inefficiencies 

drag down China’s economy (Sheng & Zhao, 2012). However, the two-sided role of SOEs is 

clear in CCP documents and speeches (Brødsgaard, 2018; CCP, 2014; Xinhua, 2015a). For 

example, it has been stated that in case of conflict between economic and social values/goals, 

“economic benefits are subject to social benefits and market values are subject to social values” 

in the operation of SOEs (The Central Office, 2015). SOE reforms rolled out since 2015 are 

consequently designed to simultaneously enhance incentives for profit-making, enhance CCP 

and administrative oversight, and to let SOEs lift policy development missions (State Council, 

2015a). Naughton (2017, p. 295) has called this the “impossible trinity” of reform.  

Premier Li Keqiang has encouraged SOEs “to build national demonstration bases and 

specialization space for innovation, to strengthen common key technologies and to implement 

the “Made in China 2025” strategy in order to increase technological transformation” (Central 
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government, 2016). The most important policy objectives for SOEs currently include 

(Naughton, 2017, p. 289):  

 To lead China’s attempt to develop new technologies in order to become an innovation- 

and knowledge-driven economy, e.g., “Made in China 2025” plan. 

 To create powerful “national champions” that cement China’s influence abroad. SOE 

participation in foreign policy strategies such as “Belt and Road Initiative” are included 

in this strategic goal.  

 To maintain macroeconomic stability by increasing investment (especially in 

infrastructure) when growth slows. 

 To lead the process of sectoral restructuring as part of the 2016-initiated “Supply-Side 

Structural Reforms”. This includes decommissioning excess heavy industrial capacity. 

 To provide cheap resource inputs to (mainly privately owned) downstream sectors. 

 To support employment and development in poorer inland regions.  

When studying the performance of SOEs, we therefore need to assess the nature of the SOEs in 

question, the market structure in which they operate, and the specific political objectives in the 

sector where they are located. Paul Hubbard (2018, p. 124) provides a good illustration of this 

problem. He argues that where the state is using state ownership to further certain social, 

political, or development goals, “then a profit-measure that excludes the value of these public 

policy objectives is likely to understate their value”.  

Figure 2.2 below illustrates this tradeoff between financial profit and policy objectives. Point P 

represents a highly efficient company maximizing profit (typically a private enterprise). S1 is a 

highly efficient SOE that creates equally as much value as P, but the value is distributed 

differently between financial profit and value of reaching policy objectives. It is possible that an 

SOE fails to deliver on policy objectives, and does not offset this with higher financial profits. 

Here it ends up in point S2, representing a less effective SOE.  

Management not delivering on owners’ expectations is not unique to SOEs. This common 

principal-agent problem is often solved by creating incentives schemes for management with 

performance-linked management bonuses, stock options and employee share schemes. This is 

easier if objectives are financial profit than if policy objectives are involved. The tasks faced by 

SOE managers are highly complex, which makes performance evaluation very difficult – it is 
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difficult to evaluate whether an SOE’s performance is located at point S1, S2, or somewhere in 

between. Typically, an SOE has a set of fundamental objective performance targets that center 

around financial returns and investments projects, in addition to a set of comprehensive 

subjective performance targets centered on contributing to SASAC’s reform, innovation, and 

risk control lists (Du et al., 2012; Xin et al., 2019). In addition, traditionally, the compensation 

system for SOE managers is not tied directly to financial performance; they are employed as 

bureaucrats (cadres) whose official rank determines their monetary compensation package and 

other benefits (Brødsgaard, 2012). This also means that political promotion dynamics within a 

stringent ranking system are critical to understanding the incentive mechanisms for SOE 

managers. In general, SASACs at different administrative levels are responsible for assessment 

of the managers of the SOEs they oversee, while the Party’s organizational departments at 

different levels are responsible for selection and promotion of SOE managers (Xin et al., 2019, 

p. 184).  

In addition, a common problem for SOEs has been “soft budget constraints”, where a lack of 

clear and binding financial performance indicators means that policy objectives are met – but at 

a higher cost to profit. The budget constraint that should lead the SOE to be positioned at S1 

was “soft”, and the SOE therefore ends up at point S3. This was especially prevalent in the early 

reform years, but has re-emerged with a 2008 macro-stimulus package that released large 

amounts of weakly controlled capital for SOE infrastructure investments.  
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Figure 2.2: Tradeoff between profit and policy 

 

Source: author’s illustration with inspiration from Hubbard, 2018, p. 47. 

In the following analysis of the sectorial distribution of state ownership in the Chinese economy, 

we need to bear in mind that SOEs perform very different functions in different sectors. This 

makes it challenging to interpret aggregate industrial statistics, which tend to combine data from 

natural monopolies, upstream natural resource industries and competitive manufacturing sectors. 

SOEs in different types of sectors position themselves differently in the tradeoff function 

between profit and policy objectives discussed above. Before analyzing Chinese SOE statistics 

on, we will discuss different types of SOE classifications in order to understand what comprises 

China’s “state sector”. 

3. Classification systems 

 

3.1 Statistical classification  

Statistically, SOEs in China can be defined according to two methods: a narrow definition is 

based on formal registration, and a broad definition is based on actual control.  
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The narrow definition relates to the official registration of enterprises in China. In the narrow 

registration-based classification, an SOE refers to a non-corporatized economic unit whose 

assets are wholly owned by the state and which has registered as an SOE in accordance with the 

“Regulation of the People’s Republic of China on the Management of Registration of Corporate 

Enterprises”. Excluded from this category are solely state-funded corporations that are 

registered as limited liability corporations (NBS, 2019b).  

Only enterprises directly administered by an SASAC (centrally or locally) or other government 

organ are normally included in this category. All wholly or partially owned corporate 

subsidiaries are excluded from this category, as are public-listed subsidiaries of the SOE holding 

groups. Looking at the structure of SOE groups, it becomes clear that this definition is 

insufficient in capturing the extent of the state sector in the Chinese economy. All central-level 

SOEs are large conglomerates with hundreds of wholly or partially owned subsidiary companies 

(see example below). Even local-SOE groups at city or province level typically have 20–50 

subsidiaries under their control. All listed companies are excluded from this definition, as are all 

SOE–private joint ventures. Using this narrow definition of SOEs would therefore grossly 

understate the extent of actual state control in the Chinese economy. A related statistical 

measure of state ownership is paid-in capital of enterprises, the “equity contribution”. This is 

also insufficient since “state capital” only covers “capital formed in the enterprise from the 

government department or agencies, which have the authority to represent the state, and from 

Organizations directly affiliated” (NBS, 2019a). This excludes indirectly controlled SOEs, e.g., 

through “legal person capital”7. Most SOEs today are state-owned limited liability corporations 

and are therefore excluded.  

A more useful broad definition of state ownership is NBS’s concept of “State-owned and State-

holding Enterprises” (SHE). SHEs refers to enterprises, where the “state-owned assets share 

have a dominate advantage upon anyone of the other shareholders in assets (share)”, 

independent of the registration category. The SHEs therefore reflect the “state-owned economy 

holding situation” (NBS, 2018). A more precise translation of SHE might be enterprises with the 

state is the controlling shareholder (控股, konggu). SHEs have their own category in statistical 

yearbooks, and a number of statistical measures are publicly available. This definition of state 

                                                      
7 A legal person is a person (or less ambiguously, a legal entity) – whether human or non-human – that is 

recognized as having certain privileges and obligations e.g., legal capacity to enter into contracts, to sue and to be 

sued. 
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ownership is used in the review of the state sector below and throughout Article 2 in this 

dissertation.8 

SHEs can be divided into three main categories of ownership and registration status (see 

analysis of descriptive statistics in Article 2 for a more comprehensive review):  

 First, wholly state-owned non-corporatized9 entities, typically holding groups, registered 

as SOEs (the narrow category above). In 2017, there were 8824 enterprises of this type, 

accounting for about 7% of all SASAC companies (SASAC, 2018a). 

 Second, wholly state-owned corporatized SOEs, typically holding groups, registered as 

solely state-funded enterprises (国有独资企业). In 2017, there were 33417 enterprises of 

this type, accounting for about 27% of all SASAC companies (SASAC, 2018a). 

 Third, mixed owned enterprises, which can be either of two types. First, corporatized 

enterprises with more than 50% state ownership, which typically are subsidiaries that can 

be listed, and often but not always limited liability corporations (有限责任公司) or 

share-holding corporations (股份有限公司 ). The second type includes corporatized 

enterprises with less than 50% state ownership, but where state is the largest among all 

shareholders and has de facto control over the enterprise (holds a majority of the board 

seats). These typically are subsidiaries, are often listed, and of various registration types. 

Put together, there were 33417 mixed owned enterprises in the SASAC system in 2017, 

accounting for about 66% of all SASAC companies (SASAC, 2018a). 

This dissertation defines China's state sector according to the SHE definition. As such, the term 

"state sector" refers to all enterprises that are effectively controlled by a state unit at central or 

local level, regardless of formal ownership registration and sector. 

3.2 Administrative classification  

SOEs can also be classified according to the administrative level of their government owners. In 

2018, central government organs administered 829 central SOE holding groups and, through 

them, the companies they owned (56,127 in 2016). The largest central SOE groups are the 18 

                                                      
8 Indeed, throughout the whole dissertation, the term SOE refers to SHE unless specified otherwise. 
9 Corporatized enterprises are (re)organized under the Company Law, and therefore subject to the legal entity 

principle, the limited liability system and standard corporate governance legal requirements (e.g., establishment of a 

board of directors, shareholders meeting, and board of supervisors). Non-corporatized enterprises technically still 

operate as work units (单位) under government ministries and bureaus and, as such, are subject to administrative 

regulations. 
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SOE banking and insurance groups controlled by the Central Huijin Investment Corporation (中

央汇金) (“the SASAC” of financial SOEs) and the 96 SOE groups (2018 numbers) under the 

central SASAC (中央国资委), which itself is directly under the State Council. Other central 

ministries and bureaus administer the remaining 715 SOE groups.  

Below the central level, China’s 31 province-level governments and five selected cities (Dalian, 

Ningbo, Xiamen, Qingdao, and Shenzhen), have SASAC branches that report to the central-

level SASAC but answer to their local government and Party apparatuses. In turn, 331 city-level 

SASACs report to one of the 36 “province”-level SASACs, but answer to their respective local 

government and Party apparatuses. In general, governments below prefecture-level (地级市) do 

not establish a SASAC. Counties (县), county-level cities (县级市), and township/village (乡镇) 

governments can instead establish a state-owned assets office (国有资产监督管理办公室) 

under the local finance bureau (财政局). Some county-level cities can have relatively large 

amount of assets managed through its local state-owned assets office, e.g. in 2017, the state-

assets management office of Kunshan city (a county-level city in Jiangsu province) had 200 

billion Yuan in combined assets among its SOEs.10  

For example, Jiangsu province contains 5962 subsidiary-level local SOEs controlled by 168 

local SOE holding groups (集团), making the average local holding group the controller of 35 

subsidiaries (SASAC, 2016, p. 161). The Jiangsu SASAC itself only directly controls 24 of the 

holding group companies, which collectively hold approximately 10% of the overall state assets 

in the province. The remaining 90% of local-state assets, divided among the remaining 144 

holding groups, are held by 13 city-level SASACs, each of which reports to the Jiangsu SASAC.  

Assets in highly developed provinces like Jiangsu tend to concentrate at the city level or below, 

while they tend to concentrate at the province level in less economically developed provinces. 

For example, in Gansu, more than 60% of the local SOE assets are controlled by the provincial-

level SASAC in 2016. It should also be noted that 26% of the total 111,272 locally controlled 

SOEs nationwide are controlled outside the SASAC-system by local government bureaus and 

other government institutions. These non-SASAC SOEs are of much less importance 

economically compared with SASAC-controlled SOEs. See Table 2.2 below for an overview. 

                                                      
10 See http://www.ks.gov.cn/kss/c112607/201702/fd4fcf8fe87740c3957b23b71d5fd8f6.shtml 
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On a functional level, it is useful to label SOEs according whether they are financial, 

strategic/monopolistic, social (providing social welfare funded by state assets), or competitive. 

Functional classification of SOEs is supposed to guide reforms with different focusses in 

different functional categories (China Daily, 2015; NDRC and SASAC, 2015). However, SOEs 

oftentimes perform several functions simultaneously, which complicates a clear functional 

classification, and concrete progress in official classification has been very slow. The central 

SOEs tend to fall in the category of strategic/monopolistic, officially often labelled “key” and 

“pillar” industries concentrated in upstream sectors. The government has identified seven “key” 

industrial sectors where it shall retain “absolute control”: military industry, electrical power 

generation and grids, petroleum and petrochemicals, telecommunications, coal, civil aviation, 

and shipping. It has also identified a broader group of pillar industries with “strong influence” 

from the state including machinery, automobiles, information technology, construction, steel, 

and nonferrous metals (China Daily, 2006). Many have a large presence overseas and are 

primary instruments in China’s effort to dominate emerging high-tech industries globally. Some 

operate in natural monopolistic or protected industries, such as energy or telecommunications.  

Provincial and city-level SOEs can be in pillar industries, but are often in sectors described as 

“competitive” and in which they face fierce competition from one another, private enterprises 

and even foreign-owned businesses (Pearson, 2015, pp. 34–35; Zhang & Freestone, 2013, p. 

86). Locally owned enterprises are typically smaller (but much more numerous) and do not 

always have a global or even a national presence in China. However, these local companies are 

of large importance for city and provincial economic development, and hold most state assets in 

China today (see analysis below). They have access to markets, capital, and preferential 

treatment from local governments that is often denied to private firms. Local banks are typically 

controlled by local-state-owned asset investment companies under local SASACs, or directly by 

the local SASAC itself (in contrast to the large national banks, which are controlled by Central 

Huijin under the State Council - the “SASAC” of financial SOEs). The various types of central 

and local SOEs are outlined in Table 2.1. 
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Table 2.1: Administrative and functional taxonomy of Chinese SOEs 

 Controlling authority Main economic 

function 

Example 

 

 

Centrally 

controlled 

Central SASAC under 

the State Council 

Strategic/ 

monopolistic 
 State Grid 

 Sinopec Group 

Central Huijin under the 

State Council 

Financial  Bank of China 

 Industrial & Commercial Bank of 

China (ICBC) 

Central bureaus and 

ministries 

Social or 

monopolistic 
 China Tobacco 

 China Publishing Group 

 

 

 

 

 

 

 

 

Locally 

controlled 

36 local SASAC (31 

provinces + 5 selected 

cities) 

Competitive or 

strategic 

 

 Bailian Group 

 SAIC Group 

 Jiangsu Grain Group 

Financial 

 

 Bank of Jiangsu 

 Bank of Beijing 

331 city-level SASACs 

(prefectural level) 

Competitive or 

strategic 
 Gree Group 

 Nanjing New Industry Investment 

Group 

 Suzhou International 

Development Group 

Financial  Bank of Guangzhou 

County-level (and 

below) state-owned 

assets supervision and 

administration offices 

and bureaus 

Competitive or 

strategic 
 Kunshan Litong Natural Gas 

 Kunshan City Construction 

Investment Development Group  

Other local government 

bureaus  

Mainly social  Beijing Publications Distribution 

Group 

 Dalian Donggang Business 

District Development and 

Construction Management Group  

Source: author’s illustration and categorization 

Finally, SASACs are currently establishing “state owned assets investment companies and 

operating companies” as a layer between each SASAC and the operational enterprises it controls 

– going from a two-tiered to a three-tiered asset management system (SASAC, 2018b; Xinhua, 

2015b). State-owned assets operation companies do not participate deeply in the daily 

operations of investment targets. By contrast, state-owned assets investment companies carry out 

industrial capital investments and do engage actively in daily operations of investment targets. 

They have a mandate to support “the leading role of state-owned capital in building pillar and 
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high-tech industries”, and should focus on “the transformation and upgrade of the sector in some 

key regions, and the optimization of the state assets layout structure” (China Daily, 2017; 

Ministry of Finance, 2018; Qianshan, 2020; SASAC, 2018b). 

4. Ownership structure  

Large Chinese SOEs are often organized as multi-tiered business groups (Arnoldi et al., 2019; 

Sutherland & Ning, 2015). The group company is exclusively a controller and administrator of 

subsidiaries; it does not have any direct commercial purpose. Entities below the group company 

are legally separate entities but naturally connected through various legal, economic and social 

ties (Leutert, 2020, p. 5). The largest central SOEs have hundreds of subsidiary entities; in 2016, 

the 106 holding groups overseen by the central SASAC controlled an average of 403 

subsidiaries. In addition, there is extensive cross-group shareholding (W. Lin & Milhaupt, 

2013). This organization implies that the state can control all aspects of nationally important 

industries by having control of a few hundred large holding groups. The larger central and 

provincial-level SOEs typically consist of the following entities (L. W. Lin, 2017): 

 A core company. A holding company wholly owned by an SASAC or other state unit. 

The core company lays down the group’s development strategies and coordinates the 

relationships among member subsidiaries. It also coordinates vertical relations with the 

state and group members by transmitting policy downward to member firms, as well as 

information and advice upward to the state. 

 A finance company. This non-bank financial institution provides an expanding range of 

financial services for group members. This allows flexible management of financial 

resources across subsidiaries. 

 Listed companies. These hold most of the assets and are the main public faces of the 

holding company. 

 Research institute(s). These engage in applied research related to the group’s products 

and production processes. Intellectual property arising out of the research activities is 

typically owned by the holding company or allocated by contract in joint projects with 

outside institutes (L. W. Lin, 2017). 

 Other non-listed firms related to the production chain. 

One example is the company structure of China Energy Conservation and Environmental 

Protection Group (CECEP) (see Figure 2.3 below). CECEP is used as a case study in Article 4 



55 

 

of this dissertation. CECEP is the largest service-oriented scientific industrial group in the 

energy conservation and environmental protection field in China. At present, the CECEP Group 

owns more than 500 subsidiaries and 5 listed companies, with business across 60 countries 

globally. CECEP has about 50,000 employees.11 Its business areas include a wide range of 

energy and environmental technology sectors from treatment and recycling of wastewater and 

manufacture of anti-pollution equipment to power generation and production and supply of 

heat.12  

                                                      
11 Source: www.cecep.cn/g799.aspx and 

http://govt.chinadaily.com.cn/s/201904/24/WS5cbfc32d498e079e6801ed9e/china-energy-conservation-and-

environmental-protection-group-cecep.html. 
12 More detailed examinations of the pyramid structures in large SOE business groups can be found in Sutherland 

and Ning (2015, p. 137–138), and a quantitative analysis of SOE pyramid group structure development is 

conducted by Arnoldi et al. (2019). 
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Figure 2.3: Ownership structure of China Energy Conservation and Environmental Protection Group (CECEP) 

Source: http://www.cecep.cn and author’s illustration. Intra- and inter-group cross-holdings is for simplicity not included in the figure – for 

example, the investments companies all have large ownership stakes in companies outside the CECEP group.  

535 lower-tier subsidiaries (mixed-owned and wholly owned) across 30 provinces in China and 60 countries globally 

Source: http://www.cecep.cn and author’s illustration. Intra- and inter-group cross-holdings is for simplicity not included in the figure – for 

example, the investments companies all have large ownership stakes in companies outside the CECEP group.  

http://www.cecep.cn/
http://www.cecep.cn/
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5. Governance of personnel 

 

SOE leaders are highly embedded in Party-state hierarchies, and control of personnel is one of 

the most important ways in which the Party institutionalizes its power over all economic and 

political organs in China (Brødsgaard, 2012, 2018). Through the nomenklatura system, the CCP 

controls all appointments, promotions, transfers, and removals of officials in China. SOE top 

executives are often reshuffled between Party, business and government positions (Brødsgaard, 

2012; X. Li & Brødsgaard, 2013; Wang, 2014, p. 658).  

 

The Organization Department of the CCP Central Committee (Central Organization 

Department, COD) directly controls personnel of the central SOEs that are ranked at either the 

ministerial level or vice-ministerial level (the CEO and the Chairman). In 2016, 51 out of 106 

central SASAC enterprises and 19 out of 27 central Huijin financial enterprises were ranked at 

this level (State-owned Assets Report, 2016). Consequently, the controlling shareholder, the 

central SASAC, does not control top appointments in half of its own core holding companies. 

Deputy level positions such as deputy chairman and deputy general manager in the largest 

central SOEs are appointed by the Party’s organizational department within the SASAC, 

assisted by a separate SASAC division called the First Bureau for the Administration of 

Corporate Executives. SASAC’s Second Bureau for the Administration of Corporate Executives 

appoints the remaining central SOE holding group top executives. Appointments are made with 

inputs from the individual SOE Party committees and are for central SOEs subject to approval 

from the State Council.13  

 

Recently the central SASAC has changed its appointment procedure of top executives from 

“appointment” (任命 renming) to “nomination” (提名 timing), leaving the formal appointment 

to the boards of directors and the enterprise Party committees of the individual SOEs (CBN, 

2018). At lower levels, the relevant CCP organization departments and SASAC organizations 

control appointment and dismissal of local cadres, including the top three leadership positions in 

province- and city-owned enterprises.14 

                                                      
13 Interview with local-level Party official, Nanjing, November 2018. 
14 Interview with local-level SASAC official, Nanjing, November 2018. 
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In general, and in accordance with the principle of “bidirectional entry and cross-appointments” 

(双向进入交叉职务, shuangxiang jinru, jiaocha zhiwu), members of the Party Committee (党

委员会 , dang weiyuanhui) should enter the board of directors, board of supervisors and 

management team – and vice versa. A more extensive examination of the principle and role of 

the internal enterprise Party organization can be found in Article 4 of this dissertation. 

 

6. Size, sectorial concentration and performance 

 

6.1 Aggregate national-level developments in state ownership 

The following analysis is limited to covering the extent to which the state formally holds control 

over the Chinese economy through direct or indirect legal ownership. This is in contrast to a 

discussion of the extent to which the Party-state controls companies in practice, independently 

of ownership type, through informal ties and the institutional context of Chinese business-

government relations centered around Party control (see Curtis J. Milhaupt, 2014 for further 

discussion).  

In the Ministry of Finance Yearbook (2017) we find 173,996 SHEs reporting in the financial 

year 2016. This includes 42,791 SHEs controlled by central SOE groups, 14,706 SHEs 

controlled by other central government organs, and 116,499 SHEs reporting to local government 

organs (see Table 2). In the latest SASAC statistics covering 2016, we find that 132,948 of the 

country’s 173,996 SHEs report within the SASAC system. The remaining SHEs are controlled 

outside the SASAC system by local or central universities, ministries, bureaus, and so on. 

In 2016, 106 central SASAC SOE holding groups controlled 42,685 companies; on average, 

each central holding group controlled 403 SHEs organized in large and complex pyramid 

organizational structures (Fan et al., 2012). We can observe that 54.4% of all non-financial state 

assets in China, 66.9% of enterprises, and 50.6% of state employment was in enterprises 

controlled by governments below the central level.  
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At the end of June 2019, total SOE assets reached 195 trillion yuan. Total liabilities reached 

125.8 trillion yuan. In 2018, SOE total profits were 1.7 trillion yuan (CGTN, 2019). Based on 

World Bank calculations, Chinese SOEs’ share of national GDP was 27.5% in 2017 (World 

Bank, 2019). This suggests the possibility that SOEs can contribute significantly to public 

finances. For example, a 1% increase in efficiency (return-on-assets) in the overall state sector 

could provide the Chinese government with an almost 10% increase in yearly revenue to spend 

on welfare for the Chinese people. 15  However, that would demand a major change to the 

dividend policy of SOEs. Currently, most SOE profits are retained  (L.-W. Lin, 2014, p. 65). In 

2018, the payout ratio of non-financial SOEs was only 5.8%, meaning that SOEs retained 94.2% 

of their profits after tax. Due to the extremely low payout ratio, the direct contribution of non-

financial state-owned enterprises to public finances stood at only 0.5% (CICC, 2019). If the 

payout ratio were raised to 50% (an internationally average level), the direct SOE contribution 

to public finances would increase to 4.64%. 

 

 

 

 

 

 

 

 

 

 

 

                                                      
15 Total combined central and local government revenue in China was 18.3 trillion yuan in 2018, according to MOF.  
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Table 2.2: Statistics on number and size of state-owned enterprises, 2008–2016 

 Number of enterprises 

(units) 

Assets 

(trillion Yuan) 

Employees 

(million) 

2016 2012 2008 2016 2012 2008 2016 2012 2008 

MOF          

Central non-

financial SOE 

enterprise 

groups*  

 

42791 

 

35396 

 

15729 

 

50.50 

 

31.34 

 

17.36 

 

13.011 

 

12.65 

 

11.032 

Other central 

non-financial 

SOEs** 

 

14706 

 

12821 

 

6189 

 

20.09 

 

12.07 

 

5.60 

 

4.847 

 

4.852 

 

4.753 

Locally 

controlled 

non-financial 

SOEs  

 

116499 

 

98554 

 

87746 

 

84.32 

 

46.08 

 

18.66 

 

18.256 

 

18.977 

 

19.304 

Total MOF 173996 146771 109664 154.91 89.49 41.6219 36.114 36.479 35.089 

 

SASAC 

Central 

SASAC total 

43400 48183 23592 50.48 43.31 21.278 13.586 18.195 17.017 

Local 

SASACs 

total*** 

 

89548 

 

103637 

 

90139 

 

96.07 

 

56.92 

 

21.85 

 

16.903 

 

20.687 

 

19.706 

Total SASAC 132948 151820 113731 146.55 100.23 43.13 30.489 38.893 36.723 

Source: Authors’ calculations based on (MOF, 2016a, 2016b, 2018; NBS, 2019c; SASAC, 2009, 2013, 

2017a).*Central SOE groups (中央管理企业) under the SASAC including all controlled subsidiaries. ** 

720 other enterprise groups (中央部门管理企业) owned by bureaus, ministries, research institutions, 

etc. These for example include cultural institutions, China Post, and the national tobacco monopoly. 

Enterprises within and outside the SASAC system are subject to different reporting and regulatory 

mechanisms. *** This includes local financial institutions, since these are under local SASAC control. 

Excluded from the table are Central Huijin/ China Investment Corporation’s 18 central financial holding 

groups and their subsidiaries. Units in the table include enterprises at or above third-tier subsidiary level. 

 

 

As indicated in Table 2.2 above, a considerable number of enterprises controlled by the central 

government are outside the SASAC system. In 2018, 829 SOE groups are included in the MOF 

Yearbook’s SOE statistics, of which only 96 answer to the central SASAC and 17 to the Central 

Huijin. A breakdown of the control of central SOEs is provided in Table 2.3.  
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Table 2.3: Number of SOE groups under the direct supervision of central government 

organs, 2018 
Central government authority Number of enterprises 

SASAC 96 

Huijin/China Investment Corporation (financial companies) 17 

Supreme People's Procuratorate 2 

Ministry of Education 377 

Ministry of Industry and Information Technology 82 

Minstry of Finance  120 

Ministry of Civil Affairs 5 

Ministry of Justice 1 

Ministry of Environmental Protection 2 

Ministry of Water Resources 8 

Ministry of Agriculture 5 

Ministry of Commerce 1 

Ministry of Culture 10 

Health and Family Planning Commission 6 

Press, Publication, Radio, Film and Television Administration 1 

General Administration of Sports 46 

State Forestry Administration 1 

National Tourism Administration 2 

State Oceanic Administration 2 

Civil Aviation Administration 9 

State Administration of Cultural Heritage 1 

Central Committee of the Communist Party of China 2 

Central Committee of the Communist Youth League 3 

China Federation of Liberal Arts 5 

China Council for the Promotion of International Trade 25 

Total  829 

Source: author’s calculation based on China Ministry of Finance (2019) ‘2018 年中央国有资本经营预

（决）算编报系统’ (2018 Central State Capital Budget Reporting System), Beijing.  

 

 

The central SASAC and Central Huijin control many of China’s largest companies. Table 2.4 

shows that in 2018, 24 out of the 30 largest Chinese companies are controlled by the central 

government, including 17 by the central SASAC and 7 by Central Huijin; the remaining six are 

controlled by a variety of owners: private owners (3), local governments (2) and a hodgepodge 

of owners within an exceedingly complex corporate structure (Ping An Insurance Company). 

The 24 mega SOEs in Table 2.4 have all entered the Fortune Global 500 list, and account for 

much of China’s overseas investment. The top 10 largest Chinese companies are all on the list of 

the top 50 largest global companies. On the 2019 Fortune Global 500 list, American companies 

account for 121 of the world’s largest corporations by revenue while Chinese companies 

account for 129 (including 10 Taiwanese companies), out of which 82 are SOEs. This signifies 
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the importance state ownership continues to play in China today (Fortune, 2019). The largest 

SOEs are clustered in:  

 Financial industries (e.g., Industrial & Commercial Bank of China, Agricultural Bank 

of China and China Life Insurance) 

 Utility and upstream resource industries such as electricity production and 

distribution (State Grid) and oil and gas (Sinopec Group and China National Petroleum) 

 Infrastructure and construction (China State Construction Engineering, China 

Railway Engineering Group and China Mobile Communications) 
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Table 2.4: China’s 30 largest companies 2018  

Rank Group or company name 

Revenue 

($M) 

Profits 

($M) Assets ($M) Controlling agency 

1 State Grid 348,903 9,533.40 585,278 Central SASAC 

2 Sinopec Group 326,953 1,537.80 346,544.50 Central SASAC 

3 China National Petroleum 326,008 -690.5 629,410.50 Central SASAC 

4 

China State Construction 

Engineering 156,071 2,675.20 239,680.90 Central SASAC 

5 

Industrial & Commercial 

Bank of China 153,021 42,323.70 4,005,995.50 Central Huijin 

6 Ping An Insurance 144,197 13,181.40 997,093.80 

Mixed. No 

controlling 

shareholder 

7 China Construction Bank 138,594 35,845.20 3,397,479.00 Central Huijin 

8 SAIC Motor 128,819 5,091.30 111,107.70 Shanghai SASAC 

9 Agricultural Bank of China 122,366 28,550.40 3,233,013.20 Central Huijin 

10 China Life Insurance 120,224 266.5 552,760.60 Central Huijin 

11 Bank of China 115,423 25,509.20 2,989,469.30 Central Huijin 

12 

China Mobile 

Communications 110,159 10,932.00 264,342.60 Central SASAC 

13 

China Railway Engineering 

Group 102,767 1,169.80 130,212.20 Central SASAC 

14 China Railway Construction 100,855 1,308.80 126,891.50 Central SASAC 

15 Dongfeng Motor 93,294 1,400.00 71,384.20 Central SASAC 

16 

Huawei Investment & 

Holding 89,311 7,020.80 77,583.70 Private 

17 China Resources 82,184 3,151.90 186,720.40 Central SASAC 

18 China National Offshore Oil 81,482 3,018.50 173,408.30 Central SASAC 

19 

China Communications 

Construction 79,417 1,544.70 183,197.50 Central SASAC 

20 Pacific Construction Group 77,205 3,143.90 56,577.20 Private 

21 Sinochem Group 76,765 753.3 64,065.60 Central SASAC 

22 China Energy Investment 75,522 2,494.90 274,440.50 Central SASAC 

23 China Minmetals 72,997 -210.7 131,337.80 Central SASAC 

24 China Southern Power Grid 72,787 1,937.90 113,886.20 Central SASAC 

25 Amer International Group 72,766 1,545.80 22,046.60 Private 

26 China Post Group 72,197 4,960.70 1,422,554.90 Ministry of Finance 

27 

People's Insurance Co. of 

China 71,579 2,382.00 151,705.50 Ministry of Finance 

28 COFCO 69,669 393.5 83,596.60 Central SASAC 

29 Beijing Automotive Group 69,591 1,554.50 67,030.50 Beijing SASAC 

30 China FAW Group 69,524 2,855.80 67,073.70 Central SASAC 

Source: 2019 Fortune Media list of 500 largest companies and firm ownership information from 

enterprise websites. 
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6.2 Developments in the state-owned industrial sector  

In 2017, NBS reported 19,022 medium and large state-holding industrial enterprises (SHIE) 

with more than 20 million in yearly revenue. Combined, they hold nearly 44 trillion yuan in 

assets and reported 1.72 trillion yuan in profits in 2017. According to the SASAC, 16.72 million 

workers were employed in SHIEs in 2015. Figure 2.5 shows the national aggregate development 

in the size of the industrial state sector. We can observe that the SHEI share of all Chinese 

industrial assets and all debt in the industrial sector declined from around 56% in 2003 to 

approximately 40% in 2012, and has stabilized since then. Meanwhile, the SHEI share of all 

industrial profits has declined continuously, showing a generally lower return on assets 

throughout the period. That could be a result of continued policy development missions ascribed 

to SOEs. 

 

Figure 2.5: Assets, liabilities and profit of SHIEs 

 
Source: National Bureau of Statistics, various years. Author’s calculations. 

 

Figure 2.6 below shows the state sector’s share of fixed asset investments on a monthly basis 

during period 2004–2017. This is one of the best high-frequency indicators of the SOE presence 

in the Chinese economy (Batson, 2017). Fixed assets are a relative stable measurement that is 
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not affected by changes in balance sheets, financial shock, etc. The data uses the broad – more 

useful – definition of SOEs (see discussion above). We can observe that in the period 2004–

2008, the state share of investments declined continuously. This is mainly due to the private 

sector growing more rapidly than the state sector, and not a result of privatization of SOEs. The 

state share of investment stopped falling around 2012, and since 2015 has increased 

significantly, from around 30% in 2015 to 37% in end of 2017. SOEs are acting as 

socioeconomic stabilizers. The data reflect how the SOEs in periods with financial stress (2008–

2009) or lower growth (2015–2017) increased their relative share of investments to support 

growth and employment.  

 

Figure 2.6: Monthly data on the state’s share of fixed assets investments 

 
Source: National Bureau of Statistics, various years. Monthly aggregated data. Author’s calculations. 

Investment actually completed by state-owned and state-controlled enterprises / investment actually 

completed in fixed assets. NBS data of all enterprises with annual revenue greater than 5 million RMB in 

the period 2004–2010 and greater than 20 million RMB beginning in 2011.  

 

The increased role of SOEs as government agents to support growth can also be seen when we 

break the data down to study the FAI in infrastructure (see Figure 2.7). SOE infrastructure 

investments as a share of all fixed assets investment in China went from 13.6% in 2012 to 

Global financial 

crisis stimulus 

Sustained/increased state 

investment in Xi-period 

since 2012 
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18.2% in 2017. In 2017, SOEs invested a total of 11.69 trillion yuan in infrastructure, 

representing 64.84% of all infrastructure investments in China. For the first time in China’s 

history, the state invested more in infrastructure sectors than in all other sectors combined. 

 

Figure 2.7: Infrastructure driving the rise in state investments in fixed assets 

Source: authors’ calculations based on National Bureau of Statistics Yearbook, various years. 

Infrastructure defined as fixed assets investment (FAI) in statistical categories; “Production and supply of 

electricity, gas and water”, “Transport, storage and post”, “Information transmission, computer services 

and software”, and “Management of water conservancy, environment and public facilities”.  

 

 

6.3 Sectorial distribution of state assets 

The Ministry of Finance Yearbooks provide the most complete overview of the sectorial 

distribution of the state sector as a whole, including both SASAC and non-SASAC companies. 

My calculations show that 27% of state assets are held by industrial companies, followed by 

17% in enterprises engaged in social services (see Figure 2.4). Industrial SOEs are covered by 

comprehensive annual statistics while the SOEs in service sectors, either newly created SOEs or 
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government services restructured into a new enterprise form, are not covered to the same extent 

in Chinese statistical yearbooks. In addition, it does not make much sense to benchmark service 

SOEs as they are mostly related to social services including hospitals, kindergartens, museums, 

schools, and universities (so-called shiye danwei). Below, we will therefore focus on industrial 

sectors. 

 

 
Note: “Other” includes water conservation and geology, information services, sanitation, science and research 

services, and education, culture and broadcast. Source: Ministry of Finance (2016).  

 

Within the industrial sector of the economy, Chinese SOEs continue to play a critical role in key 

and pillar industries. In so-called “key industries” like oil, coal, gas, railway, aviation, and 

aerospace, the state remains in absolute control with only minor changes in ownership structures 

during the last decade (see Table 2.5 below). Measured by assets, state ownership in these 

industries varies between 51.83% (Production and Supply of Gas) and 95% (Extraction of 

Petroleum and Natural Gas). In what the government classifies as “pillar industries” such as 

automobiles, non-ferrous metals, electrical machinery, communication equipment, computers, 

and other electronic equipment, state ownership remains extensive as well, ranging from 14.03% 

(Manufacture of Electrical Machinery and Equipment) to 54.54% (Mining, processing, smelting 
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and pressing of ferrous metals). These pillar industries are at the core of the “Made in China 

2025” plan, and the ongoing SOE reform aimed at making SOEs more efficient and innovative 

will therefore be crucial for the “Made in China 2025” ambitions of technological leadership. 

State ownership in “competitive” industries is low but not insignificant, ranging from 6.25% of 

productive assets in processing of food from agricultural products to 31.17% in manufacture of 

beverages; most of these SOEs are locally controlled. These competitive industries constitute the 

largest part of Chinese exports, and the low SOE share in these industries is reflected in a low 

SOE contribution to Chinese exports: by 2015, SOEs accounted for only 11% of China’s 

exports.  

 

It is important to note that extensive state ownership in key industries is not unique to Chinese 

state capitalism. Governments around the world acknowledge the possible efficiency advantages 

of natural monopolies, although debate persists as to which industries benefit from these 

advantages. Chinese state capitalism is unique due to high levels of state ownership in pillar 

industries (14–55%), as well as in competitive industries such as the manufacture of medicine 

(15%) and of general and special-purpose machinery (20–25%). There are few if any economic 

justifications for continued state ownership of such firms, but, as will be shown throughout this 

dissertation, state-capitalist decision-making takes a wide variety of non-economic interests into 

account. 

We can also observe that in China’s steel and coal sector, SOEs continue to dominate over 

private companies. In mining and washing coal, SOEs control more than 75% of the assets 

despite only accounting for 19% of the companies in the sector. In mining, processing, smelting, 

and pressing of ferrous metals (of which “steel and iron” are the largest), the state sector 

constitutes 5% of the companies and controls 55% of assets. The state-owned steel and coal 

enterprises are special cases because of their political and economic significance to local 

governments in China. This is especially the case in Shanxi, Hebei, and Henan provinces, where 

coal and steel SOEs account for more than 75% of all provincial SOE assets. Reforming these 

sectors is made difficult by these strong local vested interests. It is in these “pillar” industrial 

sectors, where the principle of “competitive neutrality” between POEs and SOEs, as laid out in 

the most recent government work report, will stand its real test. The report states that the 

government will “follow the principle of competitive neutrality”, which means that “when it 
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comes to access to factors of production, market access and licenses, business operations, 

government procurement, public biddings, and so on, enterprises under all forms of ownership 

will be treated on an equal footing”, Li Keqiang, Premier, cited in (State Council, 2019). 

 

There is a tendency for the measurement applied in Table 2.5 to overestimate the significance of 

the state sector in the Chinese economy since fixed assets are most intensive in heavy industry 

sectors where state companies traditionally have a high presence. The non-state sector has 

developed most rapidly in the light industry and service sectors. Nevertheless, the table tells us 

that the government today still has a presence, albeit uneven, in almost all economic sectors. 
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Table 2.5: SOEs in pillar, key and competitive industries 2008–2017, percentage state-

controlled  

 Number of firms(%) Industrial output (value 

of finished goods) (%) 

Total assets (%) 

 2017 2012 2008 2017 2012 2008 2017 2012 2008 

Key industries 

Mining and Washing of Coal 18.76 12.40 9.38 66.75 60.99 66.81 75.72 70.18 75.53 

Extraction of Petroleum and 

Natural Gas 
62.90 52.99 37.46 95.42 90.73 96.38 

95.00 94.50 96.45 

Processing of Petroleum and 

Coking 
12.18 10.66 9.56 37.48 49.32 47.74 

51.83 57.05 65.05 

Production and Supply of 

Electric Power and Heat Power 
54.18 65.92 58.83 80.18 78.29 72.16 

87.04 90.31 89.56 

Production and Supply of Gas 28.00 29.90 30.37 37.37 57.97 42.99 53.72 56.88 57.29 

Production and Supply of Water 59.30 61.32 62.87 70.61 55.36 45.48 81.62 80.78 79.97 

Manufacture of Railway, Vessel, 

Aerospace and Other Transport 

Equipment 

11.09 10.35 NA 39.10 38.75 NA 

60.48 56.81 NA 

Pillar industries 

Manufacture of Automobiles 5.28 5.90 NA 49.10 41.09 NA 47.21 47.75 NA 

Mining, processing, smelting and 

Pressing of ferrous metals 
5.27 3.85 3.88 

41.37 40.44 38.38 54.54 50.84 57.86 

Mining, processing, smelting and 

pressing of non-ferrous metals 
9.12 8.40 7.10 

36.91 46.05 33.62 41.01 43.03 44.06 

Manufacture of Electrical 

Machinery and Equipment 
2.54 2.67 2.81 14.89 16.90 16.45 

14.03 14.69 13.98 

Manufacture of Communication 

Equipment, Computers and Other 

Electronic Equipment 

3.95 5.07 5.37 16.73 18.69 27.00 

17.43 18.20 17.40 

Competitive industries 

Manufacture of Medicines 5.66 6.65 8.08 12.27 17.92 20.23 15.02 18.84 23.61 

Manufacture of Rubber and 

Plastics Products 
1.34 1.72 3.14 10.15 12.87 8.34 

7.20 8.24 10.43 

Manufacture of Metal Products 2.30 2.50 2.08 13.41 15.68 9.73 14.31 14.00 8.72 

Manufacture of General Purpose 

Machinery 
3.02 3.34 3.26 21.39 23.73 24.83 

20.19 23.37 26.81 

Manufacture of Special Purpose 

Machinery 
3.95 4.61 5.39 28.46 31.64 36.81 

24.62 30.87 34.50 

Processing of Food from 

Agricultural Products 
2.64 2.82 3.53 9.17 11.60 9.00 

6.25 8.42 8.62 

Manufacture of Foods 3.68 4.00 4.74 9.62 8.73 12.53 8.53 9.41 13.48 

Manufacture of Beverages  4.16 5.25 6.02 24.44 22.54 22.26 31.17 28.92 27.12 

Manufacture of Tobacco*** 77.05 79.26 76.28 98.52 98.48 99.00 99.08 99.20 99.13 

Manufacture of Textile 0.94 1.18 1.47 6.29 5.50 7.93 5.42 4.93 6.11 

Manufacture of Paper and paper 

Products 
1.45 1.67 1.96 7.08 17.09 16.81 

11.65 14.63 17.90 

Printing, reproduction and 

recording Media 
5.03 7.26 9.09 12.14 17.22 20.50 

12.84 16.46 19.56 

Source: Authors calculations based on National Bureau of Statistics Yearbooks 2018, 2013, 2009. SOE defined as 

“state-holding industrial enterprises”. *** State monopoly industry.  
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6.4 Profitability of SOEs by industry 

Table 2.6 below shows that the profitability (return on assets, ROA) is systematically lower for 

SOEs than for non-SOEs in all industries except for manufacturing of automobiles and of 

beverages (both competitive industries). In line with the results in Table 2.6, Hubbard (2018) 

also finds that the aggregate rate of profitability of SOEs in China’s manufacturing sectors is 

well below that of non-SOEs. However, smaller SOEs in competitive manufacturing sectors are 

as efficient as non-SOEs (Hubbard, 2018, p. 108). The aggregate efficiency gap observed in 

Table 2.6 is due largely to the poor performance of a relatively small number of very large SOEs 

(Hubbard, 2018, p. 112). However, these SOEs contribute the most to policy objectives (taxes, 

employment, industrial policy objectives, etc.). SOEs pursuing policy objectives will create 

misallocation of capital and market disruptions, for example by attracting labor away from the 

private sector.  

The results reflect that state ownership in key resource and utility industries with extensive non-

profit objectives is both ideologically suitable for the Party-state and an economically good 

alternative to attempting to regulate large private monopolies. In these types of upstream 

industries, profit maximization would not maximize social welfare. An example is the 

production and supply of electric power and heat power, which is by far the largest state-

dominated industry in China today, with more than three times the assets of the state coal 

industry. The ROA for this industry, where state ownership is 87.04% (measured in the 

proportion of assets controlled by the state), was only 2.35% in 2017.  
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However, the lower profitability of state-owned utilities in China compared to manufacturing 

downstream sectors says little about the relative efficiency of each sector, as their objectives 

differ greatly. Higher profits in key industries would mean higher costs for downstream 

manufacturing industries – e.g., profits in electricity distribution and production basically 

function as a tax on mostly private downstream manufacturing. This kind of indirect taxation 

seems to occur, and is reflected in the expanding profits of SOEs in key industries in the last 

decades.  

 

Table 2.6: Return on assets for non-SOE and SOEs in selected sectors 
 Return on assets % (total profit/total 

assets*100) 

 2017 

SOEs 

2017 

Private 

2012 

SOEs 

2012 

private 

Key industries  

Mining and Washing of Coal 4.68 8.16 6.45 13.33 

Extraction of Petroleum and Natural Gas 0.31 28.38 22.25 36.12 

Processing of Petroleum and Coking 9.19 6.32 -1.23 4.98 

Production and Supply of Electric Power and Heat Power 2.35 2.99 2.95 3.24 

Production and Supply of Gas 4.80 7.50 5.63 9.14 

Production and Supply of Water 1.51 5.37 0.37 4.27 

Manufacture of Railway, Vessel, Aerospace and Other 

Transport Equipment 1.90 7.42 2.52 8.13 

Pillar industries  

Manufacture of Automobiles 9.32 8.81 11.03 10.39 

Mining, processing, smelting and Pressing of ferrous metals 2.18 8.20 -0.05 8.73 

Mining, processing, smelting and pressing of non-ferrous 

metals 2.78 7.27 3.72 11.04 

Manufacture of Electrical Machinery and Equipment 3.32 7.56 2.13 9.11 

Manufacture of Communication Equipment, Computers and 

Other Electronic Equipment 4.34 6.91 3.27 7.68 

Normal/competitive industries 

Manufacture of Medicines 7.62 11.36 7.85 12.76 

Manufacture of Rubber and Plastics Products 1.10 8.18 3.72 10.25 

Manufacture of Metal Products 2.02 8.27 3.31 10.51 

Manufacture of General Purpose Machinery 2.88 8.49 4.18 10.06 

Manufacture of Special Purpose Machinery 0.75 8.02 3.34 10.26 

Processing of Food from Agricultural Products 4.26 9.95 5.00 14.45 

Manufacture of Foods 6.79 12.34 5.67 15.10 

Manufacture of Beverages  15.27 10.18 17.40 13.09 

Manufacture of Tobacco*** 9.15 18.05 15.10 17.99 

Manufacture of Textile 1.60 8.74 1.81 9.63 

Manufacture of Paper and paper Products 1.85 7.62 1.50 7.39 

Printing, reproduction and recording Media 6.21 9.65 9.60 10.70 

Source: author’s calculations based on National Bureau of Statistics Yearbooks 2018, 2013. SOEs defined as 

“holding industrial enterprises” (see discussion above). *** State monopoly industry. Note that according to Table 

5, some industries have a low percentage of non-state companies complicating direct comparison of efficiency 

levels.  
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7. Regional variations: Local-state owned enterprises 

The large central SOE conglomerates outlined above are not representative of Chinese SOEs in 

general, but are very important in studies of Chinese elite politics and heavily influence 

aggregated statistics (Brødsgaard, 2012). More than half of SOE assets are held at local levels, 

and the “typical” Chinese SOE is far from a large multinational conglomerate. To understand 

the Chinese state sector’s challenges and influences on the national economy, it is necessary to 

dig deeper into the state assets held at the province, city, county, or even district level. The 

following analysis will highlight how different regions in China have different levels of state 

control. 

 

Figure 2.7 shows the percentage of industrial assets in 2017 controlled by the state across 

Chinese provinces. We observe a large regional variation in the significance of the state sector 

for the provincial economies reflecting both differences in development levels, sectorial 

composition of its economy and government–business relations. In 2017, the lowest fixed assets 

share was in Zhejiang (16.38%), followed by Jiangsu (18.12%) and Guangdong (21.96%). The 

highest share was in Tibet (74.61%), Gansu (73.70%) and Qinghai (72.50%). The distribution 

reflects the role of SOEs as development tools in China’s western, poorer regions, and the large 

private sector development gap between the east coast provinces and the interior. 
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Figure 2.7: SOE share of industrial assets across provinces (2017) 

 
Source: author’s map based on data from the National Bureau of Statistics (2019). 

 

In 2015, local SOEs in the SASAC system employed 16.76 million workers. Figure 2.8 shows 

the share of SOE employment as a percentage of total urban employment in each province in 

2015. The lowest employment share was in Jiangsu (3.49%) and the highest was in Shanxi 

(28.02%). In general, there are two main “belts” with high SOE employment shares (above 9%); 

one running from Liaoning through Beijing, Tianjin, Shandong, Anhui, and down to Jiangxi, 

and one running further inland from Gansu and Qinghai in the northwest through Shaanxi and 

Shanxi down to Chongqing, Guizhou, and Guangxi. The large rich costal manufacturing hubs of 

Jiangsu, Zhejiang, Fujian, and Guangdong has relatively low percentages of SOE employment. 

Shanghai and Beijing notably both have large state sectors with high employment rates. 
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Figure 2.8: Provincial SOE employment (SASAC companies) as a share of urban 

employment (2015) 

 
Source: author’s map based on SASAC (2016) and National Bureau of Statistics (2019) 

 

Figure 2.9 shows that the best-performing local state assets are clustered in the developed 

coastal regions in the period 2015–2017, particularly in Shanghai, Jiangsu, Zhejiang and 

Guangdong, which are the four provinces with the highest ROA. However, state assets in the 

inland provinces Guizhou, Chongqing, and Hubei also perform well. Interestingly, in 

Chongqing, Guizhou, and Guangxi we see a combination of high SOE share of assets, high SOE 

employment and high SOE ROA. The profitability map also reflects the difference in sectorial 

distribution of SOEs, e.g., with the low-profit steel and coal sector dominating in Shanxi and 

Henan.  
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Figure 2.9: Local industrial SOE return on assets across provinces (average 2015–2017) 

 
Source: author’s map based on National Bureau of Statistics (2019). 

 

8. Concluding remarks 

For many years, the dominant assumption in Western scholarship on China has been that the 

Chinese economy is converging towards a Western-style economic system with private 

ownership at the core. Instead, we have witnessed an increased role of SOEs in the Chinese 

economy since 2012 due to economic slowdown and ideological changes emphasizing the 

importance of SOEs for China’s further development, broadly understood. In order to 

understand Chinese state ownership in key, pillar, and competitive industries, we need to expand 

our focus from efficiency effects to include distributional effects as well: how does state 

ownership change the distribution of resources? What are the economic and political effects of 

these changes? Typically, SOEs pay more taxes, depreciate their assets more slowly, and 

employ more workers than non-SOEs (Hubbard, 2018, pp. 113–117). The Party-state cares 

about how SOEs contribute to social stability, especially in the absence of a broad social safety 
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net in China. In addition, support for continued state ownership in many sectors might also 

derive from a preference to distribute state resources to political supporters of the CCP. Here it 

is important to remember that economic policies in China often are based on political 

considerations rather than – or in addition to – economic calculations. 

The analysis above shows the heterogeneous and at times fragmented nature of the state sector. 

This is evident in the complex organization and governance of the state sector, and in the fact 

that SOE presence in the economy, performance and profitability vary widely across industrial 

sectors and geographical regions.  

The recent increase in state investments have primarily been driven by an increase in 

infrastructure investments by SOEs, and there exist large differences in state ownership between 

different industrial sub-sectors. SOEs dominate key and pillar industries, where we have seen 

little changes in the Xi period of 2012–, while state ownership continues to decrease in 

competitive manufacturing sectors already dominated by private companies. The character of 

Chinese state capitalism today is especially evident in continued high levels of state ownership 

in “pillar” industries considered strategic to China’s industrial policy plans (e.g., automobiles, 

non-ferrous metals, electrical machinery, communication equipment, and computers).  

Finally, the chapter also highlighted that it is not meaningful to judge SOE performance in 

isolated comparison to private companies, as SOEs often carry a policy burden: there is a trade-

off between profit and policy. Smaller SOEs are often as competitive as private companies, 

whereas larger companies carry a policy burden, which affects their ability to post profits. The 

reader should now be prepared to dive into the deep and nuanced empirical analysis that 

comprises the bulk of this dissertation. 
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Chapter 3 

Reforming the Chinese state sector: Mixed ownership, corporate 

governance and state-business relations 
 

Kasper Ingeman Beck1, 2 

 

 

Abstract 

The Third Plenary Session of the 18th Chinese Communist Party Congress in 2013 marked the 

beginning of the current, fourth stage of state-owned enterprise (SOE) reforms in China. This 

time, the state’s efforts to improve SOE efficiency and financial performance hinge on attracting 

private capital to take ownership shares in state firms – or so-called mixed ownership reforms. 

The article offers a detailed analysis of the historical embeddedness and policy design of this 

fourth round of SOE corporate restructuring. It relies on analysis of policy documents, 

interviews with experts in China, and a case study of mixed-ownership reform implementation 

in Nanjing, Jiangsu province. The article discusses the implications of fourth-stage reforms for 

state-sector corporate governance, as well as on the changing character of state–Party–business 

relations in China. It argues that the reform agenda represents yet another step towards a system 

of “integrated fragmentation” in the Party-led state capitalist model, which envisions further 

pluralization within the system and continuing market-oriented reforms, even as the Party-

state’s role in corporate governance becomes more formal and institutionalized. It cements an 

evolutionary process towards a political-economic system that organically blends planning and 

market modes of economic coordination, as well as public and private modes of ownership. 

 

Keywords: Chinese state-owned enterprises (SOEs); mixed-ownership reform; state-market 

relations; corporatization; economic reform.  
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1. Introduction 

Since the early 1980s, the government have sought to reshape their relationships with state-

owned enterprises (SOEs). Reforms have focused on contracting, corporatization, mixed 

ownership, and creation of large business groups. While more reforms are expected, one can 

already say that most of China’s SOEs have been transformed from socialist work units (单位) 

administratively controlled and directly managed by various government departments into 

commercial enterprises subject to the Company Law and modern corporate governance 

principles.  

 

The fourth and currently ongoing stage of SOE reform was introduced at the Third Plenary 

Session of the 18th Chinese Communist Party (CCP) Congress in 2013 (CCP, 2013a; Xinhua, 

2013, 2017b). This reform phase includes changes at three levels: regulatory, property rights, 

and operations (CCP, 2020; Xinhua, 2013, 2016, 2017b, 2017a, 2017c; Xinhua Finance Agency, 

2017). The present article will analyze the historical embeddedness and the policy design of this 

new round of SOE reforms. The article has a particular focus on changes at the level of property 

rights, where “mixed-ownership reform” (混合所有制改革) (MOR) is a connecting theme 

across other reform initiatives. In doing so, the article discusses how diversifying ownership 

structures in the state sector has implications for corporate governance, and how the new 

reforms are changing the character of state–Party–business relations in China. The applied 

qualitative research design relies on policy document reviews, SOE manager and expert 

interviews in China, and an illustrative case study from Nanjing highlighting local 

implementation modes of MOR. 

 

MOR refers to a bundle of reforms that, collectively, aim to diversity the ownership structure 

and board composition of corporatized SOEs. Ownership changes are thought to lead to 

corporate governance improvements by clarifying principal-agent relations and creating stronger 

incentive mechanisms. A two-pronged theory drives this process. First, outsiders want a return 

on their investment, so reforms that generate more outsider interest in SOEs are expected, 

simultaneously, to generate more economically productive SOEs. Second, after outsider 

investment has occurred, these investors are expected to carry their priorities and preference 
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with them as they take up board seats in the mixed owned enterprise. In short, MOR aims to 

strengthen the state sector by bringing in capital, professional management practices, and top 

talent from the private sector and new state-owned investment companies (CCP, 2013a).  

 

Following the 2013 decision, the State Council issued a notice in 2015 on overall SOE reform 

and MOR design, which constitute a framework document for lower-level implementation 

(State Council, 2015; State Council and CCP, 2015). In addition, ministries and bureaus at all 

levels have issued voluminous guidelines on elements related to MOR and SOE corporatization, 

including pilot project experimentation (Guangdong government, 2016; Jiangsu Government, 

2016; Ju, 2018; Nanjing SASAC, 2017). In a case study from Nanjing city, the article 

documents how the central-level policy guidelines are operationalized by local governments.  

 

The article is structured as follows. First, I review the literature and analyze the historical SOE 

reforms and the top-level policy design of the current reforms. Second, I focus on local 

implementation through a case study of mixed-ownership implementation in Nanjing. Third, I 

discuss implications for corporate governance and the wider character of state–Party–business 

relations in China, before concluding the study.  

2. Literature review  

There exists a very large and broad literature on SOE reforms in China (see for example Bai et 

al., 2006; Cai, 2002; Gan et al., 2018; Garnaut et al., 2005, 2006; W. Li & Yan, 2013; Xiaojun 

Li & Oi, 2018; Xin Li & Brødsgaard, 2013; Y. Lin & Zhu, 2001). Discussions range from 

corporate governance, Party–business relations, and administrative reforms to privatization and 

ownership restructuring. The most recent studies, covering SOE reform since 2013, can be 

divided into two types: broad overviews of SOE reforms that include brief mentions of MOR 

(see for example Blanchette, 2020; Holz, 2019; Jefferson, 2016; Milhaupt, 2020; Naughton, 

2017); and studies that include more detailed analysis of MOR, from either an 

institutional/theoretical point of view (Meyer & Wu, 2014; Milhaupt & Zheng, 2016b; Zheng, 

2014), or an empirical evaluation of the effects of MOR on SOE financial performance and 

innovation (G. S. Liu et al., 2015; Zhang et al., 2020).  
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Zheng (2014) was among the first studies to review the content of the initial 2013 Third Plenum 

decisions with a focus on MOR, including possible political intentions behind the new reform 

agenda (such as links to the anti-corruption campaign). Taking a broad institutional view on the 

fourth round of SOE reform, Milhaupt and Zheng (2016) and Meyer and Wu (2014) argue that 

MOR is unlikely to lead to any performance improvements due to the institutional structure of 

the Chinese political economy: “Injecting more private capital into SOEs will do relatively little 

to increase the market orientation of the Chinese economy. True reform of China’s SOEs is a 

matter of institutions, not ownership” (Milhaupt & Zheng, 2016a, p. 201). Two of the main 

problems pointed out by Milhaupt and Zheng (2016a, 2016b) are restricted market entry and 

lack of accountability. However, their articles fail to examine the actual implementation of 

MOR in detail, and their conclusions stand in contrast to careful empirical work on the subject. 

Other studies have found that infusions of private capital – and, with it, influence in the 

governance of enterprises that had been wholly state-owned – can improve the innovation 

capacity of these enterprises (G. S. Liu et al., 2015; X. Liu & Nie, 2016; Zhang et al., 2020). 

“Partial privatization, which leads to mixed ownership, can be an optimal form of privatization 

in the context of China’s political system, which is characterized by state capitalism” (G. S. Liu 

et al., 2015, p. 198).  

 

In Chinese academic literature, MOR has been the subject of a large number of studies 

following the political decision to push forward SOE reforms in 2013 (L. Chen & Tang, 2014; 

Dong, 2017; Dong & Hong, 2016, 2017; Han & Duan, 2016; He, 2017; Q. Huang, 2015; S. 

Huang, 2014; Y. Li & Cheng, 2014; X. Liu & Nie, 2016; Song, 2018; H. Wang & Yang, 2018; 

S. Wang et al., 2018; Yang & Tong, 2015; J. Yao & Che, 2015; Y. Yao & Wang, 2015). 

However, most are theoretical and ideological in nature, and do little more than reflect the 

Party’s official views. Most other studies by Chinese scholars lack critical discussions of state-

business relations and corporate governance issues, and, for the most part, use outdated 

quantitative data to analyze performance effects of stock-exchange-listed enterprises. One of the 

few studies going beyond these trends is by Liu and Nie (2016), who find that the number of 

MOEs have increased rapidly in the recent decade, and that MOEs on average are more 

effective than wholly-state-owned firms, private companies, and even foreign enterprises in 

China (X. Liu & Nie, 2016, p. 38).  
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The present article makes three contributions to the literature reviewed above. First, it offers a 

detailed historical analysis of state-sector reforms leading up to the current MOR strategy. 

Second, it is among the first studies to analyze MOR through a qualitative case study of local 

implementation uncovering the specific forms and processes taken by MOR on the ground. 

Third, it looks at the likely consequences of MOR for state-sector corporate governance and 

state–business relations in the context of the new Party-led state capitalist model emerging under 

Xi Jinping (Blanchette, 2020; Naughton & Tsai, 2015, p. 10). 

3. History of state-sector reforms in China: four phases of reform 

3.1 First and second phase of reform 1978–1992 and 1993–2003 

After the reform and opening-up policy in 1978, the first stage of SOE reforms (1978–1992) 

focused on boosting SOE performance, both by changing SOE internal governance through 

contracting and by improving the external market environment in which they operated. The 

inspiration came from the rural household responsibility system, and the government introduced 

a similar contracting system for the industrial state sector (Hassard et al., 2010; Y. Huang, 

1999). Managers were required to meet sales, profitability and investment targets, and fulfill 

state plans and output quotas. In return the enterprise could keep a share of the profits and make 

decisions  about  production  plans,  workforce  adjustment,  and  product  marketing (Garnaut et 

al., 2006, p. 36). The system was first applied in 6,600 SOEs in 1980, 42,000 in 1981 and almost 

the entire industrial sector by 1983 (Y. Huang, 1999, p. 99). Enterprises were at this time still 

managed by sector ministries, bureaus and government departments at various levels – a high 

level of bureaucratic fragmentation in the authoritarian system – which creates a challenge in 

terms of streamlining their governance and reform (Lieberthal & Oksenberg, 1988). 

 

In the second stage 1993–2003, ownership reforms of the state sector, or gaizhi (“transforming 

the system”), were initiated during the Third Plenary Session of the 14th Central Committee 

(CCP, 1993). Gaizhi describes a wide range of corporate restructuring forms, including 

corporatization, public offering, internal restructuring, bankruptcy, employee shareholding, joint 

ventures, full privatization, and more. The plenum also called for establishment of a “modern 

enterprise system” with four key elements: clearly allocated property rights, clear rights and 
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responsibilities, separation of government and enterprise, and scientific management. A year 

later, in July 1994, the Company Law came into effect and established a regulatory framework 

for SOE corporatization. Under this law, SOEs were to be corporatized into limited liability 

companies (including solely state-owned limited liability companies and stock holding 

companies) subject to the legal entity principle,16 the limited liability system and corporate 

governance legal requirements (e.g., establishing a board of directors and a board of supervisors, 

and holding an annual shareholders’ meeting).  

 

In 1995, the campaign of “retaining the large, releasing the small” (抓大放小) was drawn up 

(CCP, 1995). It aimed to develop a restructuring program where small SOEs undertook gaizhi 

and were partially or fully privatized, while large SOEs in strategic industries remained 

untouched (G. S. Liu et al., 2015, p. 99). This meant that the most extensive reforms took place 

at the sub-provincial level. Finally, the CCP gave a green light to SOE ownership diversification 

at its 15th Congress in 1997, broadly endorsing mixed-ownership policies in all localities in 

China (Cai, 2002; Gan et al., 2018, p. 9). The 15th Congress stipulated that the private economy 

was a part of, and not only a supplement to, the socialist economy. Local government decisions 

to partial or fully privatize their SOEs were interpreted as demonstrations of loyalty to the 

central government (Cai, 2002, p. 102). Previous obstacles to ownership reforms, such as 

interests of workers and banks, became less important, and promotion of the private economy 

became a central element in local economic development plans.  

 

It is important to stress that China never had a centrally designed nationwide privatization 

program, and that local ownership reforms, especially the widespread corruption in sales of 

provincial and municipal assets met with increasingly intense critiques from Beijing. Premier 

Zhu Rongji spoke of direct privatization as a “crime against the people”, and Vice-Premier Wu 

Bangguo suggested that local governments had misinterpreted the 15th Party Congress decisions 

(Brødsgaard & Rutten, 2017, p. 117; Cai, 2002, p. 113).  

 

In China, the gaizhi process has been very different from the “shock therapy” that had been 

applied to other post-communist economies (Buck et al., 2000). Instead, most SOE assets 

                                                      
16 The company is treated as a legal entity separate from its members. 
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remained in the hands of the state during slow and gradual restructuring processes that have 

varied from province to province. Different methods have been applied, tested and adapted to 

the specific timing and context of a locality (Garnaut et al., 2006; Y. Lin & Zhu, 2001). For 

example, city governments in Zhejiang, particularly in Wenzhou and Ningbo, started 

privatization as early as 1994 and ended the policy by 1996, while the privatization of city-

owned enterprises in southern Jiangsu did not begin until the Jiangsu provincial government 

received an unambiguous central directive in 1998 (H. Li, 2003, p. 487). As such, the reform 

was (and still is) characterized by a large degree of “horizontal non-uniformity”. In addition, the 

reform was (and still is) initiated differently at different levels of government; for example, 

insider-based privatization of SOEs occurs at the county level, layoffs of state workers primarily 

at the city level, and marketization reforms and “grasping the large” SOEs at the provincial 

level. This has created substantial “vertical non-uniformity” in reform (Cao et al., 1999, p. 124). 

However, in general terms during the 1990s and early 2000s, two overall forms of SOE 

corporate restructuring have been dominant. 

 

The first form of restructuring is full privatization, understood as the sale of state-owned assets 

such the right to appoint managers and a board of directors passes to private investors (Shirley, 

1999, p. 115). For example, in marketized coastal provinces, some foreign firms were allowed to 

completely buy out the shares of local-SOEs17 in the late 1990s (Oi, 2005). Both political and 

economic considerations need to be evaluated by a local government that is contemplating full 

privatization; will there be large layoffs after privatization? If so, does the government have 

sufficient resources to support these people until they find new employment opportunities? Will 

the newly streamlined firm be profitable, taxable and employment-generating? What strategic 

local government interest would be more difficult to pursue after control over the firm is sold to 

private investors? In practice, only approx. 27.6% of the restructured/corporatized18 SOEs were 

fully privatized in the years 1998–1999, while most enterprises remained state-controlled (Y. 

Lin & Zhu, 2001, p. 324). In addition, many pseudo collective enterprises relinquished their “red 

caps” and became private enterprises by registration (as well as in practice) (Cai, 2002, p. 102). 

                                                      
17 This concept – local-state-owned enterprises – refers to enterprises owned by government entities below the 

central level of China’s administrative heirarchy. It is properly introduced in Chapter 5 (Article 3). 
18 By 2003, only 30% of the firms that came under SASACs control had been corporatized (Tsai & Naughton, 

2015, p. 54). By 2011, this has increased to 72%, and in 2017, almost 93% of SASAC companies are corporatized.  
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A second, more widely applied, form of restructuring is corporatization leading to mixed 

ownership through shareholding reform. This turns SOEs from sole state proprietorships 

controlled by industry-specific government agencies (before the SASAC system was established 

in 2003) at various administrative levels into various forms of shareholding corporations with a 

Western-style corporate governance structure regulated by the Company Law. Corporatization 

provides a clearer relationship between owner and management and better corporate 

governance: in practice, corporatization changes an SOE from a governmental “administrative 

unit” into a business enterprise that is fully subject to the Company Law (Shi, 2012, pp. 91–

112). Also, corporatized SOEs must install “modern” corporate governance organs such as a 

board of directors system. Corporatization allows a firm to spin off non-performing assets, raise 

new funds on stock exchanges, and change its internal ownership profile. Most corporatized 

SOEs fall into one of three types of shareholding companies: sole-state-funded limited liability 

companies (SSLLCs) (国有独资有限责任公司), shareholding cooperatives (SHCs) (股份合作

企业), and limited liability shareholding companies (LLSCs) (股份有限公司) (Y. Lin & Zhu, 

2001). In SSLLCs, a single state entity is the sole shareholder and no shareholder meetings are 

held. Instead, the controlling state institution (today the SASAC; see section 2.2) directly holds 

most powers that would be nested in a shareholders meeting. In SHCs, only corporate insiders 

(employees and managers) may purchase shares (Oi, 2005). In contrast, outsiders can buy shares 

in LLSCs. Hence, corporatization provides the institutional foundation for privatization, but full 

privatization is only one among many possible outcomes. Indeed, as we shall see, the most 

common form of mixed ownership is a firm that is jointly controlled by two or more 

government entities.19 

While the first and second phases of SOE reforms achieved the first goal of the “modern 

enterprise system”, namely clearly allocating property rights, it was less effective in clearly 

allocating rights and responsibilities, and separating government from enterprise (e.g., due to 

social responsibilities and layoffs), which are still major challenges to the current SOE reform 

                                                      
19 This type of reform has been very prominent since 2008, and is now referred to as mixed ownership reform (混合

所有制改革) (MOR). As such, the current MOR can be traced back to ideas and processes laid out during the 

second phase of reforms. 
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plans under Xi Jinping. Overall, the first two phases of reform highlight the slow and gradual 

nature of China’s state-sector transition (Tsai & Naughton, 2015, p. 54).  

3.2 Third phase of reform 2003–2013 

The creation of the State-owned Assets Supervision and Administration Commission (SASAC) 

in 2003 marked the beginning of the third stage of SOE reforms (2003–2013). SASAC is 

mandated to preserve and increase state-owned assets through continued corporatization 

consolidation of SOEs into larger units and business groups, and institutionalization of state–

SOE relations (the state should behave as shareholder). This meant that corporatization efforts 

leading to mixed ownership continued, while full privatization restructuring slowed down 

dramatically.  

The establishment of the SASAC system gave rise to large changes in the management of SOEs. 

They went from having to respond to several authorities (ministries, commissions, government 

departments, etc.) to having one administrator/owner at national, provincial, and city level 

respectively (Sheng & Zhao, 2012, p. 267). The SASAC-system addressed the problem of 

diffracted state ownership in China, where ministries in charge of different industries and 

regional government units protecting local interests interfere in SOEs, often outside of the 

channels of formal ownership (Redding & Witt, 2007, p. 94). SOE ownership reforms and the 

SASAC system led to considerable improvements in labor productivity and operating efficiency 

during the years 1997–2007 (Brandt et al., 2020, p. 13). However, the system also consolidated 

the state’s direct power over the economy and undermined market economic principles since the 

SASAC(s) simultaneously function as regulator, market participant, owner and administrator of 

SOEs (Sheng & Zhao, 2012, p. 279). One remaining challenge in the SASAC system is its 

restricted regulatory authority. First, it does not decide how SOE profits will be distributed; 

most profits are retained or recycled back to SOEs through the Ministry of Finance, which 

collects the dividends (Lin, 2014: 65). Second, key SOE appointments continue to be handled 

through Party channels according to the nomenklatura and bianzhi systems (Chapter 6 (Article 

4); see also Brødsgaard, 2002, 2012). Third, SOEs under SASAC oversight often are enormous 

and often opaque organizations, making it challenging for the limited SASAC staff to oversee 

operations even if they gain full access.  
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In 2005, the China Securities Regulatory Commission (CSRC) allowed state enterprises listed 

on China’s stock exchanges to set up equity incentive plans – albeit under stringent conditions 

(Ran & Cheok, 2016, p. 249). A year later in 2006, it was announced that the separate tradable 

and non-tradable shares system for SOEs would be gradually canceled, further narrowing the 

gap between privately-owned enterprises and SOEs in terms of corporate structure and 

registration. This seemed to take China one step closer to a “modern enterprise system”.  

 

3.3 Fourth phase of reform 2013 –  

Third Plenary Session of the 18th CCP Congress in 2013 marked the beginning of the ongoing 

stage of SOE reform (CCP, 2013a; Xinhua, 2013, 2017b). The plenary decisions vow to uphold 

the direction of reform towards a “socialist market economy” (社会主义市场经济) (CCP & 

People’s Daily, 2014). The decision unpacked a “socialist” and a “market” element in the 

“socialist market economy”. The socialist element emphasized the continued “leading role” of 

SOEs in the economy. Thus, the decision of the Third Plenary Session emphasized the need to 

“unswervingly consolidate and develop the public economy, persist in the dominant position of 

public ownership, and give full play to the leading role of the state-owned sector” (CCP, 2013b). 

On the other hand, and seemingly contradictory to the first statement, the decision also 

emphasized continuation of market-oriented reform, arguing that it was necessary to “promote 

market-oriented reform in width and in depth, greatly reducing the government's role in the 

direct allocation of resources, and promote resource allocation according to market rules, market 

prices and market competition”  (CCP, 2013b). The SOE reform rolled out since 2015 also 

reflects the dual nature of SOEs (State Council and CCP, 2015). The reforms overall aim to 1) 

enhance incentives for profit making by increasing firm autonomy, 2) enhance CCP and 

administrative oversight to curb corruption and secure “Party discipline”, and 3) to assign SOEs 

further development missions in new areas such as technological innovation (State Council and 

CCP, 2015). Naughton has called this the “impossible trinity” of reform, concluding that the 

“overall [SOE reform] program reflects the unmistakable victory of a political coalition that 

seeks to re-purpose SOEs into developmental instruments” (Naughton, 2017, p. 295).  
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To some extent, the conflicting reform content reflects the policymaking process that led up to 

the decisions. After the Third Plenum in 2013, it took two years to issue detailed guiding 

opinions on the content of SOE reforms, highlighting the difficulties in reaching a consensus on 

reform directions in the policymaking elite (State Council and CCP, 2015).  

The Central Leading Group for Comprehensively Deepening Reforms (中央 全面深化 改革 领

导小组).20 chaired by Xi Jinping himself and including a specialized subgroup for Economic 

System and Ecological Civilization System Reform, drafted the final documents (Holz, 2019, p. 

19). The specialized subgroup was placed in the staff office of the Central Leading Group on 

Financial and Economic Affairs (headed by Liu He, key economic advisor to Xi Jinping), which 

effectively meant that traditional state-sector planning agencies, the National Development and 

Reform Commission (NDRC) and the SASACs were sidelined (Holz, 2019, p. 19). This is 

symptomatic for how the Party apparatus under Xi Jinping has increasingly overtaken traditional 

competencies of the state organs (Brødsgaard, 2018). A large amount of CCP and state 

“opinions,’ “interim measures,” “views,” and “guidance” have since been issued in a “1+N” 

SOE reform strategy leaving ample room for local-level experimentation and interpretation (see 

for example CCP, 2020; SASAC, 2017; State Council, 2015, 2018).  

Taken together, the reform documents spell out changes at three levels: regulatory, property 

rights and operations. Changes in these three areas are interconnected in practice: e.g., changes 

in ownership/property rights leads to operational changes. 

First, at the regulatory level, reforms emphasize classification of SOEs (see Table 3.1 below), 

tier supervision, and the establishment of state-owned assets investment and operation 

companies (国有资本投资运营公司)(SAIOCs).21 SAIOCs are wholly state-owned legal-person 

entities established by SASAC. They serve as the hub connecting the SASAC and state-funded 

                                                      
20 In March 2018, the small leading group was elevated into a CCP central level committee: The Central 

Comprehensively Deepening Reforms Committee (中央全面深化改革委员会). A small leading group (领导小组) 

is generally an ad-hoc deliberative and coordinating body. A CCP central level committee (委员会) is generally a 

fixed organization set up to complete certain tasks. It was concrete functions and standardized organization defined 

in working regulations (CCP, 2018). 
21 State-owned assets operation companies mainly manage holding and shareholding companies, and do not deeply 

participate in the daily operations of investment targets. State-owned assets investment companies carry out 

industrial capital investments, and engaged actively in daily operations of investment targets to support the “leading 

role of state-owned capital in building pillar and high-tech industries” (Qianshan, 2020).  
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enterprises essentially creating a three-tiered state-assets management system. This implies a 

shift in the government’s role from a manager that oversees daily operations to a shareholder 

that focuses on investment returns; or in other words, from “assets management” to “capital 

management”. This brings the Chinese system closer to Singapore’s Temasek model. Pilot 

projects for this reform has been expanded since 2018 and include State Development & 

Investment Corp., China National Cereals, China Chengtong Holdings Group etc. (Economic 

Daily, 2018; SASAC, 2019a). In theory, the reform should separate the agent (SOE) and the 

principal (government) more clearly, and is a partial solution to the soft budget constraints 

problem. By the end of 2018, China had more than 1600 local and central state-owned capital 

funds with a combined 4.05 trillion yuan22 (T. Huang, 2019). Every month, new SAIOCs are 

created (SASAC, 2018; Xinhua, 2015). The National People’s Congress (NPC) stressed in its 

budget report that the government would “give full play to the leveraging role of government 

funds in guiding capital and resources toward key areas of strategic importance” (Ministry of 

Finance, 2019, p. 26). The SAIOCs are different from both Local Government Financing 

Vehicles and from development banks, since they often take active stakes in targeted companies 

(e.g., with board seats) and have a mandate to support the “leading role of state-owned capital in 

building pillar and high-tech industries” (Qianshan, 2020). Recent developments include the 

establishment of China State-owned Enterprises Mixed-ownership Reform Fund (中国国有企

业混合所有制改革基金有限公司)23 under the Chengtong holding group (a central-level SOE). 

The fund is created with a policy mandate to push forward and coordinate MOR drawing on a 

200 billion yuan credit line (SASAC, 2020). The new MOR fund should “attract non-state 

capital’s participation in SOE reform, and help SOEs invest in private enterprises and other 

ownership enterprises” (SASAC, 2020). The MOR fund was established as a part of the 14th 

Five-Year Plan covering the period 2021–2025. It is mandated to further promote mixed 

ownership and speed up the structural adjustment of the state-owned economy (China Daily, 

2020). 

 

                                                      
22 Not all of them are formally classified as SAIOCs. 
23 The MOR fund is the third national level SOE reform fund after China State-owned Capital Venture Investment 

Fund (中国国有资本风险投资基金股份有限公司) with 200 billion yuan and China Structural Reform Fund (中

国结构调整基金) with 350 billion yuan. 
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Secondly, the MOR is at the center of property rights reforms. MOR is implemented by the 

securitization of state-owned assets, the introduction of strategic investors, the promotion of 

employee stock ownership and equity incentives (see below for details). The result is a more 

blurred line between SOEs and private companies, but the MOR is a potential solution to 

principal-agent problems as well as problems with over- and under-monitoring of SOEs (see 

discussion section). Pilot companies at the central level include Sinopec, China Eastern, China 

National Building Materials Group Corp., China Unicom, and others (see analysis below).  

 

Third, at an operational level, the reforms aim to establish a hybrid corporate governance 

system. International standards for corporate governance are implemented e.g., the board of 

directors system is refined, market mechanisms in hiring and remuneration are introduced, a 

higher level of professionalism is expected from managers, stronger market-based incentive 

systems are implemented, etc. These are combined with stronger Party leadership in both wholly 

state-owned and mixed-ownership enterprises. The reforms will institutionalize the leadership of 

the Party in corporate governance through amendments of company charters and new 

regulations defining relations between the board and the enterprise Party Committee. This 

development is important since it potentially undermine the positive effects from board 

diversification resulting from MOR. If the Party Committee takes the most important enterprise 

decisions, a more diversified board with new private investors will become obsolete. 
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Figure 1: Content of the fourth round of SOE reforms (2013– ) 

 

Source: author’s illustration based on policy documents and interviews 

 

In the following, the mixed-ownership reforms are discussed more in detail while also analyzing 

their relations with other parts of the reforms – in particular the classification of enterprises and 

operational reforms. 

4. Mixed-ownership reforms: overview and policy design 

After the financial crisis in 2008, SOE economic performance decreased significantly – likely 

due to increased focus on SOEs as macroeconomic stabilizers and tools for industrial policy 

implementation (Brandt et al., 2020). When Xi came to power in 2012, this trend accelerated. Xi 

increased the focus on ownership reforms by pushing for further mixed-ownership 

corporatization and abandoning actual privatization. Mixed ownership is perceived as a method 

to make SOEs “become stronger, do better, and grow bigger”  through market-oriented reforms 

of the function and governance of SOEs under a “socialist market economy” creating a “modern 

enterprise system” (Xinhua, 2017c). The idea was presented clearly in the decision of the Third 

Plenary Session of the 18th CCP Congress in 2013 (CCP, 2013a; Xinhua, 2013, 2017b): “A 

mixed economy with crossholding between state-owned capital, collective capital and non-
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public capital is an important way to materialize the basic economic system of China”24 (CCP, 

2013a).  

 

The 2013 decisions concerned both a mixed-ownership economy and mixed-ownership 

enterprises. A mixed-ownership economy means that private and foreign enterprises dominate 

certain competitive, downstream sectors while state-controlled enterprises dominate strategic, 

upstream sectors of the economy. The mixed-ownership enterprise reform means that “non-

state-owned capital will be allowed to take equity stakes in enterprises with investment by state-

owned capital”, but also that the government is encouraging “state-owned capital to take stakes 

in non-state-owned enterprises in a variety of ways”, especially in new emerging industries 

underlining China state-led model of development (NDRC and SASAC, 2015). MOR is 

primarily targeting the subsidiary level, but in 2017 the State Council opened up for mixed 

ownership at the holding group level, many of which are currently  still non-corporatized entities 

(State Council, 2015, 2017; Xinhua, 2013). To date, there have been no cases of MOR at the 

holding group level.  

 

Since 2013, there have been four rounds of pilot MOR reforms with the fourth round announced 

in late 2019 covering 100 SOEs at central, provincial and municipal levels (China Daily, 2019). 

According to SASAC, China has since 2013 completed more than 4000 cases of mixed-

ownership reform with more than 1.5 trillion yuan25 of new capital involved (China Daily, 

2020).  

 

In the case of Unicom (a centrally controlled telecommunications SOE), 78 billion yuan was 

invested in its Shanghai listed subsidiary by a consortium of 14 investors comprised of an all-

star team of private Chinese tech-companies (Alibaba Group, Tencent Holdings, Baidu Inc. and 

JD.com) (Unicom, 2017). The new investors appoint five of the 13 directors on the board. 

Another prominent case is Sinopec, where 100 billion yuan was invested in its subsidiary 

Sinopec Marketing Co. by 25 investors (each with no more than 2.8% of the shares). Among 

                                                      
24 Original text: 国有资本、集体资本、非公有制资本等交叉持股、相互融合的混合所有制经济，是基本经

济制度的重要实现形式 
25 In comparison, at the end of June 2019, the total assets of Chinese SOEs reached 195 trillion yuan. It is unclear it 

the 1.5 trillion yuan includes investment from state-linked funds such as SAIOCs – see case of Sinopec below.  
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these 25 investors, private and foreign investors acquired less than 10% of the total shares 

during MOR, while 20% was acquired by state-linked funds and other SOEs (SCMP, 2014). 

After the reform, Sinopec still held about 70% of the total shares. None of the private or foreign 

investors appoints directors. This type of MOR has led private companies to remain skeptical 

towards participating in MOR due to the uncertainly of investment returns, largely dispersed 

ownership after MOR, and lack of real influence on corporate decisions in targeted enterprises 

(Appendix I; interview 3). 

 

After securitizing assets, at least five implementation modes have been applied in MOR: 1) 

restructuring led by government-backed reform funds and SOEs buying into other SOEs, 2) 

introduction of strategic private and foreign investors,  3) stock exchange listing, 4) employee 

stock ownership, and 5) SOEs buying into privately controlled enterprises (Deloitte, 2017; 

SCMP, 2018; State Council, 2015). The different methods are very often combined and used at 

different stages of enterprise development. For example, an SOE might first corporatize into a 

solely state-funded limited liability company before welcoming strategic private investors as 

part of a restructuring process, and finally list on a stock exchange while granting shares to key 

employees (Appendix I; interview 1). The choice of reform methods will both depend on the 

particular circumstance of the targeted SOE, and the local institutional setting enabling the 

corporate restructuring process (DRC, 2014)(Appendix I; interview 6). Priority is given to 

strategic investors who can provide network, market access, key technologies, management 

experience and/or have experience with listing enterprises on stock  exchanges – this was 

evident in the case of Unicom (Deloitte, 2017)(Appendix I; interview 6).  

 

The MOR is guided by a new classification of SOEs; different types of SOEs have different 

functional orientations, development goals, and reform strategies (see Table 1)(NDRC and 

SASAC, 2015). The classification is a necessary condition and prerequisite for advancing MOR 

(Appendix I; interview 6 and 7). According to the joint SASAC-NDRC announcement in 2015, 

all Chinese SOEs should eventually be classified into three types (NDRC and SASAC, 2015): 

fully commercial, commercial with special tasks, and public service. The overall scope of state 

intervention in particular sectors and individual firms, which is complex and with wide-ranging 
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implications and strong vested interests involved, is calibrated with reference to a firm’s 

placement in this typology (Appendix I; interview 7).  

 

Except for the framework in Table 1, the SASAC has not provided clear direction about which 

state-owned assets may be mixed (and which may not), and has left such decisions largely to the 

Party committees of the individual SOE groups and local SASACs (Appendix I; interview 2). In 

practice, the most marketized and profitable parts of the SOEs (e.g., logistics units of aerospace 

companies or marketing unit for Oil and Gas companies) are often selected for MOR (Appendix 

I; interview 2).  
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Table 1: Categorization of SOEs and mixed-ownership reform implications 
Category Functional orientation Mixed-ownership reform  

Fully 

commercial  

Enterprises whose main business is in fully 

competitive industries. 

E.g., building materials, real estate, tourism, 

cultural industry, hotel development, and 

manufacture of electronic products, food and 

textiles 

Primary target for reform 

 

“The state can have absolute 

majority, relative plurality or 

minority stake”  

 

Goals: grow profits and 

increase return on assets 

Commercial 

with special 

tasks 

Enterprises whose main business is in 

important industries and key areas that are 

related to national security, natural monopoly 

industries and the lifeline of the national 

economy or mainly undertake “major special 

tasks”.  

 

“Pillar and strategic industries”, e.g., energy, 

oil and gas, telecommunications, steel, 

automobiles, electrical machinery, 

communication equipment, and computers 

Secondary target for reform 

 

“The state should keep a 

controlling stake” 

 

Goals: Operating performance, 

complete government tasks and 

reach strategic development 

objectives 

Public welfare Enterprises whose main purpose is to provide 

public goods and services.  

 

E.g., food storage, public service, research 

groups, military supplies, railways. 

Excluded from MOR 

 

“Absolutely controlled. 

Participation of non-state 

capital through licensing only”. 

 

Goals: Cost control and service 

quality via market mechanisms 
Source: (DRC, 2014; NDRC and SASAC, 2015) and the author’s interpretation of policy and expert interviews. 

The definition of “commercial with special tasks” is interpreted at the provincial level.  

 

All provincial and municipal governments should combine “the actual and reasonable” 

definition of the functional categories of the enterprises they own, and these definitions should 

inform their development and supervision policies (NDRC and SASAC, 2015). What is 

considered a “major special task” or a sector of “strategic importance” will likely vary between 

localities, and can be used as a cover for local protectionism. As a result, MOR implementation 

varies from province to province (Appendix I; interview 7). To achieve more uniform 

compliance, state-owned reform funds have been jointly established and administered by central 

and provincial governments, and the SASAC takes the lead in coordinating the efforts of these 

funds (China Daily, 2017, 2020).  
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5. A Local case study: Jiangsu KeyGen Biotechnology  

According to an interview with a Nanjing SASAC official, reforms of Jiangsu KeyGen 

Biotechnology (江苏凯基生物技术股份有限公司)(KeyGen) are typical of the MOR process in 

Jiangsu province (Appendix I; interview 1 and 4). Initiated in 2015, KeyGen was one of the first 

trial cases of mixed ownership conducted by the city government of Nanjing. Since then, it has 

been setting the standard for MOR processes in Nanjing and Jiangsu; Nanjing has in the period 

2017–2019 completed 36 similar MOR processes (SASAC, 2019b). Furthermore, in the 

nationwide “Double Hundred Action” (双百行动) reform program, Jiangsu has selected 6 SOE 

groups26 at city- and province-level to advance equity diversification, incentive programs, mixed 

ownership, and improve corporate governance (Sohu, 2018).  

KeyGen develops and manufactures biological reagents and engages in healthtech R&D 

activities (Jiangsu Daily, 2016; Jiangsu Government, 2016). KeyGen thereby operates in a so-

called “forward-looking and strategically important industry”, where “state-owned capital is to 

play a guiding and leading role”, according to the implementing opinions on mixed ownership 

put forward by the Jiangsu government (Jiangsu Government, 2016). KeyGen is located in one 

of the most marketized and wealthy regions of China. Before MOR, Nanjing New Industrial 

Investment Group (NNIIG), a SOE-holding group directly under the Nanjing SASAC and an 

example of a local “state-owned asset investment-company”, controlled KeyGen. As part of the 

MOR process, KeyGen was listed and ownership was diversified. In 2018, it had a market 

capitalization of 447 million yuan, 44.5 million yuan in revenue and 5.5 million yuan in net 

profit.   

 

KeyGen was established in 2000 as an 80% state-owned (non-listed) enterprise controlled by 

Nanjing Pharmaceutical Group Co., Ltd., a wholly owned subsidiary directly under the NNIIG. 

Zhuang Xiao, formerly a professor at Dalian University, held the remaining 20% of KeyGen. In 

June, 2002, Zhuang Xiao transferred his 20% ownership to Ye Qing, Chief Scientist and 

Director in KeyGen (KeyGen, 2018, p. 57). In July 2002, Ye Qing transferred 15% equity of the 

                                                      
26 Jiangsu Guoxin Asset Management Group, Huatai Securities, Jiangsu Salt Industry Group, Nanjing Jinling Hotel 

Group, Nanjing Tourism Group, and Xugong Group Construction Machinery 
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company to members of the core technical and management team. 27  In 2009, the parent 

company NNIIG transferred its 80% share of KeyGen from Nanjing Pharmaceutical Group Co., 

Ltd., to Nanjing CoreTech Biomedical Co. Ltd., another wholly owned NNIIG subsidiary.  

 

Faced with difficulties of funding operations and maintaining talent in the company, Nanjing 

municipal SASAC, NNIIG and KeyGen itself decided to initiate MOR on October 18, 2014 

(Appendix I; interview 1). The timing was right with the recent push for MOR from the State 

Council. The goal was to preserve and appreciate state assets and improve company 

performance. The Nanjing SASAC identified KeyGen as a key pilot for the MOR 

implementation in Nanjing as well as a pilot in creating equity incentive schemes in enterprises 

controlled by Nanjing SASAC (Appendix I; interview 4). The MOR in KeyGen was 

implemented in several steps:  

 

First, Guangzhou Yuexiu Emerging Industry Venture Capital Partnership (“Yuexiu Ventures”) 

was identified as a new strategic investor in KeyGen. On January 19, 2015, Nanjing CoreTech 

Biomedical Co., Ltd. transferred 45.52% of KeyGen equity to Yuexiu Ventures, which in turn 

transferred 1.32% of KeyGen equity to Fang Jiachun (President of Guangzhou Yuexiu Industrial 

Investment Fund – main new investor in Yuexiu Ventures), and 3.16% to Lin Guochun (Vice 

President of Yuexiu Ventures). In line with the MOR policies discussed above, Yuexiu Ventures 

is a state-owned investment company controlled by Guangzhou SASAC through a long chain of 

subsidiaries and holding companies (see Figure 2).  

 

Second, on May 15, 2015, it was agreed to increase the KeyGen’s registered capital by 1.45 

million RMB, which was paid in full on May 28, 2015 by Nanjing Kailai Investment 

Management Co., Ltd.  (“Kailai Investments”), a consortium of individual private investors, 

most of whom were senior KeyGen managers (including Wang Xuegen, Chairman and Party 

Secretary in KeyGen, and Ye Qing, Chief Scientist and Director in KeyGen).  

 

                                                      
27

 Wang Xuegen (7.5%), Chen Wuling (2.50%), Feng Ying (1.5%), Liu Hui (1.5%), Wei Ce (1.5%), and Sheng 

Caiting (1.5%). On March 2, 2012, shareholders Chen Wuling, Feng Ying, Liu Hui, and Wei Ce transferred all their 

shares in the company to back to Ye Qing, who held an 11.25% ownership share after the transfer. 
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Third, on January 13, 2016, the company was officially listed on the NEEQ Exchange (新三板). 

The valuation of KeyGen was based on 39 US-listed and 9 Hong Kong-listed companies with 

similar price-to-earnings, price-to-sales and price-to-book ratios (KeyGen, 2016). Wang Xuegen 

and Ye Qing held shares directly in KeyGen through an equity incentive program set up during 

the listing, as well as through Kailai Investments. Furthermore, state-owned institutional 

investors bought shares of KeyGen (see Figure 2).  

The resulting ownership structure (see Figure 2 and Table 2) reflects continued state control 

through a pyramid structure of state ownership, which is an increasingly prominent feature of 

Chinese SOEs (Sutherland & Ning, 2015).  

 

Table 2: Shareholding as of June 2018 

Name of shareholder % of 

outstanding 

shares 

Ownership 

nature 

Guangzhou Yuexiu Emerging Industry Venture Capital 

Partnership  

(广州越秀新兴产业创业投资合伙企业（有限合

伙）) 

31.94 State-controlled 

Nanjing Kailai Investments (南京凯莱投资管理有限

公司) 

25.07 Private 

Nanjing CoreTech Biomedical  

(南京艾德凯腾生物医药有限责任公司) 

21.05 State-controlled 

Ye Qing (叶青) 7.89 Private 

Wang Xuegen (王雪根) 5.26 Private 

Sheng Caiting (盛彩亭) 0.88 Private 

Lin Guochun (林国春) 2.22 Private 

Fang Jiachun (方加春) 0.93 Private 

Institutional investors; GF Securities (广发证券股份

有限公司) and Huatai Securities (华泰证券股份有限

公司) 

4.76 State-controlled 

Source: KeyGen, 2018, p. 59. 
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Looking at Table 3, we see that both NNIIG and new investor Guangzhou Yuexue held two 

board seats, giving state investors control of 80% of the board seats (4 out of 5) after reform. 

Kailai Investments – representing a large part of the KeyGen management – held the last seat. 

We can also observe that Wang Xuegen held the most important positions in KeyGen as 

Chairman and Party Secretary, and simultaneously held positions as Party Secretary, Chairman 

and Deputy General Manager in the holding group, NNIIG. This effectively creates a strong 

vertical interlock between NNIIG and KeyGen, as well as horizontal within-firm interlocks, 

which is a prevalent structure in Chinese SOEs, and recently strengthened with new regulations 

(Arnoldi et al., 2019; CCP, 2020). 

Table 3: Corporate governance structure of KeyGen, June 2018 

Name Board of 

Directors in 

KeyGen 

Board of 

Supervisors in 

KeyGen 

Management 

position in KeyGen 

Position in NNIIG, Kailai, 

or Yuexiu 

Wang Xuegen 

(王雪根) 

Chairman   Party Secretary, NNIIG 

Chairman, NNIIG 

Deputy General Manager, 

NNIIG 

Li Hongqin 

(李红琴) 

Director   Director dispatched by 

NNIG 

Ye Qing 

(叶青) 

Director  Chief Scientist Chairman/investor, Kailai  

Chen Yanping 

(陈艳萍) 

Director   Deputy General Manager,  

Yuexiu Ventures 

Yang Yiming 

(杨一鸣) 

Director   Assistant to General 

Manager, Yuexiu Ventures 

Chen Ding 

(陈锭) 

 Chairman of the 

Supervisory Board 

 Investor, Kailai  

Li Xin 

(李鑫) 

 Supervisor  General Manager and 

investor, Kailai  

Hu Jian 

(胡建) 

 Supervisor  Supervisor dispatched by 

NNIIG 

Lu Huimin 

(吕惠敏) 

  General Manager Investor, Kailai  

Feng Ying 

(冯莹) 

  Deputy General 

Manager 

Investor, Kailai  

Sun Yijun 

(孙益军) 

  Deputy General 

Manager  

Investor, Kailai  

Chen Xinian 

(陈西年) 

  Chief Financial 

Officer  

 

Huang Ying 

(黄莺) 

Secretary to 

the Board of 

Directors 

 Deputy General 

Manager 

 

Investor, Kailai  

Source: Jiangsu KeyGen Biotech Annual report 2018 and enterprise registration databases.  
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How has MOR influenced changes in KeyGen’s governance and performance? Yuexiu was 

represented on the board with two seats, increased transparency and standards through the stock 

exchange listing process, and equity incentive programs for the top management team (partly 

through Kailai Investments). According to the management, corporate performance improved 

after MOR. They have registered two diagnostic reagents, R&D investments have doubled, 

annual revenue has grown by 30%, and new employees with foreign experience have entered the 

technical team (Appendix I; interview 1). The state-owned assets originally invested in 2000 to 

set up KeyGen had increased 10-fold by 2018. How much of these operational improvements 

can be attributed directly to MOR is hard to tell, but there is a clear temporal correlation 

between the improvements and changes in ownership and corporate governance structures of the 

company. 

The KeyGen case is an illustration of a number of the main tendencies in local MOR 

implementation. First, the local-state stays in control of the enterprise after MOR. In the 

KeyGen case, the new investor, Yuexiu, looks on the surface like a private investment fund, but 

tracing the ownership structures reveals that the Guangzhou SASAC controls it. While the local 

state (Nanjing SASAC) controlled 80% of KeyGen before MOR, “it” (i.e., Nanjing and 

Guangzhou SASACs and institutional investors) now controls 57.75% of the shares but still 

holds 80% of the board seats, effectively remaining in absolute control. In addition, even though 

NNIIG is now the second-largest shareholder, it still appoints and approves important 

management positions in the company (Appendix I; interview 1).  

 

Second, the case highlights the government strategy of going from “management of assets” to 

“management of capital”, and using SAIOCs actively in MOR implementation (see regulatory 

reforms, above). Yuexiu’s investment in KeyGen is an example of simultaneous investing in 

biotechnology as a strategic emerging industry, and supporting the MOR program.  

 

Third, shareholding by management and board members is creating financial incentives for the 

top management. Both Wang Xuegen and Ye Qing hold shares in KeyGen, directly as well as 

indirectly through the employee “Kailai Investments” vehicle. The high level of management 

shareholding is a good example of “exploring the implementation of employee ownership in 

mixed-ownership enterprises” in order to create a “market-oriented operating mechanism”, as 

stipulated goals in Jiangsu government reform documents (Jiangsu Government, 2016). The 
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management shareholding reform states that it gives “priority to supporting the transformation 

of research institutes, high-tech enterprises and technology service enterprises with high capital 

and technical factors”, such as KeyGen (Jiangsu Government, 2016). 

Fourth, we can observe strong horizontal interlocks in NNIIG (holding group) between the Party 

Committee and the Board of Directors in according Party regulations (“bidirectional entry and 

cross appointment”) (CCP, 2015). Wang Xuegen is the Chairman of the Board in KeyGen 

(vertical interlock), and Chairman of the Board, Deputy General Manager and Party Secretary of 

NNIIG (horizontal interlock in NNIIG).  

In the case of KeyGen, the “impossible trinity” of reform seems not very problematic because 

the reforms focus more on increasing firm autonomy and incentive schemes than on increasing 

administrative oversight and assigning developmental objectives. According to management 

interviews, Party-building and institutionalization within KeyGen is more a cultural unifying 

factor than a disturbance to effective governance: “Party building is the soul (灵魂) of the 

company. It can organically unify corporate governance” (Appendix I; interview 1). In this case, 

it seems that an arms-length developmental Party-state, or “investor state”, can coexist and 

integrate with market mechanisms. 

6. Discussion: Corporate governance implications and integrated fragmentation  

 

The present article has analyzed current state-sector reforms unfolding in China through a 

historical analysis, a policy review, and a case study. This section will discuss the implications 

of the reforms in terms of firm-level corporate governance, and at an institutional level for the 

direction of Chinese state capitalism. 

 

6.1 Implications for state-sector corporate governance 

The MOR can be seen as an attempt to expose SOEs to market forces and ensure more effective 

monitoring and corporate governance setups. It reflects the Party-state’s belief that ownership 

(reform) matters, sharing control in mixed entities are good for SOE corporate governance, and 

that Party leadership in the state sector is an important bottom-line in reform efforts. The MOR 
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diversifies shareholding and board composition, and thereby (theoretically) improves corporate 

governance by addressing traditional over- and under-monitoring problems in SOEs.  

SOEs are subject to under-monitoring issues, where weak (state) owners have little or no control 

over the operation of the company dominated by strong managers. The state is an abstract, 

organizationally distant owner that only acts through a long chain of agents (civil servants and 

Party cadres) whose interests are not necessarily aligned with the state (Tan & Wang, 2007). 

This argument is especially relevant when considering the large pyramid structures of SOE 

groups, where the principal (the state) is essentially non-existent (Arnoldi et al., 2019). It leads 

to extreme insider-control by the Chairman or CEO, managerial slack and poor performance (J. 

J. Chen, 2005). The problem has also caused corruption, and is a likely a motivation behind Xi 

Jinping’s anticorruption campaign against SOEs (Gang, 2015). SOEs are also subject to over-

monitoring problems, where concentrated ownership in the hands of a single state shareholder 

induces high levels of monitoring and control but reduces management incentives and thus 

results in inefficiency. Strong state shareholders have abused the SOEs under their control for 

political purposes, or engaged in direct tunneling – especially at the local level (G. Li, 2010). 

Weak managerial incentives are also a result of political appointments of management and 

board. By diversifying ownership through MOR, the government addresses these two problems. 

It hopes that new investors – even new state-owned investors – are more able and willing to 

monitor the company to a larger extent than the original state principals: Yuexiu’s two board 

seats enable it to monitor KeyGen operations. In addition, with stronger shareholding by 

management and board, incentives are better aligned with the state principal. 

However, even as MOR is diversifying ownership and in principle promoting market-oriented 

corporate governance, reform is also designed to consolidate the state capitalist system and 

Party leadership over the state sector.  

First, the new investors participating in MOR often are other state-owned entities: holding 

groups and investment companies from other provinces/cities or central-level entities. The state 

effectively keeps control over all reformed SOEs.  

Second, the reform is coupled with an extensive program for institutionalizing and strengthening 

Party leadership in SOE corporate governance. The leadership role of Party committees (groups) 

is being written into company charters, cross-appointments between Party organs and the board 

is implemented by fiat, and major corporate decisions are made by enterprise-level Party 
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committees (groups) before being passed on to corporate boards for approval (CCP, 2015, 2017, 

2020). These changes weaken the position of SOE corporate boards, and might dilute the 

incentives for private investor participation in MOR. The Party will have the decisive say in all 

major enterprise decisions as long as the enterprise is state-controlled (absolutely or relatively), 

and the intended effects of MOR on performance will likely not materialize (Lim & Horesh, 

2017, p. 387; Rosen et al., 2018, p. 7)(Appendix I; interview 5). Furthermore, with a double 

bottom line (economic and political) in MOEs, complex bargains between the different 

ownership groups regarding benefits and objectives can be expected (Naughton, 2017, p. 

296)(Appendix I; interview 5). SOE senior managers and Party committee members effectively 

are the same group of people, and strengthening the enterprise Party Committee is, in its 

essence, equal to empowering the managers. This is highly problematic since it further reduces 

the internal supervision of the company’s management, thus extending problems of under-

monitoring.  

 

However, potential insider control issues related to Party leadership can be balanced out with 

better interactions with higher-level Party and government organs (in particular the SASAC), 

and Party disciplinary inspections can curb corruption. This combination can secure compliance 

with laws and regulations. From a broader societal point of view, it is also possible that long-

term strategic development goals can be facilitated by more direct intervention of Party 

Committees (groups) in decision-making in mixed-owned enterprises.  

 

In terms of solving the “impossible trinity” of reforms (Naughton, 2017), the MOR and related 

reforms do improve firm autonomy and incentives for profit-making (as we saw in the KeyGen 

case), and they separate government from business – at least in principle. However, they also 

increase Party oversight. If the enterprise Party Committee (Group) only sets “the governing 

principles” and conducts “supervision” of misconduct, leaving the board of directors to make 

commercial decisions, the mixed-ownership reform might succeed and lead to more market 

autonomy – naturally, at the cost of implementing fewer policy objectives.  

 

6.2 A state capitalist turn in the industrial governance system: “integrated fragmentation”? 

A line of literature has argued for institutional convergence with the West, stressing a “retreat of 

the state, advance of the market” in China, and the emergence of a modern market economy 
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with separation of the government and business (Cao et al., 1999; Das, 2012; Lardy, 2014; J. Y. 

Lin, 2013; Naughton, 2006; Qian, 2000b, 2000a; Qian & Wu, 2000; Steinfeld, 2010; Wu, 2005). 

E.g., Lardy (2014, p. 148) argues: “The role of the market is likely to further expand, in line 

with the vision laid out in the Third Plenum decision [in 2013]”. What we are seeing with recent 

state-sector policies like the MOR is a “state capitalist turn” in the industrial governance system 

(Eaton, 2016). There are no clear-cut boundaries between Party, state, and market in China; 

rather, the level of embeddedness is growing. This is clearly emphasized by SASAC: 

 

Mixed-ownership reforms must not lead to large-scale retreat of the state-owned sector 

and must not affect the dominant position of the public sector in the economy. The 

development of mixed ownership and the improvement of state-owned enterprises are 

organically unified and cannot be separated. (Interview with Chu Xuping, Director of 

the SASAC Research Center (Economic Daily, 2014)).  

 

The MOR is an expression of the reform contradictions presented in the 2013 Third Plenum 

documents by simultaneously maintaining state control over new MOEs (like the cases of 

KeyGen, Sinopec and Unicom) while promoting market-oriented reform in width and in depth. 

MOR strengthens the two main power-legitimizing sources for the Party-state: controlling 

resources and delivering economic performance. The purpose of the MOR is to increase state 

assets and build stronger and more competitive “modern” companies that can lead China in a 

new phase of internationalization and innovation – especially in new strategic industries.  

 

It’s also possible to draw lines from this study of MOR to theories of “fragmented 

authoritarianism” in the literature (Brødsgaard, 2012; Lieberthal & Oksenberg, 1988; Mertha, 

2009). In describing the Chinese political system, Lieberthal and Oksenberg (1988) originally 

argued that fragmentation in the Chinese system below the power center is due to complex 

central–local relations, bureaucratic interest groups and conflicting levels of authority. 

Brødsgaard (2012) talks about “integrated fragmentation” in his study of large central SOEs. 

Brødsgaard (2012) argues that “SOEs represent forces and interests that have a fragmented 

impact on the centralized power system”, but they are also integrated into the system through 

the Party’s control over enterprise personnel (Brødsgaard, 2012, p. 643).  
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MOR represents further pluralization, or fragmentation within the system, such that different 

actors within the regime are increasingly intertwined; e.g., capital funds, Party cadres, private 

and foreign investors. It organically blends private and public modes of ownership. Private 

investors get access to previously closed industries. We also see a move from direct 

management of assets through the old two-tier SASAC-system towards capital management 

through the new three-tiered system with SAIOCs.  

 

Nevertheless, it also signals integration and state control where the role of the Party organization 

within the new mixed-owned entities is institutionalized, and the reform overall aim to 

strengthen the position of the state sector in a modern and globally interconnected economy. 

MOR upholds the fundamental principles of reform and opening up set out by Deng Xiaoping 

(“socialism with Chinese characteristics”) and Jiang Zemin (“the socialist market economy”). 

As expressed by one interviewee: “Mixed-ownership reform is the crown jewel of socialism 

with Chinese characteristics” (Appendix I; interview 4).  It is a continuation of the belief in 

state-led development - the view that the state has been key to China’s economic success. Under 

a socialist market economy, the state sector strategically guides and develops the national 

economy while promoting a balance with private sector expansion. Markets are primarily useful 

tools for improving the economic efficiency of SOEs. In this way, the Party-state’s planning 

modes of authority organically blends with market modes of organization.  

 

7. Conclusion 

 

The Third Plenary Session of the 18th CCP Congress in 2013 marked the beginning of the 

current fourth stage of SOE reforms, where mixed ownership has been at the center of efforts to 

improve state-sector efficiency and financial performance while striking a balance with 

continued Party leadership. This article has analyzed the motivations, historical embeddedness, 

and the policy design of the new round of SOE reforms. The article has discussed implications 

for corporate governance and the changing character of state–Party–business relations in China.  

At the level of property rights, MOR is implemented by securitization of state-owned assets, the 

introduction of strategic investors and state-owned funds, and promotion of employee stock 

ownership. Unlike previous reforms, MOR is not aiming at privatizing SOEs but will strengthen 



 

112 

 

the state sector by bringing in capital, professional management practices, and top talent from 

the private sector or from state-owned funds.  

At the regulatory level, reforms emphasize classified and tier supervision and reform. The MOR 

is guided by a new classification of SOEs; different types of SOEs have different functional 

orientations, development goals, and reform strategies. In addition, we see the emergence of the 

investor state, where SAIOCs are pushing the state’s role from managing assets toward 

managing capital. These investment companies play a crucial role in ownership diversification 

efforts, which implies that the “mix” in MOR also means the “state mixing with the state”.  

Regulatory and property rights changes are setting the stage for operational improvements. The 

MOR diversifies shareholding and board composition and thereby improves corporate 

governance while (theoretically) addressing traditional over- and under-monitoring problems. 

However, the Party-state aims to create a hybrid corporate governance system for SOEs and 

mixed-owned enterprises, where international standards for corporate governance are combined 

with institutionalized Party control in corporate governance. This will likely imply complex 

bargains and potential conflicts between the different ownership groups. 

Many of these reform elements were present in the case study of KeyGen: The state stayed in 

control after MOR, state-controlled capital funds were involved, and stock exchange listings and 

employee shareholding were applied. Finally, there were also horizontal interlocks between the 

Party organization and other corporate governance organs as well as vertical interlocks between 

the holding group company NNIIG and KeyGen. 

Following Brødsgaard (2012), I interpret MOR as a step towards a system of integrated 

fragmentation in the Chinese state capitalist model. The MOR creates further pluralization, or 

fragmentation, within the system, so that different actors within the regime are increasingly 

intertwined. At the same time, we see that the role of the Party in business is becoming 

institutionalized. The reforms are blurring the lines between public and private ownership modes 

of ownership, and between market and planning modes of coordination. Government and 

business is separated further, while Party and business is integrating. The consequence of these 

developments for SOE operational performance – and the Chinese economy more broadly – will 

define the success of Chinese Party-led state capitalism in the years to come.  
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Appendix I: List of interviews 

Interview 1: Wang Xuegen, General Manager of Jiangsu KeyGen Biotech and Party committee 

member of Nanjing New Industry Investment Group. Interview date: 15 June 2018 and on 25 

November 2018. 

Interview 2: Yu Zhijin, General Manager of CECEP Ningxia New Energy Co., Ltd. Interview 

date: 19 August 2019. 

Interview 3: Zeng Fanfu, Chairman and Party Secretary of Deland Water Technology Co., Ltd. 

Interview date: 22 August 2019. 

Interview 4: Song Wenge, Ph.D., Advisor to the Jiangsu State-Owned Assets Administration 

Supervision Commission on enterprise reform and development, attached to the Yangtze River 

Institute of Industrial Economy, Nanjing University. Interview date: 27 November 2018 

Interview 5: Gao Minghua, Ph.D., Professor, Department of Strategic Management; Center for 

Corporate Governance and Enterprise Development, Beijing Normal University. Interview date: 

23 April 2019 

Interview 6: Xiao Qingwen, Researcher on state-owned enterprise reforms, Development 

Research Center (DRC) for the State Council. Interview date: 18 September 2019 

Interview 7: Li Shuguang, Ph.D., Professor, Director of the Bankruptcy Law and Restructuring 

Research Center, China University of Politics and Law, Interview date: 13 Marts 2019 
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Chapter 4 

Drivers and barriers of local state-owned enterprise reforms in 

China: Cross-province-level evidence 2008–2017 
 

Kasper Ingeman Beck1, 2 

 

 

Abstract 

This article studies local implementation of mixed-ownership reforms (MOR) and the 

corporatization of Chinese state-owned enterprises (SOE) in the period 2008–2017. With a 

starting point in a review of the literature on Chinese SOE reform in the late 1990s and early 

2000s, the article discusses how 1) market supporting institutions, 2) local governments’ fiscal 

conditions and SOE’ financial situation, and 3) political constraints in terms of local state-sector 

employment, function as barriers and drivers of state-sector ownership reform. The article 

utilizes industrial economy statistics found in province-level statistical yearbooks to test the 

hypotheses derived from the literature, and also provides an updated analysis of the ownership 

structure of local state-owned enterprises. The article finds that market-supporting institutions 

and employment in the non-state sector act as support to ownership reforms, as they had during 

previous stages of reform. However, in contrast to previous stages of reforms, low fiscal 

capacity and high debt load in the local-state sector do not lead to ownership restructuring. The 

findings imply that the government’s mixed-ownership strategy is a durable reform path for 

high-performing SOEs located in rich provinces with well-developed legal institutions.  
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subnational institutions. 

 
1 Copenhagen Business School, Department of International Economics, Government and 

Business, Porcelænshaven 24A, 2000 Frederiksberg, Denmark 

 
2 Sino-Danish Center, Eastern Yanqihu campus, University of Chinese Academy of Sciences 

380 Huaibeizhuang, Huairou district, Beijing, China 

 

 

 

 

 

 

 

 

 

 

 

 



 

123 

 

1. Introduction 

Since the Third Plenum of the 14th Central Party Committee in November 1993 spelled out 

detailed measures for establishing a “modern enterprise system”, the connecting threads running 

through state-owned enterprise (SOE) ownership restructuring have been corporatization and 

ownership diversification. During the 1990s and early 2000s, SOEs were restructured into 

shareholding and limited liability corporate entities; smaller, mainly city-level SOEs, were 

reformed into joint stock corporations owned by their workers and (especially) managers, or 

were disposed of by auction, merger, or closure (Weiye Li & Putterman, 2008). The state is still 

the ultimate controlling interest-holder in most reorganized entities28. Under the State-owned 

Assets Supervision and Administration Commission (SASAC)29 system established in 2003, 

many subsidiary companies within large state-owned business group pyramids are mixed-owned 

entities (Arnoldi et al., 2019; Sutherland & Ning, 2015). These are expected to make 

independent decisions based on market signals, even as they remain under firm Party leadership.  

In order to complete the marketization and restructuring process and improve efficiency and 

governance of the Chinese state sector, an extensive SOE reform program was drawn up in 2013 

during the Third Plenary Session of 18th CCP Central Committee meeting (Huang, 2018; State 

Council, 2015; Xinhua, 2017c, 2018). A centerpiece in the program is ownership diversification, 

so-called “mixed-ownership reform” (混合所有制改革) (MOR), combined with continued 

corporatization (公司化) of the remaining non-reformed SOEs (Xinhua, 2013, 2016, 2017b, 

2017a, 2017c; Xinhua Finance Agency, 2017). MOR strengthen the state sector by bringing in 

capital, professional management practices, and top talent from both the private sector and new 

state-owned investment companies/funds (CCP, 2013; H. Chen & Rithmire, 2020). Hence, 

unlike previous ownership reforms in the 1990s and early 2000s, the new phase of SOE 

restructuring does not aim to privatize SOEs. 

Corporatization is expected to lead to enterprises that are more efficient by “modernizing” their 

governance structures. The conversion of SOEs into shareholding corporations and limited 

liability companies under the Company Law after 1994 has led to large improvements in 

                                                      
28 23.2%–27.6% of restructured SOEs were fully privatized in the years 1998–1999 (Y. Lin & Zhu, 2001, p. 324). 
29 Central SASAC is an institution directly under the management of the State Council. It is an ad-hoc ministerial-

level organization directly subordinated to the State Council. In addition, China’s has 36 province-level SASACs 

(31 province level units plus 5 selected cities) and 331 city-level SASACs. 

http://www.sasac.gov.cn/n2588035/n2641584/c4390834/content.html 
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productivity and innovation (Jefferson & Su, 2006). Evidence suggest that the further 

development of enterprises into mixed-ownership entities is in the context of China’s state 

capitalist system, is a very effective reform path for Chinese SOEs improving performance and 

innovation (Guy S. Liu et al., 2015; Sun et al., 2002; Xiaoqian Zhang et al., 2020).  It is 

therefore important to understand the structural drivers and barriers for reform implementation 

in local economies.  

The biggest effect of mixed ownership and corporatization is likely to be among the large and 

heterogeneous group of local SOEs30. In 2016, locally controlled SOEs constituted 66% of 

Chinese SOEs, held 60% of all state-controlled assets, and employed 54% of all state-sector 

employees (SASAC, 2016). Local SOEs are the backbone of many provincial economies. They 

often operate in non-concentrated competitive sectors, and are also China’s least productive and 

most debt-ridden companies. During the previous SOE reform rounds, it was evident that each 

province has different underlying institutional preconditions for implementing state-sector 

reform including market-supporting institutions, sectorial industrial distribution, fiscal situation 

and inherited historical issues in the local-state sector (Cai, 2002; Gan et al., 2018; Guo & Yao, 

2005; Guy S Liu et al., 2005; Zeng, 2013). The article takes its starting point in this existing 

literature on the political economy of corporate restructuring in China, which can be divided into 

two main categories.  

 

First, a number of studies focus on the effects of restructuring, and especially of the changes in 

financial performance after restructuring of SOEs (C. E. Bai et al., 2009; Chang et al., 2003; G. 

Chen et al., 2006; Jefferson & Su, 2006; D. Li et al., 2007; Wei Li, 1997; Guy S. Liu et al., 2015; 

Otchere & Zhang, 2001; Sun et al., 2002; Wei et al., 2003; Yu, 2013; A. Zhang et al., 2002). 

These studies contribute to our understanding of the effects of restructuring, but do not give us 

insights into the process itself or the nature of transition. This literature does not examine the 

probability of reform implementation, and it does not uncover the objectives behind the local 

governments’ decisions to restructure, or not.  

 

The second category of studies looks at factors affecting restructuring and motivations for SOE 

restructuring. Political as well as economic factors determine the possibility, nature, and speed 

                                                      
30 “Local SOEs” refers to enterprises controlled by government entities below the central government level. As of 

2016, there was 89,548 local SOEs reporting in the SASAC system (SASAC, 2017). 
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of SOE corporate restructuring. In this literature, the likelihood and form of SOE restructuring is 

related to 1) local market liberalization and supporting institutional infrastructure, 2) financial 

situation of the local government and/or local SOEs and 3) political constraints (C.-E. Bai et al., 

2006; Brandt et al., 2005; Guo & Yao, 2005; S. Li et al., 2000; X. Li & Oi, 2018; Qian & 

Roland, 1998; Tong, 2009; Cai, 2002; Cao et al., 1999; Gan et al., 2018; Garnaut et al., 2005; H. 

Li, 2003; Guy S Liu et al., 2005; Zeng, 2010, 2013; Zheng, 2014, 2017). This article positions 

itself within this second category of literature. It will address the research question: 

 

What are the important political-economic factors behind local variations of state-owned 

enterprise corporatization and mixed ownership in the period 2008–2017, and how do 

they differ from previous phases of reform? 

 

The article makes two main contributions. First, most existing studies measure SOE 

restructuring as a simple ownership transfer from the state to non-state entities; in other words, 

they measure the level of privatization. This article extends the literature by testing whether 

existing arguments of political-economic factors affecting state-sector restructuring in China 

also applies when looking at mixed ownership and corporatization, where the state remains the 

controlling shareholder after reform. This question is important because, in fact, most SOE 

restructuring after 2003 is characterized by continued state dominance. Second, existing studies 

only look at restructuring in the late 1990s and early 2000s – in particular the “grasp the large, 

release the small” (抓大放小) reform period 1997–2003. The question is how the conclusions 

from this period in regard to drivers of and barriers to local-level SOE reform hold up in a 

different political-economic environment after the financial crisis and under Xi Jinping. By 

analyzing aggregate cross-province-level variations in state-sector restructuring, this article will 

test the relevance of this literature’s conclusions and the accuracy of its predictions on SOE 

restructuring that occurred after 2008. In this way, the article also makes a contribution to a 

limited number of studies that analyze regional variations in calibrations of China’s state 

capitalism (Fligstein & Zhang, 2011; Hu & Lin, 2010, 2011; Peck & Zhang, 2013; J. Zhang & 

Peck, 2016).  

 

The article proceeds as follows. First, the literature on the political economy of corporate 

restructuring in China is reviewed and hypotheses on barriers and drivers of reform are 
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developed. Second, the article introduces the data sample and quantitative methods applied to 

test the hypotheses. Third, the general trends of corporatization and mixed ownership are 

discussed using descriptive statistics, before the analysis of regression models and causal links 

are presented. Finally, the article discusses the findings in the context of previous stages of SOE 

reform and the current push for supply-side structural reform under Xi Jinping.  

 

2. Literature review and hypotheses development 

The following section will discuss the existing literature on drivers and barriers of state-sector 

restructuring and outline four main hypotheses to be addressed in the analysis.  

2.1 Market liberalization and institutional infrastructure  

Market liberalization combined with (market-preserving) federalism “provides a good political 

foundation for economic development” (S. Li et al., 2000, p. 271; Wei Li, 1997). In particular, it 

has been argued that market liberalization within a federal-style political system allows cross-

regional competition, which in turn buttresses the liberalizing state’s overall economic power. 

The experiences of 18th-century England, 19th-century United States and the rise of the Chinese 

economy near the end of the 20th century are used to illustrate the theory (Cao et al., 1999; 

Montinola et al., 1995; Qian & Weingast, 1997).  

In China, increased competition in the domestic market made it harder for local governments to 

protect their SOEs (C.-E. Bai et al., 2006; H. Li & Rozelle, 2000; Guy Shaojia Liu & Gaia, 

2001). Li and Rozelle (2000) show that competition in the product market puts SOE margins 

under pressure, which forced SOE privatization and restructuring in the 1990s. Tong (2009) 

shows that competition has been important for SOE restructuring; measured by the Herfindahl 

index, SOEs in more competitive industries are more likely to restructure. This tendency is more 

pronounced when there is a high concentration of foreign investments in the province. Similar 

arguments are made by Li et al. (2000), who find that intense regional product competition 

stimulates the development of legal institutions, including the rise of a private property system, 

that support the reorganization of SOE ownership. As the marketization level varies 

substantially across China, there exists room for large local variations in the ownership patterns 

that emerge after SOEs have been restructured (G. Fan et al., 2017; Gan et al., 2018, p. 17; 

SASAC, 2017).  
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Cao et al. (1999) and Li et al. (2000) make the argument that intensified cross-province-level 

competition, and especially development of the private sector, undermined SOE monopoly 

price-making capability and made protectionism harder for local governments. In this 

perspective, SOE ownership reforms was primarily a market-driven process pushed by liberal 

reforms that opened markets to competition (Cao et al., 1999; S. Li et al., 2000; Tian, 2001). In 

addition, Cao et al. (1999) and Garnaut et al. (2005) find that provinces with larger private 

sectors have more actively diversified the ownership structures of their SOEs. However, 

political reforms in the shape of decentralization, along with a hardening of SOE budget 

constraints in the early 1990s, also influenced corporate restructuring. One example is the fiscal 

reform in 1994, where sub-provincial governments were required to finance a larger part of their 

budgets from own revenues (Qian & Roland, 1998). Credit centralization in the mid-1990s 

meant that SOE access to cheap loans was reduced while it became more difficult for the local 

governments bail out financially troubled SOEs (Brandt et al., 2005; Guo & Yao, 2005). Hard 

budget constraints (combined with increased market competition) is expected to lead to 

ownership restructuring, while firms with access to credit are less likely to undergo ownership 

change (Tong, 2009).  

Private sector development is arguably highly dependent on the compatibility of supporting 

institutional infrastructure (Hall & Soskice, 2001). Ramamurti (2000), for example, finds a 

correlation between the quality of legal institutions and the success of privatization efforts in 

other developing economies (Ramamurti, 2000). Legal institutional infrastructure is intended to 

support corporatization processes by clarifying rights and responsibilities in a way that ensures 

minority investor protection, which is viewed as a prerequisite to private sector participation in 

the development of a mixed-ownership economy. These links between major institutional 

reforms and sector-specific measures are also recognized by the State Council Development 

Research Center in Beijing (DRC, 2015). This leads us to the article’s first hypothesis:  

 Hypothesis 1: Development of the private sector and legal institutions supports state 

sector ownership restructuring 
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2.2 Fiscal capacity and financial pressures 

In the context of reforms of the 1990s and early 2000s, financial pressure from debt-embedded 

SOEs, and weak government fiscal capacity have been discussed as the main factors leading to 

corporate restructuring and privatization of SOEs (Cao et al., 1999; Gan et al., 2018; Guo & 

Yao, 2005; X. Li & Oi, 2018; M. Liu et al., 2008; Qian & Roland, 1998). It is clear that weak 

financial performance of SOEs was a catalyst for the central government to encourage 

widespread SOE ownership reforms in the late 1990s; in 1994, more than 50.5% of all SOEs in 

China were loss-making, up from 9.7% in 1985 (Cai, 2002, p. 96). However, in regard to the 

effects of SOEs financial conditions on corporate restructuring, the literature diverges as to 

whether better-performing SOEs, would be reorganized before worse-performing ones.  

Outside the China-specific context, it is generally argued that weak-performing SOEs are in the 

most urgent need of restructuring including full privatization, and they would experience the 

biggest gains therefrom (Gupta et al., 2008). In addition, if an SOE has a high debt-to-assets 

ratio, the local government is more inclined to initiate restructuring since such firms pose a 

financial risk to the local government. Here, it is important to understand that local state 

bureaucrats in city- and province-level SASACs are in charge of economic reform and state-

asset management are in authority to decide on restructuring – not the firms themselves (Oi, 

2005, p. 120). 

However, another argument supports the expectation that better-performing SOEs will 

restructure first; “the prettier daughter marries first”, as the saying goes. In support of this 

argument, Su and Jefferson (2003) show that SOE managers have a higher incentive to push for 

privatization if their firm is more profitable. Liu et al. (2007) also argue that better-performing 

SOEs are targeted the most due to their expectedly greater fiscal contribution to the local 

economy after restructuring (Guy S. Liu et al., 2007) Tong 2009). Here, we should also consider 

the so-called “ice pop” effect, where productive assets of high-performing SOEs “melt down” 

over time due to mismanagement and corruption if the SOE remains non-reformed (Garnaut et 

al., 2005; Guo & Yao, 2005, p. 2015). For this reason, state bureaucrats assigned to high-

performing local-state sectors will have incentives to initiate restructuring and thereby enjoy the 

benefits of local economic development.  

On the other hand, Guo and Yao (2005) find no support for these economic efficiency and 

financial liability hypotheses. They argue that VAT is the single most important local tax 
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component in China, and money-losing firms can still provide tax revenues and employment as 

long as they sell their products (Guo & Yao, 2005, p. 215). Li and Oi (2018) also find that the 

economic condition of an SOE does not have any effect on its prospects of being fully or 

partially privatized. In addition, local governments can seek subsidies from the central 

government to finance the shortfalls: “costs of the soft-budget constraint in the relationship 

between SOEs and local governments can be readily absorbed by the soft-budget constraint in 

the relationship between local governments and the central government” (Guo & Yao, 2005, p. 

235). Here, it is notable that the central and local governments have divergent interests in 

maintaining inefficient SOEs. Local governments will only capture a faction of the negative 

social stability cost of reorganizing inefficient SOEs (laying off surplus labor and writing off 

bad loans), while the central government internalizes all negative effects on social stability, and 

therefore have a larger interest in reorganizing local SOEs compared with local governments 

(C.-E. Bai et al., 2006, p. 6). Local governments have strong incentives to improve their SOEs’ 

financial performance since local state bureaucrats’ bonuses and political promotion prospects 

are tied directly to fulfilling economic development targets (H. Li & Zhou, 2005). This became 

increasingly true in China during the 1990s, when decentralization of fiscal authority to local 

governments, combined with increased mobility of non-state capital across regions, hardened 

budget constraints for local SOEs (Qian & Roland, 1998, p. 1144). The opportunity costs of 

subsidizing and bailing out inefficient SOEs subsequently increased, which pushed local 

governments to restructure financially troubled SOEs. 

In addition, the condition of local public finances might also be important to the speed and form 

of corporate restructuring. A city or province with a more balanced budget is more likely to 

privatize and restructure its SOEs since it has the financial resources to cover worker 

compensation and other restructuring costs (Guo & Yao, 2005, p. 224). On the contrary, Cao et 

al. (1999, p. 116) find that during the 1990s, local governments were more eager to push for the 

privatization of SOEs when the government’s fiscal condition was weak and the debt loads of 

local SOEs had increased. They argue for a “capital supply story”, where corporate restructuring 

was driven mainly by a need for the local government to raise money, and to get rid of SOEs 

that posed financial risks. Fiscally stronger provinces have the capacity and incentive to bail out 

failing SOEs in order to protect employment and tax bases (C.-E. Bai et al., 2006, p. 7).  

As such, there is no overall consensus in the existing literature regarding the relationship 

between SOEs’ and local governments’ financial conditions and the implementation, much less 
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outcomes, of SOE reforms. However, some evidence exists that financial problems in SOEs and 

the eroding fiscal condition of their government owners were the main drivers of SOE 

ownership changes. This leads us to the article’s second and third hypotheses:  

 Hypothesis 2: When the local public finance balance sheet improves, the extent of state-

sector ownership restructuring is reduced   

 Hypothesis 3: Lower debt-to-assets ratio in the local-state sector leads to lower extent of 

state-sector ownership restructuring 

 

2.3 Political constraints  

Shleifer and Vishny (1997, p. 771) make the point that political pressure on firms is as important 

as economic pressure in development of corporate governance (Shleifer & Vishny, 1997, p. 

771). This general principle also applies to China, where corporate restructuring has been state-

led to a great extent. Restructuring has only been deemed desirable when it has not been 

expected to inflict large costs to social stability, which in practical terms often meant that proper 

compensation for laid off workers needed to be secured before restructuring could commence. 

Oftentimes, overemployment has been a major obstacle to SOE restructuring because by both 

design and corporate culture of the time, SOEs served as both productive entities and social 

welfare institutions (upholding the “Iron Rice Bowl”) in China’s planned economy (J. Y. Lin et 

al., 1998; Oi, 2005). Studies have found that SOE restructuring results in substantial downsizing 

of employment, thereby creating a problem for the local government (Shi & Sun, 2016). Liu et 

al. (2007) and Bai et al. (2006) both demonstrate the effect of surplus workers on the prospects 

of SOE restructuring. They show that SOEs that employ a larger number of workers are less 

likely to be restructured, or in other words, social stability considerations prevent fast ownership 

changes (C.-E. Bai et al., 2006; Guy S. Liu et al., 2007). Lin and Zhu (2001, p. 318) also find 

that heavy debt and surplus labor are the two most important constraining factors for SOEs 

when attempting to restructure. This is confirmed by Li and Oi (2018, p. 13), who find that 

employment in SOEs is the most important predictor of whether SOEs will be fully privatized or 

restructured with continued state control. SOEs with large employment are much more likely to 

remain state-controlled after restructuring. Overall, political constraints have resulted in 

significant restructuring but relatively little real privatization in China. Political constraints lead 

to restructuring outcomes that fall short of full privatization. Based on these considerations, the 

final hypothesis can be put forward:  
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 Hypothesis 4: A low proportion of local employment in the state-sector supports higher 

extent of state sector ownership restructuring 

3. Methods and data 

Most studies of mixed ownership and corporatization use data reported by China’s stock 

exchange listed SOEs. There were 1053 such companies in 2017, only 0.8% of the 124,966 

SOEs that reported to SASAC one year earlier (SASAC, 2016, p. 689). To gain a better estimate 

of changes in the composition of ownership at the local level, we need to look at non-listed 

enterprises – especially since the purpose is to track the cross-province corporatization of 

traditional SOEs and their further development into mixed owned entities. The article therefore 

uses aggregate data from provincial statistical yearbooks in the period 2008–2017, together with 

“Index of Marketization of China’s Provinces” (NERI) (see 3.2 Independent variables).  

 

3.1 Dependent variables  

The study has two main dependent variables: degree of corporatization among locally 

administered SOEs, and degree of mixed ownership of such enterprises. I define corporatized 

enterprises as state-controlled enterprises (re)organized under the Company Law and therefore 

subject to the legal entity principle, the limited liability system, and corporate governance legal 

requirements (e.g., establishment of a board of directors, shareholders meeting, and board of 

supervisors). I define mixed-ownership enterprises (MOE) as corporatized state-controlled 

enterprises with less than 100% state ownership.  

First, in order to analyze mixed-ownership development, I will utilize a decomposition of the 

statistical concept “state-owned and state-holding industrial enterprises” (SHIEs)(NBS, 2018). 

SHIEs include all wholly state-owned enterprises (enterprises registered as “state-owned 

enterprises” 国有企业 or as “solely state-founded limited liability companies” 国有独资有限责

任公司) plus all other enterprises where the “state-owned assets (share) have a dominant 

advantage upon anyone of the other shareholders in assets (share)”, independent of registration 

type (NBS, 2018;  see Figure 1 for a typology of statistical categories). A dominant advantage 

implies that the state controls a majority of company’s board seats. SHIEs have their own 

category in statistical yearbooks, and a number of statistical measures are publicly available. 

Only enterprises with more than 20 million RMB in yearly revenue are included in the SHIE 
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category. In 2017 China had 1946 industrial SOEs (non-corporatized industrial entities), 3617 

solely state-funded limited liability companies (SSLLC; 100% state-owned corporatized 

entities), and 19,022 SHIEs (NBS, 2019). In 2017, the national-level percentage of MOEs was 

therefore 70.75 %31.  

 

Defining the dependent variable in terms of SHIE means that data about privately controlled 

MOEs in which the state retains a minority of shares after restructuring is excluded from the 

sample. However, according to both policy guidelines and my interviews with experts in China, 

almost all SOEs remain state-controlled after MOR (State Council, 2015).  

 

Second, to estimate the level of province-SOE corporatization, I apply an extension of the 

SHIE-based measurement. I calculate the proportion of registered non-corporatized SOEs out of 

all SHIEs, which gives us an indicator for corporatization among medium and large industrial 

state-controlled enterprises (see Appendix 1). In 2017, the national corporatization percentage 

among SHIE was 89.77%.32 

 

Figure 1: Typology of state-controlled (industrial) enterprises in Chinese statistics 

 
State-owned and state-holding industrial enterprises (SHIE): reflects the effectively state-controlled 

part of the industrial economy 

(国有控股工业企业) 

Entities corporatized and subject to the Company Law 

(Various registration types) 

Non-corporatized. Always registered 

as “state-owned enterprises” 

(国有企业) 

Mixed owned enterprises 

with less than 100% state-

control 

(国有控股混合所有制企

业) 

Solely state-founded 

limited liability companies 

with 100% state control 

(国有独资有限责任公司) 

Source: National Bureau of Statistics and author’s notes. All non-corporatized SOEs (国有企业) remain fully state-

owned.   

 

 

 

                                                      
31 (19022 SHIEs - (1946 SOEs + 3617 SSLLC)) *100  / 19022 SHIEs = 70.75% 
32 (19022 SHIEs - 1946 SOEs) *100/19022 SHIEs  
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3.2 Independent variables 

Following Fan et al. (2012) and Liu et al. (2014) among others, hypothesis 1 on the effects of 

local legal institutional development was tested using the sub-index on legal institutions drawn 

from the “Index of Marketization of China’s Provinces” (NERI) (J. P. H. Fan et al., 2012, p. 

1230; X. Liu et al., 2014, p. 147). The sub-index consists of four measurements for the 

development of market intermediaries and the protection of producers’ and consumers’ interests 

(see Table 1 below). NERI and its sub-indicators are applied widely to assess subnational 

institutional quality, government intervention/control and general marketization of provinces in 

China (Choi et al., 2015; J. P. H. Fan et al., 2012; F. Hu & Leung, 2012; X. Liu et al., 2014; 

Wang, 2017; Y. Zhou, 2014). The indicators takes year 2008 as a basis where all indicators are 

scaled from 0–10. The higher the score, the more marketized the province is. The scores in the 

later years, 2009–2017 continue to take 2008 as a baseline and can therefore go above 10 and 

below 0.  

Hypothesis 2 on fiscal capacity was tested using total provincial revenues as a proportion of 

total provincial government expenditures (Liao & Liu, 2014, p. 125; Ye, 2017; Zheng, 2017, p. 

15). Hypothesis 3 on state-sector debt load was addressed by calculating the liabilities of non-

corporatized SOEs (registered as “国有企业”, see Figure 1) as percentage of total assets. This 

data series is not published in National Bureau of Statistics (NBS) yearbooks; it was drawn from 

the individual provincial statistical yearbooks, where 22 out of the 30 provinces, published data 

on non-corporatized SOEs.  

 

Finally, hypotheses 4 on political constraints/state-sector employment was tested using the non-

state-sector (urban) employment indicator from NERI, which was standardized. Missing values 

in the years 2011, 2013, and 2015, were replaced with standardized numbers from calculation of 

non-SHIE employment out of all industrial employment as stated in provincial yearbooks 

(which also has missing data).33  

 

 

 

 

                                                      
33 The employment indicators used in the years 2008–2010, 2012, 2014 and 2016 reflect employment in non-state 

sectors in urban areas across the whole local economy (industry and non-industry sectors). The employment 

indicators used in the years 2011, 2013, and 2015 reflect employment in non-state industrial sectors only, but 

include both urban and rural areas. 
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3.3 Control variables 

A number of control variables were included. First, the provincial level of foreign direct 

investment (FDI) scaled by gross provincial product (GPP) was included. FDI flows affect  a 

province’s economic reform processes, including SOE restructuring processes (Gu, 1997; Tong, 

2009; Xiaoke Zhang & Zhu, 2017). Second, GPP per capita was included to control for 

differences in general development levels across provinces. Third, the percentage of heavy 

industry enterprises out of all industrial companies in each province was included. A better 

measurement would have been heavy industry SHIEs as a proportion of all SHIEs. However, 

many provinces did not provide information on the number of heavy and light industry 

enterprises among their SHIEs. Finally, year dummies were included to accommodate time-

specific shocks. 
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Table 1: summary of variable computation 

Name  Definition/computation   

Dependent variables 

Mixed 

ownership 

(All state-holding industrial enterprises - (Non-corporatized industrial SOEs 

+ sole state-funded industrial limited liability corporations)) / all state-

holding industrial enterprises * 100 

Only including medium and large size industrial companies with more than 

20 million RMB in yearly revenue.  

Corporatization (All state-holding industrial enterprises - non-corporatized industrial SOEs) 

/ all state-holding industrial enterprises * 100 

Only including medium and large size industrial companies with more than 

20 million RMB in yearly revenue. 

Independent variables 

Legal 

institutions 

NERI sub-index on legal development and intermediary institutions: 

1. Intermediate institutions such as law firms, accounting offices, and 

independent auditing offices (survey data); 

2. Assistance to firms from guilds (survey data); 

3. Defense of the rule of law in markets (survey data); 

4. Intellectual property rights protection (measured by the ratio of 

patents approved to the number of science and technology staff) 

Fiscal balance Local government revenues / local government expenditures*100 

SOE debt  (Non-corporatized SOEs liabilities / non-corporatized SOEs assets) *100 

Employment in 

non-state 

sectors 

Non-state-sector (urban) employment indicator from NERI, which was 

standardized (rescaled to have a mean of 0 and a standard deviation of 1) in 

order to replace missing values in the years 2011, 2013 and 2015 with 

standardized data from calculation based on non-SHIE employment out of 

all industrial provincial employment.  

Control variables 

Heavy industry  (Number of heavy industry state-holding industrial enterprises / number of 

state-holding industrial enterprises ) *100 

FDI  Total province-level foreign direct investments / Gross Provincial Product 

(GPP) 

GPP per capita Log of Gross Provincial Product (GPP) / provincial population 

Year dummies 1 if the company is in year Y, 0 otherwise 
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3.4 Estimation approach 

 

Following Huang et al. (2009) and Lin and Rowe (2006), I used random-effects (RE) models 

and fixed-effects (FE) models as a robustness check. A Hausman specification test confirms the 

appropriateness of a random effects model for estimating both corporatization and mixed 

ownership. In addition, I am interested in both between-effects as well as within-effects, making 

a RE model optimal since the FE model will control out all higher-level between-group effects 

(Bell & Jones, 2015). Using an FE model would therefore result in misleading answers to my 

research question.  

 

I apply robust standard errors clustered at province-level in all models to account for within-

province error correlations (Desender et al., 2016, p. 357). Some correlations among 

independent variables (e.g., legal institutions and fiscal balance) were moderately high, raising 

concern for multicollinearity issues (see Appendix I). I further checked the variance inflation 

factor for the independent variables, and the corresponding value ranges from 1.28 to 6.64, 

which is below the critical value of 10. All independent variables are lagged by one year to 

account for potential reverse causal effects.  

 

Finally, as a robustness check of the results, and to account for potential endogeneity issues, I 

estimated fixed effects (see Appendix II). 

4. Analysis of descriptive statistics 

The corporatization reform is still not complete. Around 90% of central SASAC companies 

were corporatized by 2017. However, in that year, corporatization levels among local SOEs 

owned at province-level or below ranged from 42.5% in Hainan to 77.1% in Shanghai. In 2017, 

the average province had corporatized 58.4% of all state-controlled corporate entities (including 

service sector SOEs but excluding financial sector SOEs) and 88.8% of SHIEs. This compares 

to 37.2% and 55.9%, respectively, in 2010 (NBS, 2018)(author’s calculations based on various 

provincial yearbooks).  

According to the SASAC Statistical Yearbook 2016, the number of MOEs in the SASAC 

system was 66.20% in 2015 (82,725 enterprises) and 92.94% of the SASAC companies were 

corporatized (see Table 2). On average, MOEs held fewer assets per enterprise compared with 
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wholly state-owned enterprises (corporatized or not), representing the fact that mostly smaller 

SOEs at subsidiary level are MOEs. Using NBS numbers, we see that 70.85% of SHIEs are 

MOEs, and 89.77% of SHIEs were corporatized as of 2017. Note also that the corporatization 

percentage is higher among SASAC companies than among SHIEs in the NBS statistics.  

 

Table 2: Classification of industrial state-owned enterprises in 2017, NBS and SASAC 

 Numbers Assets* (billion RMB) Assets/enterprise 

(million RMB) 

 NBS** SASAC 

*** 

NBS** SASAC*** NBS** SASAC***  

Non-corporatized 1946 

(10.23%) 

8824 

(7.06%) 

6.36 

(14.47%) 

3.9  

(6.06%) 

3268.24 441.98  

 

Corporatized, 

wholly state-owned 

3617 

(19.01%) 

33417 

(26.74%) 

10.32 

(23.47%) 

27.92 

(43.43%) 

2853.19  835.50  

 

Mixed owned 

enterprises 

13459 

(70.75%) 

82725 

(66.20%) 

27.28 

(62.05%) 

32.47 

(50.51%) 

2026.90  392.51  

 

Total 19022 

(100%) 

124966 

(100%) 

43.96 

(100%) 

64.29 

(100%) 

2311.01  514.46  

Source: author’s calculations based on (NBS, 2019) and (SASAC, 2016, p. 689). **State-holding industrial 

enterprises with more than 20 million in yearly revenue. ***Companies reporting to central and local state-owned 

assets supervision administration commissions (SASAC), includes various industries and company sizes. The NBS 

companies are also included among SASAC companies.  
 

In Graph 1 below, we can observe that the number of MOEs out of SHIEs increased in the 

period 2012–2017: the proportion of MOEs increased from 54% to 70.8%, while corporatization 

increased from 62.1% to 89.8%. The largest increase coincides with the initiation of the new 

round of SOEs reforms under Xi Jinping in 2012–2013. However, the percentage of assets held 

by MOEs out of all SHIE assets has been stable from 2013–2017. This indicates that post-2013 

implementation has focused mainly on smaller enterprises, while larger SHIEs remain wholly 

state-owned. The strategy of “grasping the large” and the consolidation of the state-owned 

enterprises into larger units seem still to apply in recent reform efforts.  
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Graph 1: Mixed ownership and corporatization, state-holding industrial enterprises 

(SHIEs) 

 

Source: author’s calculations based on (NBS, 2019). Including state-controlled industrial enterprises with more than 

20 million RMB in yearly revenue.  

 

Finally, looking at regional variations in corporatization and mixed ownership (Graph 2 and 3), 

we can observe a blurred picture. Mixed ownership and corporatization are prominent both in 

poorer, less developed, provinces such as Xinjiang, Ningxia and Shanxi, and in more developed 

eastern provinces/province-level municipalities such as Beijing, Jiangsu and Tianjin. 

To illustrate the variations among provinces, we can compare Heilongjiang in China’s 

northeastern “rustbelt” with Jiangsu, a rich coastal province. These two provinces have very 

different political-economic characteristics. Jiangsu has a small fiscal gap of 1.66%–2.85% in 

the period, a high marketization score (NERI index) of 7.8–10.7 and a moderate heavy industry 

share of 58.26–63.87%, while Heilongjiang has a large (and growing) fiscal gap of 11.59–

21.36%, a low marketization score of 4.92–6.99 and a moderate-high heavy industry share of 

67.08–62.49%. This seems to correlate with low mixed ownership and corporatization observed 

in Heilongjiang and high levels in Jiangsu, and we expect that the same correlations obtain in 

China’s other provinces (see graph 2). In the next section, I will explore province-level 

variations further by analyzing the causality between political-economic factors and mixed 

ownership/corporatization (hypotheses 1–4).  
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Graph 2: Provincial mixed ownership and corporatization, 2008–2017 average 

 

Source: author’s calculations based on provincial statistical yearbooks. 

Graph 3: Paired comparison between Jiangsu and Heilongjiang 

 

Source: author’s calculations based on Jiangsu and Heilongjiang provincial yearbooks 2008–2018.  
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5. Quantitative analysis – results from regression analysis  

 

Table 3 below presents the result of the panel data analysis using random effects. First, we 

observe that legal institutions positively affect the degree of mixed ownership, in line with 

hypothesis 1. Increasing legal institutional development by one standard deviation (4.28) on 

average led to a 3-percentage point higher mixed ownership. However, the effect of legal 

institutions is non-existent or negative on the degree of corporatization, and the significant effect 

on mixed ownership disappears after controlling for fiscal balance, SOE debt and employment 

in the state sector (maybe due to multicollinearity issues). Legal institutions are therefore less 

important for initial corporatization, but play a larger role for the further development of 

enterprises into mixed-ownership entities. One interpretation is that provinces with weaker legal 

institutions are more likely to corporatize their SOEs (maybe to consolidate the local-state 

sector) but reluctant or unable to develop them into mixed-owned entities. A province with low 

legal institutional development is also less likely to have ready private investors who are willing 

and able to participate in MOR, particularly as this reform phase is focused on larger, heavy 

industry SOEs.  

 

Second, the results show that fiscal balance significantly affects the percentage of mixed-

ownership enterprises and has a (statistically insignificant) tendency to support corporatization. 

Increasing fiscal balance by 1% on average led to a 0.3 percentage point higher proportion of 

mixed-ownership enterprises. We also see that a more leveraged state sector prevents both 

corporatization and mixed ownership. Increasing debt by 1% of total assets leads to a 0.112 

percentage point lower mixed-ownership proportion. As such, hypotheses 2 and 3 do not find 

support, and we can conclude that fiscally stronger provinces with less debt load in the local-

state sectors are more proactive in reforming their SOEs into corporatized mixed-owned entities.  

 

Third, we see a (statistically insignificant) tendency toward higher employment in non-state 

sectors supporting corporatization and mixed ownership, as expected by hypothesis 4. Provinces 

with a lower proportion of employment in the state sector find it easier to restructure their SOEs. 

It is also notable that provinces with a larger heavy industry sector have implemented mixed 

ownership to a greater degree. Looking at Appendix II’s estimating models with fixed effects as 

a robustness check, we can observe that only two effects remain significant: the positive effect 
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of legal institutional development on mixed ownership and the positive effect of fiscal balance 

on mixed ownership. However, the directions of other estimates are similar to the random 

effects models. The independent variables seem to contribute more powerfully to explanations 

of between-province differences than to explanations of within-province change over time.
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Notes: random effects panel data. Robust standard errors clustered at province-level in parentheses. ***statistical significance at 1% level (p-value < 0.01). **statistical 

significance at 5% level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1). All independent variables lagged by 1-year. Sample period 2008-201

Table 3: random effects models testing hypothesis 1-4   

 

 
Hypothesis 1: 

Legal institutions 

Hypohesis 2 and 3: 

Fiscal and financial situation 

Hypothesis 4: 

Political 

constraints/employment 

Cross-controlling 

 (1) 

Corporatization 

 

(2) 

Mixed 

ownership 

(3) 

Corporatization 

(4) 

Mixed 

ownership 

(5) 

Corporatization 

(6) 

Mixed 

ownership 

(7) 

Corporatization 

(8) 

Mixed 

ownership 

 

Legal institutions -0.524 

(0.366) 

0.700*** 

(0.267) 

    -0.512 

(0.414) 

0.247 

(0.412)    

Fiscal balance   0.0522 

(0.152) 

0.320*** 

(0.0897) 

  0.0697 

(0.139) 

0.267*** 

(0.103)   

SOE debt   -0.128** 

(0.0549) 

-0.112** 

(0.0553) 

  -0.147*** 

(0.0403) 

-0.209*** 

(0.0602) 

Employment in non-

state sectors 

    0.718 

(1.366) 

1.755 

(1.287) 

0.468 

(1.260) 

2.010 

(1.307) 

Heavy industry  -0.133 

(0.186) 

0.0952 

(0.148) 

-0.257 

(0.203) 

0.191* 

(0.109) 

-0.166 

(0.209) 

0.113 

(0.174) 

-0.168 

(0.183) 

0.397*** 

(0.117) 

Foreign investments -1.983** 

(0.777) 

-0.628 

(0.755) 

-2.379 

(2.140) 

0.561 

(0.799) 

-1.758** 

(0.792) 

-0.712 

(0.780) 

-1.298 

(1.082) 

1.783 

(1.141) 

GDP/capita  10.10** 

(4.908) 

-4.324 

(5.726) 

5.759 

(7.736) 

-15.78*** 

(4.479) 

7.742 

(4.932) 

-3.271 

(6.070) 

6.217 

(8.059) 

-20.88*** 

(2.848) 

Year dummies Yes Yes Yes Yes Yes Yes Yes Yes 

Constant -36.03 

(52.33) 

83.54 

(56.41) 

20.17 

(68.41) 

183.5*** 

(41.18) 

-11.67 

(50.90) 

75.85 

(59.66) 

11.60 

(73.67) 

230.6*** 

(28.38) 

Observations 241 135 164 97 207 117 143 86 

Number of provinces 29 16 22 13 29 16 22 13 
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6. Discussion: From a capital supply to a management efficiency story? 

 

In the context of the 1997–2003 reforms, harder budget constraints, weak government fiscal 

capacity and loss-making SOEs are mentioned as important drivers of ownership change in the 

state sector (Cao et al., 1999; Gan et al., 2018; M. Liu et al., 2008; Qian & Roland, 1998). They 

are also mentioned as a possible explanations for the current push for MOR in China (Zheng, 

2014). Cao et al. (1999, p. 116) argue that when a local governments’ fiscal condition is weak 

and budget constraints are hardened for SOEs, the government may be more eager to push for 

privatization of SOEs during the late 1990s. In contrast, this article shows that the new phase of 

ownership reforms are implemented more comprehensively by fiscally stronger provinces with 

less debt load in their local-state sector.  

 

In the context of the 1990s and early 2000s reforms, where almost all of the studies reviewed 

find their data, the state sector was financially weak, with many SOEs in downstream industries 

under pressure. The SOE reforms were centered on allowing non-state actors to take direct 

control of smaller SOEs, especially those operating in downstream industries, while 

consolidating larger SOEs in strategic sectors. It was to a large extent a “supply of capital” story 

in the sense that state assets were sold off to non-state actors (mainly insiders), and the number 

of SOEs was reduced overall. The context of reforms during the century’s second decade, where 

this study is placed temporally, is a financially stronger state sector enjoying unprecedented 

political support, and with limited remaining state presence in downstream competitive sectors, 

but continued absolute dominance in key and pillar industries – mostly (but not exclusively) in 

upstream heavy industries. SOEs today are on average larger and more profitable. SOE 

corporate restructuring reform is now a “management efficiency” story in the sense that 

corporate restructuring is aiming at improving corporate governance through mixed ownership 

and corporatization. The overall goal is to build large state-controlled firms that are more 

profitable, internationally competitive, and with a more “modern” corporate governance 

structure. In this process, the “ice pop” effect might be a real consideration for the local 

government, and the most efficient and profitable SOEs are at the center of reform efforts. In 

addition, mixed-ownership restructuring demands the presence of outsiders who are willing to 
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invest their capital, for which they have many options that are more attractive than debt-ridden 

and unprofitable SOEs in over-saturated industries.  

 

The quality of local institutions and private sector competition influenced corporatization and 

privatization in the state sector during previous phases of SOE reforms (Cao et al., 1999; S. Li et 

al., 2000; Tian, 2001). Under this new phase of SOE reforms, we can observe that mature legal 

institutions are supportive of mixed-ownership development and might even be a prerequisite. 

Mixing ownership demands the presence of legal institutions that can facilitate transfers of 

property rights and ensure that private investors are comfortable buying stakes in SOEs 

(minority investor protection). In this way, the current phase of reforms is similar to the 1997–

2003 period. However, the findings also show that legal institutions do not have any influence 

on corporatizing the remaining traditional SOEs in local economies. Provincial data on 

development in corporatization percentage across time (not shown) indicate that the largest 

catch-up has happened in less development inland provinces, while richer coastal provinces 

(with better legal institutions) already had relatively high degrees of corporatization at the 

beginning of the sample period. This is likely reflected in my models as a negative or neutral 

effect of legal institutions on corporatization. The study confirms that market-supporting 

institutions are a precondition for state-sector reforms.  

 

In terms of political obstacles to corporate restructuring proxied by non-state-sector 

employment, my study confirms the constraining effect of surplus workers shown in previous 

studies (C.-E. Bai et al., 2006; Y. Lin & Zhu, 2001, p. 318; Guy S. Liu et al., 2007; Shi & Sun, 

2016). SOEs that contribute substantially to local employment are much more likely to remain 

state-controlled after restructuring (X. Li & Oi, 2018, p. 13). My study shows that there is a 

(statistically insignificant) tendency toward higher levels of corporatization and mixed 

ownership in provinces with relatively large non-state sectors as measured by employment. This 

finding also underlines the uneven development and variations in the socioeconomic importance 

of the state sector across China (Fligstein & Zhang, 2011; Hu & Lin, 2010, 2011; Peck & 

Zhang, 2013; J. Zhang & Peck, 2016). For example, the state sector in Gansu province 

employed 68.1% of industrial workers in 2017, compared with only 6.3% in Jiangsu province. 

This makes state sector reform a more manageable task in Jiangsu, which has been among the 

most aggressive implementers of China’s business reform policies.  
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An interesting effect of heavy industry concentration can be observed. Provinces with high 

proportions of heavy industry show higher degrees of mixed ownership and corporatization. 

This shows that industry focus today is different from previous reform rounds, where light and 

downstream industries were targeted (C. I. Chen, 2014, p. 66; Lai, 2006). Privatized SOEs and 

non-state companies already dominate downstream industries: SOEs today are concentrated in 

upstream or pillar industries such as oil & gas and electric power generation, and in heavy 

industry manufacturing, while light industries are dominated by private and foreign companies.  

 

Finally, there is arguably an implication from the findings of this study for ongoing “supply-side 

structural reforms” (SSSRs), which aim to cut costs, reduce leverage and excess capacity, and 

improve efficiency of industrial production in China. Provincial governments all need to show 

compliance with SSSR as a guiding element in Xi Jinping’s economic reforms. In provinces 

with significant excess industrial capacity (e.g., Heilongjiang, Shanxi, and Inner Mongolia), 

MOR is usually not a policy option due to high debt and low profitability of local SOEs, which 

is also reflected in the findings of this study. For these provinces, identifying the appropriate 

SSSR is often a matter of striking a balance between reducing excess industrial capacity through 

government mandate, and then taking care of redundant workers, while at the same time trying 

to stimulate new industries such as tourism and green agriculture. Provinces with no significant 

excess-capacity problems (e.g., Guangdong, Shandong and Shanghai) have adapted SSSRs into 

their pre-existing state-sector restructuring plans (Naughton, 2016, p. 6). This includes a very 

wide range of initiatives such as debt-for-equity swaps, new state investment funds guiding 

restructuring, and efforts toward mixed ownership through stock exchange listings of state 

assets. Based on the wide regional variation in underlying economic conditions, both MORs and 

SSSRs are leading to regionally differentiated policy programs. As time goes by, the question is 

if these guiding policy programs will eventually lead to increasingly large differentials in 

provincial economic performance.  
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7. Conclusion 

This article studied drivers and barriers associated with ownership reforms in China’s locally 

controlled state sector in the period 2008–2017. The starting point for the analysis was a 

comprehensive review of the literature on the political economy of state sector restructuring in 

China. This literature recognizes that China’s provinces has different preconditions for 

ownership reform in terms of market-supporting institutions, sectorial industrial distribution, 

fiscal situation, and inherited historical issues in the local-state sector. A province’s specific 

endowments in these and related areas have a considerable impact on both the vigor with which 

a province pursues state-sector reform and the success of those pursuits. The article developed 

three sets of hypotheses based on insights from studies of the previous stages of SOEs reform in 

China, namely: effects of legal institutional development, fiscal and financial circumstances, and 

political constraints (state-sector employment). In that sense, the article tested how and if drivers 

of and barriers to SOE reform during earlier stages of development still apply today.  

The article finds that market-supporting institutions are as important for the current SOE 

reforms as they had been in previous stages. Legal institutions are less important for initial 

corporatization, and play a larger role for the further development of enterprises into mixed 

owned entities. In addition, the article finds higher levels of corporatization and mixed 

ownership in provinces with larger employment in the non-state sector. However, in contrast 

with previous stages of SOE reforms, fiscally stronger provinces with less debt load in their 

locally controlled enterprises are implementing the new phase of ownership reforms to a greater 

extent than provinces with higher debt loads and weaker public finances. The new round of SOE 

reforms is concerned with improving management efficiency through diversifying ownership; 

unsurprisingly, outside investors are more comfortable about investing in well-performing SOEs 

located in provinces with a balanced budget and legal institutions that protect minority investor 

rights. The main policy implication of the findings is that mixed ownership is a durable reform 

path primarily for high-performing SOEs located in rich provinces with well-developed legal 

institutions. As such, MOR is not an actively applied policy tool in struggling western and 

northern-eastern provinces that aspire to advance supply-side structural reforms. The study also 

suggests a certain sequence of state-sector restructuring: start with downsizing social welfare 

burdens (e.g., excess employment) in local SOEs, build stronger legal institutions, improve 

productivity of SOEs through corporatization and local competition exposure, and finally push 

for mixed-ownership restructuring.  



 

147 

 

8. References 

Arnoldi, J., Villadsen, A. R., Chen, X., & Na, C. (2019). Multi-level state capitalism: Chinese state-

owned buisness groups. Management and Organization Review, 15(1), 55–79. 

Bai, C.-E., Lu, J., & Tao, Z. (2006). The Multitask Theory of State Enterprise Reform: Empirical 

Evidence from China (No. 282; Stanford Center for International Development). 

https://pdfs.semanticscholar.org/5c53/0d02b10ed300fa3088d95c8e3e6b0d29054c.pdf 

Bai, C. E., Lu, J., & Tao, Z. (2009). How does privatization work in China? Journal of Comparative 

Economics, 37(3), 453–470. https://doi.org/10.1016/j.jce.2008.09.006 

Bell, A., & Jones, K. (2015). Explaining Fixed Effects: Random Effects Modeling of Time-Series Cross-

Sectional and Panel Data. Political Science Research and Methods, 3(1), 133–153. 

https://doi.org/10.1017/psrm.2014.7 

Brandt, L., Li, H., & Roberts, J. (2005). Banks and enterprise privatization in China. Journal of Law, 

Economics, and Organization, 21(2), 524–546. https://doi.org/10.1093/jleo/ewi022 

Cai, Y. (2002). Relaxing the constraints from above: Politics of Privatising Public Enterprises in China. 

Asian Journal of Political Science, 10(2), 94–121. 

Cao, Y., Qian, Y., & Weingast, B. R. (1999). From federalism, Chinese style to privatization, Chinese 

style. The Economics of Transition, 7(1), 103–131. https://doi.org/10.1111/1468-0351.00006 

CCP. (2013). Decision of the Central Committee of the Communist Party of China on Some Major 

Issues Concerning Comprehensively Deepening the Reform. In Third Plenary Session of the 18th 

Central Committee of the Communist Party of China. 

http://www.china.org.cn/china/third_plenary_session/2014-01/16/content_31212602_2.htm 

Chang, C., McCall, B. P., & Wang, Y. (2003). Incentive contracting versus ownership reforms: Evidence 

from China’s township and village enterprises. Journal of Comparative Economics, 31(3), 414–

428. https://doi.org/10.1016/S0147-5967(03)00053-2 

Chen, C. I. (2014). The Dynamics of Privatisation in China (1994-2008): An Empirical and Econometric 

Analysis. University of London. 

Chen, G., Firth, M., & Rui, O. (2006). Have China’s enterprise reforms led to improved efficiency and 

profitability? Emerging Markets Review, 7(1), 82–109. 

https://doi.org/10.1016/j.ememar.2005.05.003 

Chen, H., & Rithmire, M. (2020). The Rise of the Investor State: State Capital in the Chinese Economy. 

Studies in Comparative International Development, 55(3), 257–277. 

https://doi.org/10.1007/s12116-020-09308-3 

Desender, K. A., Aguilera, R. V., Lopezpuertas-Lamy, M., & Crespi, R. (2016). A clash of governance 

logics: Foreign ownership and board monitoring. Strategic Management Journal, 37, 349–369. 

https://doi.org/10.1002/smj 

DRC. (2015). (2015)第192号（总4877号）混合所有制企业数量、类型和行业分布 (2015, No. 192, 

Total No. 4877, Mixed Ownership Number, Type and Industry Distribution). Development 

Research Center of the State Council. 

Fan, G., Wang, X., & Yu, J. (2017). NERI Index of Marketization of China’s Provinces 2016 Report. 

Social Science Academic Press. 



 

148 

 

Fan, J. P. H., Wong, T. J., & Zhang, T. (2012). Institutions and Organizational Structure: The Case of 

State-Owned Corporate Pyramids. The Journal of Law, Economics, and Organization, 29(6), 1217–

1252. https://doi.org/10.1093/jleo/ews028 

Fligstein, N., & Zhang, J. (2011). A New Agenda for Research on the Trajectory of Chinese Capitalism. 

Management and Organization Review, 7(1), 39–62. https://doi.org/10.1111/j.1740-

8784.2009.00169.x 

Gan, J., Guo, Y., & Xu, C. (2018). China’s Decentralized Privatization and Change of Control Rights. 

The Review of Financial Studies, 31(10), 3854–3894. 

Garnaut, R., Song, L., Tenev, S., & Yao, Y. (2005). China’s Ownership Transformation: Process, 

Outcomes, Prospects. World Bank Publications. 

Gu, E. X. (1997). Foreign Direct Investment and the Restructuring of Chinese State-Owned Enterprises 

(1992–1995): A New Institutionalist Perspective. China Information, 12(3), 46–71. 

https://doi.org/10.1177/0920203X9701200303 

Guo, K., & Yao, Y. (2005). Causes of privatization in China: Testing several hypotheses. Economics of 

Transition, 13(2), 211–238. https://doi.org/10.1111/j.1468-0351.2005.00221.x 

Gupta, N., Ham, J. C., & Svejnar, J. (2008). Priorities and sequencing in privatization: Evidence from 

Czech firm panel data. European Economic Review, 52(2), 183–208. 

https://doi.org/10.1016/j.euroecorev.2007.05.004 

Hall, P. A., & Soskice, D. (2001). Varieties of capitalism: The institutional foundations of comparative 

advantage. Oxford University press. 

Hu, F. Z. Y., & Lin, G. C. S. (2010). Same bed, different dreams: A comparative analysis of the growth 

and performance of SOEs in northeast and south China. Issues and Studies, 46(2), 33–86. 

Hu, F. Z. Y., & Lin, G. C. S. (2011). Placing the Transformation of State-owned Enterprises in North-

east China: The State, Region and Firm in a Transitional Economy. Regional Studies, May 2015, 1–

17. https://doi.org/10.1080/00343404.2011.584862 

Huang, Q. (2018). How “New SOEs” come of age: four decades of Chinese SOE reform. 

https://www.pressreader.com/china/china-economist/20180108/282522953865368 

Jefferson, G. H., & Su, J. (2006). Privatization and restructuring in China: Evidence from shareholding 

ownership, 1995-2001. Journal of Comparative Economics, 34(1), 146–166. 

https://doi.org/10.1016/j.jce.2005.11.008 

Lai, H. (2006). Reform and the Non-State Economy in China : The Political Economy of Liberalization 

Strategies. New York, US: Palgrave Macmillan. 

Li, D., Moshirian, F., Nguyen, P., & Tan, L. W. (2007). Managerial ownership and firm performance: 

Evidence from China’s privatizations. Research in International Business and Finance, 21(3), 396–

413. https://doi.org/10.1016/j.ribaf.2007.02.001 

Li, H. (2003). Government’s budget constraint, competition, and privatization: Evidence from China’s 

rural industry. Journal of Comparative Economics, 31(3), 486–502. https://doi.org/10.1016/S0147-

5967(03)00070-2 

Li, H., & Rozelle, S. (2000). Saving or stripping rural industry: An analysis of privatization and 

efficiency in China. Agricultural Economics, 23(3), 241–252. https://doi.org/10.1016/S0169-

5150(00)00086-4 



 

149 

 

Li, H., & Zhou, L. A. (2005). Political turnover and economic performance: The incentive role of 

personnel control in China. Journal of Public Economics, 89(9–10), 1743–1762. 

https://doi.org/10.1016/j.jpubeco.2004.06.009 

Li, S., Li, S., & Zhang, W. (2000). The Road to Capitalism: Competition and Institutional Change in 

China. Journal of Comparative Economics, 28(2), 269–292. https://doi.org/10.1006/jcec.2000.1653 

Li, Wei. (1997). The impact of economic reform on the performance of Chinese state enterprises, 1980-

1989. Journal of Political Economy, 105(5), 1080–1106. https://doi.org/10.1086/262106 

Li, Weiye, & Putterman, L. (2008). Reforming China’s SOEs: An Overview. Comparative Economic 

Studies, 50(3), 353–380. 

Li, X., & Oi, J. C. (2018). Unpacking the patterns of corporate restructuring during China’s SOE reform. 

Economic and Political Studies, 6(2), 118–134. https://doi.org/10.1080/20954816.2018.1463459 

Liao, X., & Liu, Y. (2014). Local fiscal distress and investment efficiency of local SOEs. China Journal 

of Accounting Research, 7, 119–147. https://doi.org/10.1016/j.cjar.2013.07.002 

Lin, J. Y., Cai, F., & Li, Z. (1998). Competition, Policy Burdens, and State-Owned Enterprise Reform 

Author ( s ): Justin Yifu Lin , Fang Cai and Zhou Li Source : , Vol . 88 , No . 2 , Papers and 

Proceedings of the Hundred and Tenth. The American Economic Review, 88(2), 422–427. 

Lin, Y., & Zhu, T. (2001). Ownership Restructuring in Chinese State Industry: An Analysis of Evidence 

on Initial Organizational Changes. The China Quarterly, 166(June), 305–341. 

Liu, Guy S., Beirne, J., & Sun, P. (2015). The performance impact of firm ownership transformation in 

China : mixed ownership vs. fully privatised ownership. Journal of Chinese Economic and Business 

Studies, 13(3), 197–216. https://doi.org/10.1080/14765284.2015.1056476 

Liu, Guy S., Sun, P., & Woo, W. T. (2007). What motivates and constrains politicians to privatize? The 

case of China. Economics Letters, 97(1), 81–86. https://doi.org/10.1016/j.econlet.2007.03.017 

Liu, Guy S, Sun, P., & Woo, W. T. (2005). Chinese style privatization: motives and contraints. In S. 

Green & G. S. Liu (Eds.), Exit the Dragon?: Privatization and State Control in China (pp. 60–79). 

Blackwell Publishing. 

Liu, Guy Shaojia, & Gaia, G. (2001). Privatisation or Competition? Economics of Planning, 34, 37–51. 

Liu, M., Yin, Y., & Zhang, B. (2008). Privatization and corporatization as endogenous choices in 

Chinese corporate reform (JEL Classification: C13; G12). 

Liu, X., Lu, J., & Chizema, A. (2014). Top executive compensation, regional institutions and Chinese 

OFDI. Journal of World Business, 49(1), 143–155. https://doi.org/10.1016/j.jwb.2013.04.004 

Montinola, G., Qian, Y., & Weingast, B. R. (1995). Federalism, Chinese style: The Political Basis for 

Economic Success in China. World Politics, October, 50–81. https://doi.org/10.1353/wp.1995.0003 

Naughton, B. (2016). Supply-Side Structural Reform at Mid-year: Compliance, Initiative, and 

Unintended Consequences. China Leadership Monitor, 51. 

http://www.hoover.org/sites/default/files/research/docs/clm51bn.pdf 

NBS. (2018). Indicators on economic benefit of state-owned and state-holding industrial enterprises. 

National Bureau of Statistics. http://data.stats.gov.cn/english/easyquery.htm?cn=E0103 

NBS. (2019). Total assets of State-holding industrial enterprises. In National Bureau of Statistics of 

China. National Bureau of Statistics of China. 



 

150 

 

http://data.stats.gov.cn/english/easyquery.htm?cn=C01 

Oi, J. C. (2005). Patterns of Corporate Restructuring in China: Political Constraints on Privatization. The 

China Journal, 53(Jan), 115–136. 

Otchere, I., & Zhang, Z. (2001). Privatization, Efficiency and Intra- industry Effects: Analysis of China’ 

s Privatization. International Review of Finance, 2(July 2000), 49–70. 

Peck, J., & Zhang, J. (2013). A variety of capitalism... with chinese characteristics? Journal of Economic 

Geography, 13(3), 357–396. https://doi.org/10.1093/jeg/lbs058 

Qian, Y., & Roland, G. (1998). Federalism and the Soft Budget Constraint. American Economic Review, 

88(5), 1143–1162. 

Qian, Y., & Weingast, B. R. (1997). Federalism as a commitment to preserving market incentives. 

Journal of Economic Perspectives, 11(4), 83–92. 

Ramamurti, R. (2000). A Multilevel Model of Privatization in Emerging Economies. The Academy of 

Management Review, 25(3), 525–550. 

SASAC. (2016). China’s State-Owned Assets Supervision and Administration Yearbook 2016. SASAC. 

SASAC. (2017). China’s State-Owned Assets Supervision and Administration Yearbook 2017. China’s 

State-Owned Assets Supervision and Administration Commission. 

Shi, W., & Sun, J. (2016). The impact of privatization on efficiency and profitability. Economics of 

Transition, 24(3), 393–420. https://doi.org/10.1111/ecot.12094 

Shleifer, A., & Vishny, R. W. (1997). A Survey of Corporate Governance. The Journal of Finance, 

52(2), 737–783. 

State Council. (2015). 国务院关于国有企业发展混合所有制经济的意见 (国办发发〔2015〕54号) 

(State Council’s Opinions on the Development of Mixed-ownership Economy by State-owned 

Enterprises (guobanfa (2015) no. 54)). State Council. http://www.gov.cn/zhengce/content/2015-

09/24/content_10177.htm 

Sun, Q., Tong, W. H. S., & Tong, J. (2002). How does government ownership affect firm performance? 

Evidence from China’s privatization experience. Journal of Business Finance and Accounting, 

29(1–2), 1–27. https://doi.org/10.1111/1468-5957.00422 

Sutherland, D., & Ning, L. (2015). The emergence and evolution of Chinese business groups: Are 

pyramidal groups forming? In B. Naughton & K. S. Tsai (Eds.), State Capitalism, Institutional 

Adaptation, and the Chinese Miracle (pp. 103–153). Cambridge University Press. 

Tian, G. (2001). A Theory of Ownership Arrangements and Smooth Transition to a Free Market 

Economy. Journal of Institutional and Theoretical Economics JITE, 157(3), 380–412. 

https://doi.org/10.1628/0932456013621297 

Tong, S. Y. (2009). Why privatize or why not? Empirical evidence from China’s SOEs reform. China 

Economic Review, 20, 402–413. https://ac.els-cdn.com/S1043951X09000832/1-s2.0-

S1043951X09000832-main.pdf?_tid=spdf-b8ae118c-d351-4917-80f4-

aa313bbe9042&acdnat=1519908758_a1478bca47d723566c6f6c7b72c814c0 

Wei, Z., Varela, O., & Kabir Hassan, M. (2003). The Financial and Operating Performance of China’s 

Newly Privatized Firms. Financial Management, 32(2), 107–126. 

http://www.jstor.org/stable/3666339 



 

151 

 

Xinhua. (2013). Private capital encouraged to develop mixed-ownership economy - Chinadaily.com.cn. 

http://www.chinadaily.com.cn/china/2013cpctps/2013-11/15/content_17109444.htm 

Xinhua. (2016). China to take substantial steps in mixed-ownership reform. 

http://english.gov.cn/news/top_news/2016/12/16/content_281475517770092.htm 

Xinhua. (2017a). Chinese SOEs speed up mixed-ownership drive. 

http://news.xinhuanet.com/english/2017-11/02/c_136722848.htm 

Xinhua. (2017b). Economic Watch: China SOE reform set to accelerate. 

http://news.xinhuanet.com/english/2017-10/26/c_136707498.htm 

Xinhua. (2017c). Xi calls for furthering SOE reform. http://www.chinadaily.com.cn/china/2017-

10/18/content_33403609.htm 

Xinhua. (2018). 习近平：怀疑、唱衰国企的思想和言论都是错误的 党中央毫不动摇地支持民营经
济发展 (Xi Jinping: Doubt and sing the thoughts and speeches of the state-owned enterprises are 

wrong. The Party Central Committee unswervingly supports the development of the private 

economy). Xinhua. http://www.xinhuanet.com/politics/2018-

09/27/c_1123493277.htm?mc_cid=083e02e21f&mc_eid=8e35bd1374 

Xinhua Finance Agency. (2017). Another 7 SOEs approved for pilot mixed-ownership reform. 

http://en.xfafinance.com/html/Dont_Miss/2017/326481.shtml 

Ye, J. (2017). The Building of National Conglomerates in China: The Fiscal Capacity of Local 

Governments and the Expansion of Central State-owned Enterprises. China: An International 

Journal, 15(4), 136–156. 

Yu, M. (2013). State ownership and firm performance: Empirical evidence from Chinese listed 

companies. China Journal of Accounting Research, 6(2), 75–87. 

https://doi.org/10.1016/j.cjar.2013.03.003 

Zeng, J. (2010). Political compromises: The privatization of small- and medium-sized public enterprises 

in China. Journal of Chinese Political Science, 15(3), 257–282. https://doi.org/10.1007/s11366-

010-9112-4 

Zeng, J. (2013). State-Led Privatization in China: The Politics of Economic Reform. Routledge. 

Zhang, A., Zhang, Y., & Zhao, R. (2002). Profitability and productivity of Chinese industrial firms: 

Measurement and ownership implications. China Economic Review, 13, 65–88. https://ac.els-

cdn.com/S1043951X01000608/1-s2.0-S1043951X01000608-main.pdf?_tid=spdf-cd21af76-7940-

40cf-8560-9834ad0f7369&acdnat=1519908398_dc2660d351e15f75918dd24db86f39f9 

Zhang, J., & Peck, J. (2016). Variegated Capitalism, Chinese Style: Regional Models, Multi-scalar 

Constructions. Regional Studies, 50(1), 52–78. https://doi.org/10.1080/00343404.2013.856514 

Zhang, Xiaoke, & Zhu, T. (2017). Business, Government and Economic Institutions in China (Xiaoke 

Zhang & T. Zhu (eds.)). Palgrave Macmillan. 

Zhang, Xiaoqian, Yu, M., & Chen, G. (2020). Does mixed-ownership reform improve SOEs’ 

innovation? Evidence from state ownership. China Economic Review, 61, 101450. 

https://doi.org/https://doi.org/10.1016/j.chieco.2020.101450 

Zheng, Y. (2014). China’s State-owned Enterprise Mixed-ownership Reform. East Asian Policy, 06(04), 

39–50. https://doi.org/10.1142/S1793930514000348 



 

152 

 

Zheng, Y. (2017). Privatization with ‘Vested Interests’ in China. Socio-Economic Review, 0(August), 1–

25. https://doi.org/10.1093/ser/mwx023 



 

153 

 

Appendix I: descriptive statistics and correlation table  

Variables Obs. Mean SD (1) (2) (3) (4) (5) (6) (7) (8) (9) 

(1) Mixed ownership 155 59.326 10.719 1.000         

(2) Corporatization 286 70.049 16.149 0.932* 

(0.000) 

1.000        

(3) Fiscal balance 299 51.056 19.468 0.156 

(0.053) 

0.146* 

(0.013) 

1.000       

(4) SOE debt 204 61.228 12.263 0.016 

(0.867) 

-0.129 

(0.066) 

-0.388* 

(0.000) 

1.000      

          

(5) Employment in non-state sectors 246 .009 1.007 0.173 

(0.051) 

0.264* 

(0.000) 

0.631* 

(0.000) 

-0.294* 

(0.000) 

1.000     

(6) Legal institutions 299 5.621 4.275 0.476* 

(0.000) 

0.435* 

(0.000) 

0.748* 

(0.000) 

-0.307* 

(0.000) 

0.637* 

(0.000) 

1.000    

(7) Heavy industry 277 62.701 9.074 0.138 

(0.093) 

0.026 

(0.672) 

-0.369* 

(0.000) 

0.148* 

(0.045) 

-0.525* 

(0.000) 

-0.354* 

(0.000) 

1.000   

(8) FDI 299 .374 .456 0.061 

(0.454) 

0.050 

(0.397) 

0.514* 

(0.000) 

-0.359* 

(0.000) 

0.340* 

(0.000) 

0.428* 

(0.000) 

-0.299* 

(0.000) 

1.000  

(9) GPP per capital 299 10.572 .511 0.546* 

(0.000) 

0.613* 

(0.000) 

0.691* 

(0.000) 

-0.374* 

(0.000) 

0.575* 

(0.000) 

0.745* 

(0.000) 

-0.246* 

(0.000) 

0.369* 

(0.000) 

1.000 

* p<0.05 
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Appendix II: fixed effects models 

 Hypothesis 1:  

Legal institutions 

Hypohesis 2 and 3: 

Fiscal and financial situation  

Hypothesis 4: 

Political constraints/employment 

Cross-controlling 

 (1) 

Corporatization 

(2) 

Mixed 

ownership 

(3) 

Corporatization 

(4) 

Mixed 

ownership 

(5) 

Corporatization 

(6) 

Mixed ownership 

(7) 

Corporatization 

(8) 

Mixed 

ownership 
 

Legal institutions -0.653 

(0.507) 

0.682* 

(0.378) 

    -0.627 

(0.601) 

0.756 

(0.463) 

Fiscal balance   0.0247 

(0.211) 

0.212 

(0.219) 

  -0.167 

(0.245) 

0.470* 

(0.260) 

SOE debt/assets   -0.0776 

(0.0639) 

-0.0522 

(0.0632) 

  -0.0839 

(0.0512) 

-0.0605 

(0.0544) 

Employment in 

non-state sector 

    1.121 

(1.444) 

1.753 

(1.261) 

-0.0789 

(1.506) 

2.023 

(1.356) 

Heavy industry  -0.449* 

(0.260) 

-0.210 

(0.223) 

-0.830** 

(0.306) 

-0.332 

(0.195) 

-0.540* 

(0.285) 

-0.189 

(0.233) 

-0.805*** 

(0.271) 

-0.273* 

(0.149) 

Foreign 

investments 

-2.742*** 

(0.933) 

 

-1.450** 

(0.539) 

-3.218 

(2.339) 

-0.863 

(0.762) 

-2.216** 

(0.889) 

-1.464** 

(0.519) 

-3.025 

(1.780) 

0.215 

(0.809) 

GDP/capita  3.060 -16.36 8.372 -11.67 4.105 -14.78 11.70 -22.85** 

 (7.357) (9.963) (11.35) (10.63) (8.663) (9.110) (12.30) (9.325) 

Year dummies Yes Yes Yes Yes Yes Yes Yes Yes 

Constant 55.19 

(77.90) 

224.1** 

(98.88) 

29.03 

(110.6) 

178.2 

(101.8) 

48.80 

(91.98) 

210.8** 

(89.28) 

6.127 

(117.2) 

273.7*** 

(86.99) 

Observations 241 135 164 97 207 117 143 86 

R-squared 0.916 0.881 0.916 0.889 0.916 0.875 0.922 0.898 

Number of 

provinces 

29 16 22 13 29 16 22 13 

Notes: fixed effects panel data. Robust standard errors clustered at province-level in parentheses. ***statistical significance at 1% level (p-value < 0.01). **statistical 

significance at 5% level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1). All independent variables lagged by 1-year. Sample period 2008-2017. 
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Chapter 5 

 

Local Varieties of State Capitalism and Corporate Governance in 

China – Evidence for local state-owned enterprises 
 

Kasper Ingeman Beck1,2 & Björn Jindra1,3 

 
 

Abstract 

In this study, we argue that corporate governance structures of state-owned enterprises in China 

vary depending on both geographical location (horizontal diversity) and administrative level 

(vertical diversity) of their government owner. In terms of vertical variety, we distinguish 

between city-level (and below) and province-level state ownership. To address horizontal 

diversity, we construct a predictive typology of local varieties of state capitalism based on two 

dimensions: state direction of the economy and business coordination of socioeconomic 

activities. We test the effects of institutional diversity on the concentration of ownership and 

shareholding by management and board members in a longitudinal (2008–2016) panel dataset of 

742 stock exchange-listed local state-owned enterprises. In terms of horizontal diversity, we find 

that low state direction of the economy and high business coordination of socioeconomic 

activities is positively associated with higher shareholding by management and board members 

and higher ownership concentration at firm level. Furthermore, enterprises with city-level (and 

below) government ownership had significantly more outsider-controlled corporate governance 

structures compared to enterprises with provincial government controllers. Our study contributes 

to the comparative capitalism and management literatures with more fine-grained 

conceptualization of subnational models of state capitalism and Chinese SOEs. 

 

Keywords: subnational institutions; corporate governance; state-owned enterprises (SOEs); firm 

heterogeneity; state capitalism.  
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1. Introduction 

Despite a large and vibrant private sector developed through the last several decades of market 

reforms in China, the state continues to exercise significant influence over the Chinese 

economy. In 2018, approximately 39% of all Chinese industrial assets and 30% of all mainland-

listed companies were controlled by the state (NBS, 2019b). The government uses state-owned 

enterprises (SOEs) to advance industrial policy such as “Made in China 2025”, to control key 

industries, or to stimulate outward foreign direct investment (FDI). Chinese SOEs are – to a 

large extent – agents of the state, embedded in very different institutional environments, 

exerting diverse demands and pressures on them (Cui & Jiang, 2012; Walder, 1995). Such 

institutional variety is likely to manifest itself in the corporate governance structure of SOEs, 

which in turn potentially affects firm performance, FDI, export intensity, and innovation (K. Li 

et al., 2015; Y. Liu et al., 2015; S. Ma & Naughton, 2010; Shan & McIver, 2011).  

Previous research on Chinese SOEs identifies differences in the corporate governance of 

centrally-controlled as opposed to locally controlled SOEs (Li et al., 2014, 2017; Teng et al., 

2018). This paper extends this line of research by focusing on the effect of sub-national 

institutional variety on the corporate governance of what we call “local-SOEs”, namely, 

enterprises controlled by a government entity below the central government level. This is a large 

group of Chinese enterprises. In 2016, local State-Owned Assets Supervision Administration 

Commissions (SASACs)34 controlled more than half of all Chinese SOE assets,35 which were 

distributed across China’s 89,548 local-SOEs (MOF, 2016; SASAC, 2017). Furthermore, local-

SOEs differ widely in terms of policy objectives and marketization levels; this variation has 

been explained with reference to previous reform processes and the character of local state–

market relations (Zhang & Zhu, 2017).  

Our study advances the state-of-the-art by investigating how vertical (government level) and 

horizontal (local-state capitalist) institutional differences affect the qualities of corporate 

governance, and by predicting variation in corporate governance within the group of local-

                                                      
34 In addition to the central-government-level SASAC, which through 106 central holding groups controls 43,294 

centrally owned enterprises (in 2016), every province and 336 cities have their own SASACs. Local SASACs 

answer directly to their province- or city-level governments, but are subject to nationwide standards for supervision 

and management set by the State Council and the central SASAC. In general, government below prefecture-level 

(地级市) do not establish a SASAC. Counties (县), county-level cities (县级市), and township/village (乡镇) 

governments often establish a state-owned assets office (国有资产监督管理办公室) under the local finance bureau 

(财政局). 
35 Local SOEs controlled 65.5% of assets in the SASAC system in 2016 (SASAC, 2017) 
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SOEs. To address vertical variety within local-SOEs, we distinguish between city- (and below) 

36 owned enterprises and province-owned enterprises. This is relevant because an SOE’s reform 

path depends on which level of government is its ultimate owner and thus also its reform 

supervisor/implementer. The most significant ownership changes have accompanied reforms of 

city-owned enterprises, as will be discussed in section 2.3 (see also Gan et al., 2018; Weiye Li & 

Putterman, 2008, p. 367). In this paper, we discuss arguments suggesting that SOEs controlled 

at the city level show a more diversified ownership structure and better incentive structures for 

management through higher levels of shareholding by management and board members 

(MBMs), compared with SOEs controlled by provincial government authorities. 

To address horizontal variety of state ownership, we draw upon literatures of comparative (state) 

capitalism and political economy, which argue that fiscal and administrative decentralization has 

led different regions in China to follow divergent, locally tailored paths to economic and social 

development (Peck & Zhang, 2013; J. Zhang & Peck, 2016; X. Zhang & Zhu, 2017). This 

implies that provinces and cities across China are characterized not only by disparity in 

development levels, but also by variety in state–market relations and institutional environments, 

all of which affect the management and strategy of locally embedded firms – and in particular of 

SOEs (L. He & Fang, 2016; J. Li et al., 2018; M. H. Li et al., 2017; X. Liu et al., 2014; X. Ma et 

al., 2013; Shi et al., 2012).  

The literature on varieties of (state) capitalism includes typologies that seek to capture local-

state capitalist variety within China (Peck & Zhang, 2013; Rithmire, 2014; Walder, 1995; J. 

Zhang & Peck, 2016; X. Zhang & Zhu, 2017). We use a typology of “local varieties of state 

capitalism” with two constitutive dimensions – state direction of the economy and business 

coordination of socioeconomic activities – to divide provinces into four ideal types: 

interdependent, networked, classic, and atomistic state capitalism (Table 1 below; see also 

Fligstein & Zhang, 2011, pp. 44–46; X. Zhang & Whitley, 2013, p. 303; X. Zhang & Zhu, 2017, 

p. 7). We argue that local-SOEs in localities with relatively high state direction of the economy 

tend to show higher concentrations of ownership and a smaller proportion of shares owned by 

SOE MBMs. The opposite applies to corporate governance structures of local-SOEs in localities 

with strong business coordination of socioeconomic activities. 

                                                      
36 Controlled by prefecture-level cities (diji shi), district (qu) governments in major province-level cities or county-

level cities (xianji shi). While there may be meaningful differences among the various city-owned enterprises, they 

are treated as one group in this study. 
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After reviewing the literature, we present the quantitative research design we use to analyze 

firm-level data on all 742 listed Chinese local-SOEs (2008–2016). Unlike the vast majority of 

SOEs, listed enterprises are required to disclose detailed information on their corporate 

governance (Arnoldi et al., 2019; Giannetti et al., 2015; Liao & Liu, 2014; Teng et al., 2018). 

While the logic of our argument carries over to non-listed local-SOEs, we do not possess the 

data that would confirm the hypothesized relationships within and among these firms. To 

operationalize the concept of horizontal institutional variety, we use selected indicators from the 

widely used Index of Marketization of China’s Provinces (NERI) to proxy “state direction of the 

economy” and “business coordination of socioeconomic activities” (see for example Choi et al., 

2015; Liu et al., 2014; Jia et al., 2019).  

Our micro-econometric estimation approach focuses on two dependent variables to describe 

corporate governance structures in listed local-SOEs: ownership concentration and shareholding 

by MBMs. We employ random effects models to assess the effects of independent variables and 

categories of provinces on ownership concentration and shareholding by MBMs. Furthermore, 

we explore differences in the effects of horizontal institutional diversity within the sub-samples 

of listed local-SOEs controlled by provincial and city-level (or below) governments, 

respectively.  

2. Theory and Hypothesis development  

2.1 Local Varieties of State Capitalism in China 

When scholars of strategic management and comparative corporate governance study state 

capitalism, they analyze the organizational forms of firms mainly in emerging and transition 

economies (Aldo Musacchio & Lazzarini, 2014). The state capitalism debate is about firms 

where the state plays a strategic management role (Bruton et al., 2015; Peng et al., 2016). In 

general, the state capitalism in management literature refers directly to SOEs (in diverse forms 

with different levels of state ownership), and not to a type of political-economic system. The 

debate centers on new forms of SOE ownership and management (“new state capitalism”), 

including “hybrid organizations” or marketized forms of state ownership and control (Cuervo-

Cazurra et al., 2014; M. H. Li et al., 2014, 2017; A. Musacchio et al., 2015).  

When analyzing varieties of state capitalism, this literature is concerned with 1) organizational 

diversity on a firm-level (A. Musacchio et al., 2015); 2) firm-level outcomes in terms of 



 

159 

 

performance, governance or strategy; or 3) how national or local institutional diversity leads to 

different firm-level strategies/performance (M. H. Li et al., 2014). This view describes how 

institutions can shape a firm’s ownership structure and corporate governance practices, thereby 

contributing to a long-standing debate within management (Aguilera et al., 2015; Aguilera & 

Jackson, 2003; Hopt, 2005; Leuz et al., 2003; Van Veen & Elbertsen, 2008). From this 

perspective, prior evidence in the management literature has indicated that not only national 

differences but also subnational institutional diversity have an influence on firm strategy and 

performance (Chan et al., 2010; J. Li et al., 2018; Weiwen Li et al., 2012; X. Liu et al., 2014; X. 

Ma et al., 2013; Shi et al., 2012).  

However, the management literature treats “state capitalism” as a simple reference to SOEs and 

often has a one-dimensional approach local institutional variety (Alami & Dixon, 2020). In most 

cases, institutional variety is defined as “level of marketization” (Choi et al., 2015; F. Hu & 

Leung, 2012; X. Liu et al., 2014), or “government quality” understood as a non-interfering, 

small-size administration (Jia et al., 2019; Jia & Mayer, 2017). This might undertheorize state 

capitalism and the relationship between SOEs and their local government owners – in particular 

in China. Therefore, we will instead turn to the comparative capitalism literature to capture 

state-capitalist diversity within China more comprehensively.  

The original varieties of capitalism (VoC) framework does not discuss the role of the state in 

capitalism and the case of China convincingly (Hall & Soskice, 2001; M. A. Witt & Redding, 

2013). A new string of state- and China-focused comparative capitalism literature has examined 

various state institutions and modalities of state intervention, and gradually moved beyond the 

original VoC framework (Fligstein & Zhang, 2011; F. Z. Y. Hu & Lin, 2010, 2011; McNally, 

2007; Peck & Zhang, 2013; Walter & Zhang, 2012; M. a. Witt & Redding, 2014; M. A. Witt & 

Redding, 2013; J. Zhang & Peck, 2016; X. Zhang & Whitley, 2013). It has been argued that, 

when key institutional interactions and complementarities in China run through government 

agencies, a political-economic system that is fundamentally “state capitalist”, state-centered and 

state-directed is created (Tsai & Naughton, 2015, pp. 12–20). It is different from both the VoC 

categories and the East Asian developmental state (Tsai & Naughton, 2015, pp. 12–20).  

In contrast to the management literature, state capitalism here is a type of political economy in 

which the state exerts extensive control e.g., through particular state-market relational setups, 

investment entities, and various forms of SOEs (Huang, 2011). National varieties of state 
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capitalism are mainly categorized along three dimensions: 1) the nature and extent of state 

intervention in the economy; 2) the nature of state-business relations (governance networks or 

coordinating mechanisms that link the state to private sector actors); and 3) the type of state 

(developmental, predatory, regulatory, welfare) (Alami & Dixon, 2020, p. 76). For example, 

Walter and Zhang (2012) suggest a framework that explains variations among Asian state 

capitalisms on the basis of “social coordination of economic action” and “state organization of 

the economy”. Zhang and Whitley (2013) advocate a similar typology, which characterizes East 

Asian national economies in terms of “state direction of the economy” and “degree of business 

co-ordination of economic activities”. Emphasizing local institutional diversity within China, 

scholars have moved away from “methodological nationalism”, and also created similar 

typologies to capture local state capitalist variety within China (Peck & Zhang, 2013; Rithmire, 

2014; Walder, 1995; J. Zhang & Peck, 2016; X. Zhang & Zhu, 2017).  

Fligstein and Zhang (2011) propose a typology of current approaches to the Chinese economy 

with two constitutive dimensions: “State capacity for economic intervention” and “network 

capacity for economic creation”. Zhang and Zhu (2017, pp. 7–20) extend this framework by 

arguing that subnational state capitalist diversity can be assessed by analyzing the level of 

“authoritative governance of the economy” and the “market coordination of socioeconomic 

activities”. In a similar manner, Naughton and Tsai (2015) claim that the essence of Chinese 

state capitalism is the dual structure of “top-down state-guided governance” balanced by 

“bottom-up private entrepreneurial forces” (see especially Tsai & Naughton, 2015, p. 20). 

2.2 Horizontal Variation in Local State Capitalism and Corporate Governance 

Against this background, we argue that horizontal institutional variation concerns the character 

of local state–market relations; it probes the role of the local state in relation to the local market. 

We directly borrow the frameworks developed by Zhang & Whitley (2013) and Zhang & Zhu 

(2017), where “local variety of state capitalism” within China is defined in terms of (1) the 

extent of state direction of the economy; and (2) the extent of business coordination of 

socioeconomic activities.  

Following Zhang and Whitley (2013, p. 303), we define state direction of the economy as “the 

extent to which the state is directly and actively involved in the production and investment 

process”, and “organizes the economy through its efforts to promote or protect specific firms, 

sectors or industries”. If we define corporate governance as “the ways in which suppliers of 
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finance to corporations assure themselves of getting a return on their investment” (Shleifer & 

Vishny, 1997, p. 737), then the return on investments for the local-SOEs in localities with strong 

state direction of the economy goes beyond pure economic benefit. Such returns also include 

implementation of industrial policy, social stability, and employment. Here, local-SOEs function 

less as market players and have a closer relationship with the local Party-state. SOEs embedded 

in such a local institutional environment have a relatively lower degree of marketization in their 

operations perusing a mix of political and economic objectives. From this, we expect 

consequences for the formal aspects of corporate governance structures of local-SOEs in terms 

of shareholding by MBMs as well as concentration of ownership.  

Firstly, shareholding by MBMs is a good proxy for level of market orientation of an enterprise, 

and also can minimize agency risks and increase the firm’s financial value (J. He & Wang, 

2009; Misangyi & Acharya, 2014; Shleifer & Vishny, 1997). In Chinese SOEs, the reward for 

good management performance has traditionally been political advancement in the Party-state 

hierarchy and not economic rewards (Brødsgaard, 2012). Only recently have market-based 

compensation schemes and management stockholding become a part of SOE reform programs 

(SASAC, 2018; State Council, 2016). Thus, we argue that higher state direction of the economy 

led to slower marketization reforms of local-SOEs as well as a preference for higher policy-

orientation in SOE management structures, both of which could be reflected in lower 

shareholding by MBMs.  

Secondly, a high concentration of ownership equals greater incentives and capacity to for the 

local state (the principal) to directly monitor and discipline the enterprise management (Aguilera 

et al., 2015, p. 487). Since the state is guided by political as well as economic objectives, its 

preferred corporate direction might be at odds with a corporate direction that would attract the 

interest of profit-oriented private investors (Jia et al., 2019, p. 229). In localities with high state 

direction of the economy, local-SOEs can function as important policy tools and constitute a 

supporting power base for local officials with political orientations towards economic 

interventionism. Thus, we would expect that high state direction of the economy leads to more 

extensive insider control in terms of higher concentration of ownership. This leads on to our first 

hypothesis, which focuses on variations in ownership concentration between the two left-hand 

quadrants of Table 1 below:  
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Hypothesis 1: Higher state direction of the economy results in local-SOEs with 

lower shareholding by MBMs, and a higher concentration of shares in the hands of 

local government institutions  

The second dimension in defining horizontal institutional diversity is business coordination of 

socioeconomic activities, which (following X. Zhang and Zhu 2017, p. 8) we define as “the 

ability of business actors to organize themselves for collective action purposes.” Such an ability 

is embodied in “the degree of interfirm collaborations, the development of business associations 

and the density of interlinkages between firms and such third-party entities as financial and 

research institutions” (Ibid.). Extensive and long-term inter-firm linkages and networks can help 

firms build, integrate and reconfigure their internal and external competences (Zhang & 

Whitley, 2013, pp. 304–305). By organizing economic activities in particular ways, they enable 

firms to respond to rapidly changing business environments and tackle market and technological 

challenges. Firms with well-developed relations with third-party entities and strong inter-firm 

networks will have stronger dynamic capabilities (Jiang et al., 2019). Business associations are 

particularly important: they contribute to economic governance and strengthen of the overall 

functioning of markets (S. Bell & Hindmore, 2009; Doner & Schneider, 2000). For example, 

business associations and guilds act as important inter-firm fora where collective interests are 

identified and begin to be pursued. They often constitute a key network governance arrangement 

that can link the state to the business sector (X. Zhang & Zhu, 2017, pp. 9–10). They can diffuse 

information, help restructure inefficient firms, set standards, upgrade technologies, and 

facilitating training and skill formation (X. Zhang & Whitley, 2013, p. 305).  

We theorize that SOEs in localities with high business coordination of socioeconomic activities 

function more as ordinary market actors and have “outsider controlled” corporate governance 

setups. Dense inter-firm links create a business environment with well-defined legal setups and 

high levels of competition that fosters high levels of shareholding by MBMs. Firms that 

strengthen their networks would flourish in this type of environment: external board members 

and cross-ownership enhance an enterprise’s competitiveness.  

Standard legal determination theory expects the ownership share of government institutions to 

decline as external investors feel better protected against expropriation by the firm’s controlling 

shareholders, and relatively strong intermediate institutions can provide such protections (Cai, 

2009, p. 281; La Porta et al., 2000, pp. 14, 3). On the other hand, recent studies have shown that 
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localities with well-developed market institutions (where firms tend to receive more extensive 

assistance from business associations), protect their local-SOEs to a larger extent against 

ownership diversification and takeovers (Ye, 2017). Still other studies have found that during 

previous rounds of reform, richer and more marketized provinces tended to diversify the 

ownership of their SOEs to a lesser degree than their inland poorer counterparts (Bai et al., 

2006; Cao et al., 1999, p. 116). Furthermore, higher competition and market deregulation 

coupled with a quest for fiscal revenue and the merit-based appraisal system’s focus on 

economic development, “compels local officials to act as the promoters and protectors of local 

businesses” (B. Wang, 2017, p. 11). Here, concentrated ownership might be a preferred structure 

since it can minimize agency risks and enhance firm performance – especially if well-

functioning financial markets mitigate potentially adverse effects of ownership concentration 

(Jia et al., 2019; S. Ma & Naughton, 2010; Shleifer & Vishny, 1997; J. Wang et al., 2012).  

While the literature is not clear on the institutional effects on ownership concentration, we will 

follow the standard legal determination theory. As such, theorizing in a way that highlights 

variations in ownership concentration and shareholding by MBMs between Table 1’s bottom 

two quadrants, we present:  

Hypothesis 2: Higher business coordination of socioeconomic activities results in 

locally controlled SOEs with higher levels of shareholding by MBMs, and lower 

concentration of ownership.  

Depending on the position on each of the two dimensions, four ideal types of local state 

capitalism can be identified, each with different consequences for corporate governance of 

locally controlled SOEs: interdependent, networked, classic and atomistic state capitalism 

(Table 1; see also X. Zhang & Zhu, 2017, p. 30).  

Classic state capitalism describes localities with high levels of state direction of the economy 

and limited business coordination of socioeconomic activities. These localities typically have 

strong and close links with the central government, an economy dominated by large SOEs 

closely connected to a cohesive and resourceful local state apparatus. Accordingly, local-SOEs 

have a low degree of marketization in their operations and tend to have high concentration of 

ownership and low shareholding by MBMs.  
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Networked state capitalism describes localities with low levels of state direction of the economy 

and extensive business coordination of socioeconomic activities. These localities have a high 

level of marketization, strong international links, and a relatively liberal local government with 

loose and distant links to the central government. Accordingly, local-SOEs tend to have low 

concentration of ownership and high shareholding by MBMs.  

Interdependent state capitalism describes localities with high levels of state direction of the 

economy combined with extensive business coordination of socioeconomic activities. In these 

localities, we find an economy with a mix of large SOEs and small private sector SMEs, strong 

international links, and mixed elements of interventionism and liberalism. In these localities, 

local-SOE corporate governance is in-between the extremes that we find in networked and 

classic state capitalism. 

Finally, atomistic state capitalism describes localities with low levels of state direction of the 

economy and limited business coordination of socioeconomic activities. Relatively weak and 

distant central relations and an organizational fragmented local state apparatus characterize these 

localities. They have an economy with many SMEs, mixed with some to considerable state 

ownership. In these localities, local-SOE corporate governance is in-between the extremes that 

we find in networked and classic state capitalism. 

This leads us to the third hypothesis derived from our theoretical framework, this time 

comparing the bottom-left quadrant with the top-right quadrant:  

Hypothesis 3: The corporate governance structures of local-SOEs in “classic state 

capitalist” localities will have more insider-controlled corporate governance structures 

compared with local-SOEs in “networked state capitalist” localities. 
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Table 1: Predictive typology of varieties of state capitalism and local-SOE corporate 

governance  
 State direction of the economy 

Strong Weak 

 

 

 

 

 

 

 

 

Business 

coordination 

of 

socioeconomic 

activities 

 

 

 

 

Strong 

 

Interdependent 

state capitalism 

 

Local-SOE CG structure: 

Medium/varied ownership 

concentration and shareholding 

by MBMs 

 

Networked 

state capitalism 

 

Local-SOE corporate as typical 

outsider-controlled: Low 

ownership concentration and high 

shareholding by MBMs  

  

 

 

 

 

Weak 

 

Classic 

state capitalism 

 

Local-SOE corporate as 

typical insider-controlled: 

High ownership 

concentration, and low 

shareholding by MBMs 

  

 

Atomistic 

state capitalism 

 

 Local-SOE CG structure: 

Medium/varied ownership 

concentration and shareholding 

by MBMs  

Source: Authors’ adaption of framework first presented in Zhang and Zhu (2017), p. 11.  

 

 

2.3 Vertical Variation in State Capitalism and Corporate Governance 

Our final hypothesis moves beyond the Zhang/Zhu framework that generated the first three. 

Vertical differences (between administrative level) in state ownership have received relatively 

little attention in the literature on state ownership and corporate governance in China (E. C. 

Chang & Wong, 2004; Cui & Jiang, 2012; Nee et al., 2007; G. Wei, 2007; Wong, 2016; Xu & 

Wang, 1999). The focus is on how the fiscal decentralization reform (in 1994) and the SOE 

ownership reforms (second half of the 1990s) led to differences in strategic behavior by SOEs 

owned by central-level as opposed to local-level governments. For example, Teng et al. (2018) 

find that “SOEs [in China] under central government control perform differently in terms of 

ownership structure and executive shareholding compared to SOEs under local government 

ownership.” Furthermore, Li et al. (2014, p. 994; 2017) theorize that central-level SOEs function 

more as policy instruments, while local-level SOEs function more as commercial vehicles for 

profit, which affect their FDI strategies.  

Yet, as discussed in the literature (M. H. Li et al., 2014; Teng et al., 2018, p. 276), the two 

specific institutional reforms took effect differently in province-level SOEs and city-owned 
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enterprises. Cities and provincial governments were responsible for whether, when, and how to 

privatize the enterprises they owned, and local private sector development and institutional 

quality influenced their implementation capacity and preferences (Cao et al., 1999; Garnaut et 

al., 2005; Lai, 2006; G. S. Liu et al., 2005; Jin Zeng, 2010, 2013; Jin Zeng & Tsai, 2011). 

Chinese provincial governments rank directly under the central government and are responsible 

for implementing national-level plans for economic and social development, while city-level 

(and below) governments enjoy substantially more independence (J. Yu & Guo, 2019, pp. 7–9). 

Provinces, therefore, are more likely than cities to implement SOE reforms in ways that further 

national policy objectives. As such, we expect to find a broader range of corporate governance 

structures among local-SOEs owned at different administrative levels. 

In the early 1990s, fiscal decentralization gave China’s provincial and city governments 

considerable power in law enforcement, market regulations, and economic management (Bai et 

al., 2004; Lai, 2006, p. 170). It fostered inter-regional competition and growth, but also led to 

hard budget constraints. The effects of harder budget constraints due to fiscal and financial 

reforms were stronger at sub-provincial levels. Starting already in the 1980s, fiscal contracts 

between the provinces and sub-provincial governments led to a steep revenue decline at the 

county level (Soler-Matutes, 2000, p. 140). This situation worsened with the taxation reform in 

the 1990s, where the product/consumption tax, formerly collected by sub-provincial 

governments, was replaced by a value-added tax administered by the central government (Park 

et al., 1996). To compensate, sub-provincial governments created new rents through the 

corporatization of SOEs and engaged in extra-budgetary rent-seeking (Soler-Matutes, 2000). 

Combined with liberal market reforms that exposed especially city-owned enterprises to greater 

competition, many city-owned enterprises experienced severe financial stress during the 1990s 

sparking the so-called “grasp the large, release the small” reform (zhua da fang xiao) (Lin, 

2017a). From 1997 to 2003, the total number of medium- and large-sized industrial SOEs went 

from 98,600 to 34,280 while the number of township and village enterprises (TVEs) declined 

from 1.29 million to 0.29 million (Lin, 2017b, p. 2).  

The “releasing the small” part of the reform targeted smaller SOEs in competitive sectors 

mainly owned by governments at city-level (and below). They were restructured into joint stock 

corporations with minority ownership by workers and (especially) managers, various joint 

ventures, or were privatized of by auction, merger, or closure (Weiye Li & Putterman, 2008; Lin 
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& Zhu, 2001). Extensive ownership changes also led to changes in the governance of these now-

corporatized enterprises, where the city-level governments often remained the controlling 

shareholder after reform.37 With private investors, workers, and managers now in a position to 

influence corporate governance, as well as harder budget constraints, these enterprises faced 

greater pressure to heed market signals; the relevance of non-market policy objectives declined.  

The “grasping the large” part of the reform meant that the larger and mostly urban SOEs owned 

by provincial governments were not affected as strongly by this reform, due to the provincial 

Party-state’s reluctance to cede control of these enterprises. Compared to lower administrative 

levels, provincial governments tended to keep larger ownership stakes in the enterprises (Lin & 

Zhu, 2001). Politically, this signaled that they remained important implementing agents for 

national-level strategic development plans that viewed profit maximization as, at best, a 

secondary priority. Most reorganized provincial enterprises have taken the form of limited 

liability corporations (LLCs) and limited liability shareholding companies (LLSCs) in which the 

local state and institutional shareholders on average maintained much large stakes in the 

restructured companies compared to other forms of restructuring more prevalent at city-level 

and below (Lin & Zhu, 2001, p. 324). The differentiated reform process at various 

administrative levels of local government, therefore, suggests effects for corporate governance 

structures in listed local-SOEs: 

Hypothesis 4: Listed SOEs administered at city-level (and below) have higher 

shareholding by MBMs and lower concentration of ownership, compared with 

provincial-level SOEs. 

 

3. Data and methods 

3.1 Firm-level Data 

Chinese SOEs are typically organized in pyramid holding groups where lower-level subsidiaries 

are listed while higher-level controlling holding groups remain non-listed (Leutert, 2020). Each 

non-listed holding group possesses decision-making authority over its entire enterprise group,38 

and there are extensive vertical managerial interlocks within the pyramid (Arnoldi et al., 2019). 

                                                      
37 Only about a quarter of the restructured SOEs were fully privatized in the late 1990s (Lin & Zhu, 2001, p. 324).  
38 In practice, holding groups tussle with the relevant SASAS for ultimate decision-making authority, but analysis 

of this wrinkle is beyond the scope of this paper. 
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However, information on corporate governance of the holding group companies is very sparse 

and hard to obtain (Rosen et al., 2018). For this reason, our study is limited to listed subsidiaries, 

which are required to disclose detailed information on their corporate governance.  

We define SOEs as enterprises where “the percentage of state assets (or shares held by the state) 

is larger than that of any other single shareholder of the same enterprise”, independent of official 

registration type (NBS, 2019a). We rely upon data from the China Stock Market Accounting 

Research (CSMAR) database, which is used widely by scholars of Chinese corporate 

governance (J. P. H. Fan et al., 2007; Giannetti et al., 2015; Teng et al., 2018). This implies that 

SOEs included in the study per definition are corporatized, mixed-owned enterprises in which 

the ultimate controller is a local government or agency (i.e., local SASAC or government 

department). We excluded enterprises with universities/research institutions as their ultimate 

controller, since they are typically under the control of central government bodies. We excluded 

finance sector SOEs, which are different from other industries in terms of ownership structure 

and operation (S.-J. Chang & Jin, 2016, p. 12; M. Yu, 2013). Tibet and Shanxi province has 

missing values on institutional indicators and were therefore excluded. Companies were 

assigned to a province (or municipality with provincial status) based on the location of their 

ultimate government owner. The categorization for each company was double-checked 

manually. The result is a longitudinal panel dataset of 742 listed SOEs in China whose 

controlling shareholder is a government entity below the central government level. Our dataset 

constitutes about 24% out of the 3052 companies listed in CSMAR (as of 2016), and 70.5% of 

all 1053 listed SOEs in mainland China. The dataset includes a total of 5685 firm-year 

observations (unbalanced across variables) over the period 2008–2016.  

3.2 Dependent and independent variables 

We investigated corporate governance structures in terms of two dependent variables –

concentration of ownership and shareholding by MBMs – which are widely accepted measures 

for formal “internal” corporate governance practices and means to address agency risks 

(Aguilera et al., 2015, p. 486; Shleifer & Vishny, 1997). We calculated concentration of 

ownership as the percentage of shares held by the largest shareholder (V. Z. Chen et al., 2014, p. 

11; Teng et al., 2018, p. 281). In 3.43% of the SOEs in our sample, the largest shareholder was a 

local SASAS,39 and in 71.86% a SOE holding group company (集团) or state-owned assets 

                                                      
39 The name of the controlling shareholder included “委员会” (Committee) 
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investment management and operation company (国有资产投资经营)40. Holding groups and 

state-owned assets investment companies are for the most part 100% controlled by the local 

government (local SASAC), and their listed SOEs are first-tier subsidiaries. We measured 

shareholding by MBMs as the percentage of shares held by executives and board members 

combined (Teng et al., 2018, p. 281).  

To operationalize the two theoretical dimensions of horizontal institutional diversity, we 

followed Jia et al. (2019), Liu et al. (2014) and others, and used two basic indicators drawn from 

the Index of Marketization of China’s Provinces (NERI) (G. Fan et al., 2017; Jia et al., 2019; X. 

Liu et al., 2014). NERI has been applied widely to assess subnational institutional quality, 

government intervention/control, and general marketization of provinces in China (Choi et al., 

2015; F. Hu & Leung, 2012; X. Liu et al., 2014). The NERI index has five major sub-indices, 

each composed of a number of sub-indicators totaling 18 basic indicators. The indicators take 

the year 2008 as their basis.  

To operationalize horizontal institutional diversity, we decided to proxy state direction of the 

economy by “credit allocation to the state sector” (NERI basic indicator) measuring the 

proportion of loans granted to local-SOEs out of all loans granted41 (see Appendix 1 for detailed 

overview of all variables). Government connections in firms are associated with substantially 

less reliance on internal cash flows to fund investment and is a strong indicator for their access 

to bank loans (Cull et al., 2015; Fu, 2017; Milhaupt & Zheng, 2015, p. 690). Credit allocation to 

the state sector therefore reflects the degree of closeness between local SOEs and the local 

Party-state (Fan et al., 2007). Studies of the financial crisis stimulus in 2008-2009 found that 

credit allocation to the state sector in China reflected the degree of local government direction 

and industrial policy steering of the local economy, at the expense of market-based investment 

decision-making (Q. Liu et al., 2016, p. 13). 

 

We proxy market coordination of socioeconomic activities by the “development of local 

industry associations” (NERI basic indicator), measuring the extent of assistance to firms from 

                                                      
40 The name of the controlling shareholder included the "国有资产" (state assets), "国有资本" (state capital) or "集

团" (group company). 
41 This formulation reverses the original NERI variable’s emphasis credit allocation to non-state sector. The 

proportion of local-SOE liabilities as proportion of total liabilities was used as a substitute for the years 2015 and 

2016, because the credit allocation measurement data series was withdrawn. (The proportion of loans and the 

proportion of liabilities are highly correlated.) 
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local industry associations. The indicator is based on private survey data covering both privately 

owned enterprises and SOEs (NERI, 2016, p. 53). Two provinces might have similarly dense 

associational networks but different degrees of actual assistance to firms, reflecting differences 

in the independence, organizational development, and coherence of the associations. Missing 

values for the years 2013 and 2015 were interpolated using values in the immediate previous 

and subsequent year. There is no significant correlation between “development of local industry 

associations” and “credit allocation to the state sector” (see Appendix 2). 

To operationalize vertical institutional diversity, we created a dummy variable equal to 1 if the 

company’s ultimate controller is a province-level administrative unit, and 0 if the company is 

controlled at city level (or below). Shanghai, Tianjin, Beijing, and Chongqing city governments 

have provincial-level status in the Chinese administrative hierarchy, so we categorized 

corresponding SOEs as province-level, but we categorized SOEs controlled by district 

governments (county-level administrative units) within these four cities as city-owned 

enterprises. We categorized SOEs owned by city governments under their respective province or 

autonomous region in order to assign the corresponding proxies of horizontal institutional 

variety. This implies that we assigned the same scores to SOEs administered by different cities 

within the same province, assuming that they are embedded in similar state-capitalist 

institutional structures.  

3.3 Categorization of provinces 

The yearly province-level average scores on “credit allocation to local-SOEs” and “assistance 

from industry associations” were used to categorize provinces into different types of state 

capitalism according to the framework presented in Table 1. First, provinces were assigned a 

category on yearly basis. Secondly, the mode of the year-based time-variant categorization (i.e. 

most fragrantly occurring category) was used to assign provinces a fixed (time-invariant) 

category, which is shown in Table 2 below. In the analysis, we tested local-SOE corporate 

governance differences between these categories of provinces using dummy variables with 

networked state capitalism as reference category.  
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Table 2: Fixed time-invariant categorization of provinces 

 State direction of the economy 

Strong Weak 

 

 

 

 

 

 

 

 

Business 

coordination of 

socioeconomic 

activities 

 

 

 

 

 

 

Strong 

 

Interdependent 

Beijing* 

Heilongjiang* 

Shanxi* 

Shaanxi 

Tianjin 

Jilin 

Hunan 

Chongqing 

Anhui 

 

 

Networked 

Zhejiang* 

Fujian* 

Guangdong* 

Shanghai 

Liaoning 

 

 

 

 

Weak 

 

Classic state capitalism 

Qinghai* 

Gansu* 

Guizhou* 

Xinjiang 

Yunnan 

Inner Mongolia 

Guangxi 

 

 

Atomistic 

Hubei 

Sichuan 

Henan 

Jiangxi 

Hainan 

Hebei 

Ningxia 

Jiangsu 

Shandong 

 
Notes: The time-invariant categories are decided by the mode, i.e., the category that the province was placed in the 

largest number of times between 2008 and 2016. Each yearly categorization is based on scores relative the mean 

provincial score on credit allocation to the state sector and assistance to firms from business associations. *No 

change in category over time.  

 

We see that 21 out of the 30 provinces studied change categories over time, and 9 provinces are 

placed in the same category very year. These 9 provinces are to be considered the typical 

examples of each category. At a glance, Jiangsu, Liaoning, and Shandong might be considered 

misplaced, but all three provinces vary between categories in different years. For example, 

Liaoning is often placed in the interdependent category. The raw provincial scores on “credit 

allocation to local-SOEs” and “assistance from industry associations” in 2008, 2012, and 2016 

are shown in Appendix 3 (see also appendices 4 and 5).  

3.4 Control variables 

In our estimations, we controlled for firm size by including the natural logarithm of the total 

assets (following Su, Li, & Wan, 2017; Teng et al., 2018); financial performance measured by 

the return on assets ratio (Ueng, 2016); leverage measured as total debt divided by total assets 



 

172 

 

(G. Wei, 2007); age of the firms approximated by listing date (Xia & Walker, 2014). We 

controlled for whether the listed SOE’s largest shareholder is an SOE holding group/investment 

company directly under the local SASAC or a lower-level subsidiary, since the “distance” to the 

government might influence our estimations. We also included provincial gross domestic 

product per capita to control for general economic development. Finally, we used year and 

industry dummies as well as province dummies in models estimating effects of administrative 

levels to exclude any province-level effects. See Appendix 1 for a detailed summary of all 

variations computed.  

3.5 Summary of variables and descriptive statistics 

In Table 3, we see that 34.3% of the SOEs in the sample fall on the category of networked state 

capitalism, followed by 28.9% in the atomistic, 25.6% in interdependent, and 11.2% in the 

classic category. We can also observe that the ultimate controller of listed local-SOEs was 

divided evenly between province-level (50.20%) and city-level (49.80%) governments. The 

largest shareholder held an average of 39.07% of the total number of shares, compared with 

shareholding by MBMs of 0.30% (see appendices 6–9 for averages across provinces and 

categories of state capitalism). See also Appendix 1 for a detailed summary of variables 

computation.  
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Table 3: Descriptive Statistics  
 Variable  Obs  Mean  Std. Dev.  Min  Max 

Dependent variables      

Largest shareholder (%) 5669 39.07 15.689 3.621 84.92 

Top 5 largest shareholders (%)* 5669 52.44 16.085 10.196 99.23 

Shareholding by MBMs (%) 5427 0.304 1.536 0 16.317 

Assets owned by MBMs* (million RMB) 5427 83.20 1446.67 0 49435.55 

Independent variables      

State-ownership level (1=province-level) 5676 0.502 0.5 0 1 

Assistance from industry associations 5676 7.463 2.724 -.8 17.75 

Credit allocation to local-SOEs 5676 9.226 3.561 1 15.91 

Category of state capitalism      

Interdependent 5685 0.256 0.436 0 1 

Classic 5685 0.112 0.316 0 1 

Networked 5685 0.343 0.475 0 1 

Atomistic 5685 0.289 0.453 0 1 

Controls      

SOE holding group or SASAC as largest 

shareholder 

5685 0.753 0.431 0 1 

GDP per capita (RMB) 5685 51744 25179 9855 118198 

Log of total assets 5675 21.85 1.58 13.08 28.71 

Leverage 5675 53.70 32.34 1.027 1362.91 

Return on assets 5675 0.021 0.698 -51.298 7.45 

Listing year 5624 1999.22 5.056 1990 2014 
Notes: *=only used in robustness tests – see below. See Appendix 2 for correlations and Appendix 1 for definitions 

of variables. 

 

3.6 Estimation Approach 

Following others (Wei Li & Xu, 2002; B. Wang, 2017; Zhou et al., 2017), we used random-

effects (RE) models instead of fixed-effects (FE) models as our base models. A Hausman 

specification test confirms the use of a random effects model for estimating concentration of 

ownership, but points to a fixed effects model for shareholding by MBMs. However, we still 

apply RE models for the following reasons. First, there are time-invariant (dummy variable for 

administrative level and categories of provinces) or nearly time-invariant (some of the 

institutional variables change little over time) variables among our main independent variables, 

which cannot be estimated in an FE model. Second, we are interested in both between-effects 

and within-effects, making an RE model the preferred choice, since the FE model will control 

out all higher-level effects between groups (A. Bell & Jones, 2015). On the downside, the 

random effects model introduces a larger chance of an omitted variable bias.  

We applied robust standard errors clustered at firm-level in all models to account for within-firm 

error correlations (Desender et al., 2016, p. 357). We considered correlations among 
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independent variables (see Appendix 2) and checked the variance inflation factor. The 

corresponding value ranges from 1.10–2.04, which is well below the critical value of 10 and 

reduces the concern of multicollinearity.  

We first applied a one-way ANOVA and Tukey post-hoc test for pairwise comparisons of 

means to address differences between categories of state capitalism and SOEs owned at city- 

and province-level, respectively. Second, to establish causality, we employed the RE effects 

model to assess the effects of independent variables on shareholding by MBMs and ownership 

concentration (largest shareholders ownership percentage) while controlling for relevant firm- 

and province-level variables. However, since around 39% of the SOEs in our sample had zero 

shareholding by management and board creating a highly right-skewed distribution, we used a 

two-step approach for this dependent variable. First, we ran an RE logistic regression model 

with a dummy variable for shareholding by MBMs as dependent variable to estimate the odds 

ratios of having > 0 shareholding by MBMs. Second, we ran an RE model with the natural 

logarithm of shareholding by MBMs as dependent variable. Thereby, we tested effects of the 

independent variables in terms of 1) effects on chances of having any shareholding by MBMs 

and 2) the effects on the extent of shareholding by MBMs.  

4. Results 

First, we tested for the effects of horizontal institutional diversity (see tables 4 and 5). Second, 

we tested for effects of vertical institutional diversity on (tables 6 and 7) controlling for all 

province-level differences. Finally, we explored differences in the effects of horizontal 

institutional diversity within the sub-samples of listed local-SOEs with province- or city-level 

owners, respectively (see Appendix 11 and 12).  

4.1 Horizontal Institutional Variety 

 

Effects of state direction of the economy  

Table 4 shows that increasing credit allocation to the state sector (i.e., state direction of the 

economy) by one standard deviation (3.38) on average led to a 29.73% decrease in the chance of 

having shareholding by MBMs (see Table 4, Model 3). We find the same directions and sizes of 

estimates in the subsample for both city- and province-level SOEs, but with insignificant 
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coefficients (see Appendix 11 and 12). We find no significant effects on ownership 

concentration.  

Overall, these results only partly support Hypothesis 1: listed local-SOEs in localities with high 

state direction of the economy will have lower shareholding by MBMs, and higher 

concentration of ownership. State direction of the economy seems to mainly affect the 

implementation of equity incentive schemes in local-SOEs, which to some extent measures the 

marketization of the local-state sector.  

Effects of market coordination of economic activity 

Increasing assistance from local business associations (i.e., increasing business coordination of 

socioeconomic activities) by one standard deviation (2.72) on average led to 0.32 percentage 

points higher concentration of ownership and a 7.79% higher extent of shareholding by MBMs 

(Table 4, models 1 and 2). Looking at appendices 11 and 12, we can observe that the main 

effects of business associations on ownership concentration is driven by city-owned enterprises, 

while there are no significant effects for province-level SOEs. On the other hand, the main 

effects of business associations on shareholding by MBMs appears to be stronger for province-

owned enterprises.  

The results partly support Hypothesis 2. The results are in line with predictions regarding 

shareholding by MBMs, but diverge in terms of ownership concentration (see discussion 

section).  

Finally, a few comments on significant control variables are in order. First, we see that SOE 

holding group companies and state-assets investment companies tend to hold larger stakes in 

their listed subsidiary companies (on average 2.1%). This suggests that ownership of SOEs 

”closer” to the SASAC/local government tend to be less diversified. In addition, more profitable 

listed SOEs tend to have much higher ownership concentration (on average 6.6% ownership 

concentration per ROA standard deviation) suggesting that local governments protect profitable 

and strategic state assets. 
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Table 4: Horizontal variations in state ownership 
 (1) (2) (3) (4) (5) (6) 

 Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Assistance from industry 

associations 

0.118** 

(0.049) 

0.0282** 

(0.013) 

-0.0499 

(0.0577) 

   

Credit allocation to local-SOEs 0.0351 

(0.0957) 

0.0305 

(0.0223) 

-0.0921** 

(0.0461) 

   

State capitalism category 

(Networked=reference) 

      

1.Interconnected    -2.110 -0.244 -1.281*** 

    (1.336) (0.332) (0.475) 

2.Classic    -0.676 -1.047** -2.176*** 

    (2.128) (0.464) (0.743) 

4.Atomistic    -1.601 -0.417 -1.232** 

    (1.333) (0.306) (0.504) 

State-ownership-level dummy 5.223*** 

(1.078) 

-0.807*** 

(0.221) 

-0.673* 

(0.377) 

5.485*** 

(1.084) 

-0.738*** 

(0.224) 

-0.639* 

(0.376) 

SOE holding group dummy 2.106** 

(0.986) 

-0.138 

(0.147) 

0.0431 

(0.294) 

2.072** 

(0.982) 

-0.142 

(0.149) 

0.0162 

(0.295) 

GDP per capita (RMB) 5.34e-05** -3.81e-06 -4.52e-06 5.59e-05** -6.75e-06 -1.45e-05 

 (2.33e-05) (5.77e-06) (9.73e-06) (2.41e-05) (6.20e-06) (1.00e-05) 

Log of total assets -0.00966 0.00820 -0.0919 -0.00376 0.00944 -0.0897 

 (0.125) (0.0280) (0.0672) (0.125) (0.0280) (0.0670) 

Listing year 0.537*** 0.226*** -0.136*** 0.557*** 0.229*** -0.118*** 

 (0.113) (0.0273) (0.0357) (0.115) (0.0278) (0.0353) 

Leverage -0.00555 -0.00114 0.00402 -0.00498 -0.000804 0.00443 

 (0.0193) (0.00334) (0.00619) (0.0193) (0.00338) (0.00624) 

Return on assets 9.455*** -0.105 -0.0886 9.536*** -0.0571 -0.0866 

 (3.258) (0.692) (1.583) (3.253) (0.686) (1.578) 

Year and industry dummies Yes Yes Yes Yes Yes Yes 

Constant -1,042*** -456.3*** 278.0*** -1,081*** -461.4*** 241.8*** 

 (225.7) (54.70) (71.59) (230.4) (55.55) (70.78) 

Observations 5,615 3,108 5,622 5,615 3,108 5,622 

Number of firms 742 531 742 742 531 742 

Notes: Models 1, 2, 4 and 5 are random effects models. Model 3 and 6 are random effects logistic regression models. Robust standard errors clustered at firm-level parentheses. 

***statistical significance at 1% level (p-value < 0.01); **5% level (p-value < 0.05); *10% level (p-value < 0.1). Sample period 2008–2016.
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Comparisons of state capitalist categories  

One-way ANOVA tests (not shown) determined that ownership concentration and shareholding 

by MBMs were different for the four categories of state capitalism presented in Table 1. In 

contrast with Hypothesis 3 but in line with the results in Table 4 above, Tukey post-hoc tests 

(Table 5) reveal that local-SOE ownership concentrations tend to be higher in Networked state 

capitalist provinces compared with Classic state capitalist provinces, and that the lowest 

ownership concentration is found in atomistic provinces. In support of Hypothesis 3, results 

reported in Table 5 show that Networked provinces have statistically significantly higher MBMs 

shareholding compared to the Classic state capitalist group of provinces.  

Table 5: Pairwise comparisons of means, categories of state capitalism 

  Contrast P>t 95% Confidence 

Interval 

 

Shareholding by MBMs (%) 

    

Classic vs Interdependent -1.214 

(0.7453) 

0.362 -3.129 0.701 

Networked vs Interdependent 0.3138 

(0.545) 

0.939 -1.086 1.713 

Atomistic vs Interdependent -1.723 

(0.566) 

0.013 -3.177 -0.268 

Networked vs Classic 1.528 

(0.715) 

0.141 -0.308 3.364 

Atomistic vs Classic -0.508 

(0.731) 

0.899 -2.387 1.370 

Atomistic vs Networked -2.036 

(0.525) 

0.001 -3.385 -0.688 

 

Ownership concentration (largest shareholder % ownership) 

Classic vs Interdependent -0.045 

(0.051) 

0.816 -0.175 0.086 

Networked vs Interdependent 0.139 

(0.037) 

0.001 0.043 0.234 

Atomistic vs Interdependent 0.076 

(0.039) 

0.202 -0.023 0.175 

Networked vs Classic 0.183 

(0.049) 

0.001 0.059 0.308 

Atomistic vs Classic 0.121 

(0.050) 

0.072 -0.007 0.248 

Atomistic vs Networked -0.063 

(0.035) 

0.285 -0.154 0.028 

Note: test conducted on full sample in 2008–2016. Standard errors in parentheses. 
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These findings are confirmed overall in Table 4 above, where we report tests on the differences 

while also controlling for other factors. MBMs of local-SOEs in Networked state capitalist 

provinces are significantly more likely to own shares in their firms, compared with all three 

other categories; between Networked and Classic categories, the average difference is 88.6% 

more likely. The extent of shareholding by MBMs is significantly higher in firms in Networked 

compared to Classic environments – on average by 64.9% higher shareholding. Ownership 

concentration is not significantly different between Classic and Networked categories, but the 

tendencies support the findings in the Tukey post-hoc tests. Our findings are in with Hypothesis 

3’s predictions regarding shareholding by MBMs, but diverges (again) in terms of ownership 

concentration (see discussion section below).  

4.2 Vertical institutional variety 

One-way ANOVA tests (not shown) determined that ownership concentration and shareholding 

by MBMs were different for city- and province-owned enterprises. In support of Hypothesis 4, 

Tukey post-hoc tests in Table 6 reveal that province-owned enterprises have significantly higher 

ownership concentration and lower MBM shareholding, compared to city-owned enterprises.  

Table 6: Pairwise comparisons of means  

  Contrast t-value P>t 95% Confidence 

Interval 

 

Shareholding by MBMs (%) 

Province vs city -0.118 

(0.028) 

-4.19 0.000 -0.174 -0.063 

 

Ownership concentration (largest shareholder % ownership) 

Province vs city 5.613 

(0.410) 

13.69 0.000 4.809 6.417 

Note: test conducted on full sample in 2008-2016. Standard errors in parentheses. 

Table 7 below confirms the results while controlling for both firm-level and province-level 

differences by including province dummies. All models support Hypothesis 4’s expectation. On 

average, compared with SOEs controlled by city-level (or lower) governments, SOEs controlled 

by provincial governments have a 5.5% higher concentration of ownership, 52.1% lower extent 

of shareholding by MBMs, and a 45.7% lower chance of having any shareholding by MBMs.  
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Table 7: Vertical variation in state ownership  

 (1) (2) (3) 

 Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs 

shareholding 

dummy 

State-ownership-level dummy 

(1=province-level SOE) 

5.505*** 

(1.194) 

-0.733*** 

(0.238) 

-0.611* 

(0.369) 

SOE holding group dummy 1.985** -0.133 0.0745 

 (0.988) (0.149) (0.292) 

Listing year 0.522*** 0.222*** -0.104*** 

 (0.118) (0.0292) (0.0343) 

Log of total assets 0.00398 0.00688 -0.0892 

 (0.125) (0.0281) (0.0669) 

Leverage -0.00562 -0.000424 0.00617 

 (0.0193) (0.00342) (0.00616) 

Return on assets 9.687*** -0.235 -0.0230 

 (3.283) (0.694) (1.592) 

Year, industry, and province 

dummies 

Yes Yes Yes 

Constant -1,008***  210.1*** 

 (235.6)  (68.81) 

Observations 5,615 3,108 5,622 

Number of Stkcd 742 531 742 

Notes: Models 1 and 2 are random effects models. Model 3 is a random-effects logistic regression. Robust standard 

errors clustered at firm-level in parentheses. ***statistical significance at 1% level (p-value < 0.01). **statistical 

significance at 5% level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1). Sample period 

2008–2016. 

 

4.3 Robustness check  

We ran two sets of analysis as robustness checks on the result changing the dependent and 

independent variables (see Appendix 10): First, we estimated models on the top five 

shareholders’ percentage ownership and assets owned by MBMs (based on their shareholding 

percentage) to account for differences in company size. Second, we changed the categorization 

of provinces to be time-variant and re-assessed using each year’s data. The tests confirmed the 

results from the main models.  

5. Discussion 

Our study focuses on the role of the state in corporate governance in the context of a literature 

that often treats SOEs as a universal group of companies (Chang & Wong, 2004; Cui & Jiang, 

2012; Nee et al., 2007; Wei, 2007; Wong, 2016; Xu & Wang, 1999). Whereas the prior 

literature divides Chinese SOEs into two main groups – central and local-SOEs (M. H. Li et al., 

2014; Teng et al., 2018) – our findings provide evidence of significant diversity in terms of 
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corporate governance within the group of listed local-SOEs. In this section, we discuss our 

findings in the context of current debates within research on comparative (state) capitalism, 

Chinese institutional reforms, and SOE governance. 

5.1 Horizontal Subnational Institutional Diversity and Corporate Governance 

Variety in corporate governance of listed local-SOEs in China reflects the diversity in state–

market relations as well as institutional change over time. Our study moves beyond frameworks 

of state capitalism in the management literature (Musacchio et al., 2015), and the one-

dimensional approach to local institutional variety (Alami & Dixon, 2020; Choi et al., 2015; F. 

Hu & Leung, 2012; Jia et al., 2019; X. Liu et al., 2014; Shi et al., 2012). Building upon a 

typology of state capitalist diversity within China (Peck & Zhang, 2013; Rithmire, 2014; 

Walder, 1995; J. Zhang & Peck, 2016; X. Zhang & Zhu, 2017), our study demonstrates that 

state direction of the economy and market coordination of socioeconomic activities, and 

different combinations hereof, affect corporate governance structures of listed local-SOEs. As 

we hypothesized, we found that provinces with high business coordination of socioeconomic 

activities and low state direction of the economy tended to have higher shareholding by MBMs. 

However, in contrast to our expectations, these provinces also had high concentrations of 

ownership. This suggests that the legal determination theory of ownership concentration does 

not apply, and that localities with developed market institutions protect their local-SOEs to a 

larger-than-expected extent against ownership diversification and takeovers (Ye, 2017). This 

might also be explained by earlier studies that found greater eagerness in poorer cities and 

counties (i.e., with lower concentration of business services/intermediary institutions) to raise 

funds by diluting their ownership in local-SOEs, either through market-based opportunities or 

by entering into partnerships with central SOEs (Cao et al., 1999; C. I. Chen, 2014).  

Our results imply that measuring subnational institutional diversity only in terms of “private 

sector development” (Jia & Mayer, 2017) will not capture differences in business coordination 

of socioeconomic activities in the Chinese context. In fact, in our study shows that Chinese 

provinces score differently in the proposed two-dimensional approach to local variations in state 

capitalism. For example, while Jiangsu and Zhejiang provinces have equally developed private 

sectors and equally limited credit allocation to local-SOEs, business associations in the former 

are largely funded and controlled by the local government, which is reflected in low to modest 

assistance from industry associations (Zhang & Zhu, 2017, p. 106) (see appendices 4 and 5). By 

contrast, many grassroots business associations initiated and led by private entrepreneurs 
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themselves have emerged forcefully and played active roles in the process of socio-economic 

change in Zhejiang, which we see reflected in a very high score on assistance from business 

associations (Zhang & Zhu, 2017, p. 106).  

Furthermore, we find Chinese provinces with very high government quality, highly developed 

business coordination of socioeconomic activities but also a high degree of state direction of the 

economy. This is particularly evident in Beijing and to some degree in Shanghai. This might 

suggest that the level of private sector development alone is not necessarily a comprehensive 

proxy for government quality, as previous studies have assumed (Choi et al., 2015; Jia et al., 

2019). We suggest that these provinces are “interdependent state capitalist economies” 

characterized by relatively large state sectors, high quality of government and well-developed 

business associations. They are different from networked state capitalist economies (such as 

Guangdong and Zhejiang), where the state direction of the economy is much lower. In general, 

the institutional calibrations of state capitalist models suggested in our study, could be explored 

further since they are likely to have consequences beyond corporate governance in areas such as 

internationalization, outward foreign direct investments, and firm strategy (Chan et al., 2010; J. 

Li et al., 2018; X. Liu et al., 2014; X. Ma et al., 2013; Shi et al., 2012). 

 

5.2 Vertical Subnational Institutional Diversity and Corporate Governance 

Our findings confirm vertical diversity within Chinese state ownership associated with the 

hierarchical level of the local government owners in listed local-SOEs. In particular, city-level 

(and below) SOEs had significantly more outsider-controlled and marketized corporate 

governance structures, in terms of higher shareholding by management and the board as well as 

lower concentration of ownership, compared with province-level SOEs.  

These findings may suggest that the central–local divide in corporate governance may apply not 

only when comparing city-owned enterprises with central-level SOEs, but also when comparing 

province-owned to city-owned enterprises. In fact, the difference might be larger within locally 

owned SOEs. For instance, Teng et al. (2018) estimated that the average difference in 

concentration of ownership in central vs city-owned enterprises was 1.12%, whereas our study 

shows an average difference of 5.5% between a city-level and a province-level SOE. This might 

indicate that provincial SOEs have been protected from ownership diversification to a similar, or 

even larger, extent than central-level SOEs.  
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Such corporate governance difference between province- and city-owned enterprises, as 

observed in our study in case of listed firms, are likely to be related to institutional changes in 

the context of SOE-reform from 1997–2003 (Zeng & Tsai, 2011). These resulted in hardening 

budget constraints and changed incentives related to diluting ownership or privatizing local-

SOEs, which played out differently depending upon administrative ownership level (Cao et al., 

1999; Tong, 2009). Furthermore, the province–city divide also reflects a higher degree of 

market-orientation in city-owned enterprises, which are under harder budget constraints and 

function more as commercial vehicles for profit than province-level SOEs (Weiye Li & 

Putterman, 2008).  

Our study suggests that we find the least politicized and most marketized SOEs among city-

level enterprises located in “Networked” provinces such as Zhejiang, Guangdong or Fujian. It is 

likely that city-owned enterprises in such localities function more as commercial vehicles for 

profit than as development instruments.  

6. Conclusion, limitations and future research 

6.1 Conclusion 

With a starting point in comparative capitalism literature, this study theorizes that institutional 

reforms in China have created corporate governance diversity among locally controlled SOEs – 

a group of enterprises often considered as homogeneous in the literature. In support of the 

theory, and drawing on data from stock exchange listed SOEs, we found a significant variation 

in terms of concentration of ownership and shareholding by MBMs between local listed SOEs in 

different parts of the country (horizontal institutional diversity), and between city- and province-

level SOEs (vertical institutional diversity) in the same province. 

First, this paper contributes to the comparative (state) capitalism literature by theorizing about 

and testing firm-level implications of different subnational state capitalist models. Second, we 

contribute to literature on institutional reforms and SOE governance by theorizing about and 

testing how Chinese institutional reforms have produced stark vertical institutional differences 

between province-level SOEs and SOEs controlled at the city level and below.  

From a managerial perspective, our emphasis on the horizontal and vertical institutional 

embeddedness of SOEs, reveals potential, but overlooked, risks associated with corporate 

governance of local listed Chinese SOEs for investors and partners, such as: interests of the state 
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shareholders (SOEs as implementers of political goals) and concentration of ownership; and 

lack of management incentives. We show how these risks vary between geographical localities 

and administrative levels of their government owners.  

Furthermore, variations in corporate governance structures resulting from different types of state 

ownership are likely to lead to differences in performance and firm strategy. This could help to 

explain the mixed results in previous studies on the link between state ownership and 

performance of Chinese companies, as those results might partially stem from a limited 

consideration of diversity of Chinese SOEs (G. S. Liu et al., 2015; Vinh et al., 2009; K. Wang & 

Xiao, 2009; G. Wei, 2007; M. Yu, 2013). Often these studies compared very different types of 

companies by mixing central, provincial, and city-owned enterprises located throughout China. 

Similarly, international business studies looking at internationalization strategies among SOEs 

would benefit from a more fine-grained conceptualization of SOEs and subnational models of 

state capitalism (Amighini et al., 2013; Cui & Jiang, 2012; J. Li et al., 2018; M. H. Li et al., 

2014). Thus, our study lays the ground for future empirical research on the interplay between 

different types of state ownership (diversified vertically and horizontally), corporate governance 

structures, and performance or firm strategies.  

6.2 Limitations  

Our study is subject to limitations that we openly acknowledge. Firstly, since there is very little 

publicly available data on corporate governance of non-listed SOEs in China, this study was 

limited to analyzing 742 listed local-SOEs, which constitutes only 0.8% of the 89,548 local-

SOEs registered within the state-owned assets system (SASAC, 2016, p. 689). This creates a 

selection bias, since listed companies are not a representative sample of all Chinese local-SOEs. 

Much of the “real” governance of listed state-controlled companies takes place through their 

non-listed holding group companies, which possess decision-making authority over the entire 

enterprise group. Yet, information on the corporate governance of these holding group 

companies is very sparse (Rosen, Lautert, & Guo, 2018). For this reason, many studies are 

limited to their listed subsidiaries, which are required to disclose detailed information on their 

corporate governance.  

Secondly, our study measures corporate governance in a two-dimensional way by considering 

concentration of ownership and level of shareholding by MBMs. However, assessing quality of 

corporate governance is a complex process that involves a broader set of evaluations of 
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manifold operational aspects of a company. It would therefore be beneficial to test the results 

against a broader scoring system for Chinese SOE corporate governance, such as those used to 

evaluate enterprises in other emerging economies (Sarkar et al., 2012; Warganegara et al., 

2013).  

Thirdly, our paper only addresses formal corporate governance structures and not the political 

layer of corporate governance in terms of the Party groups (党组) and Party committees (党委

员会), which exist in all Chinese listed enterprises (regardless of ownership) and are known to 

exert influence on SOE’s corporate governance (A. H. Zhang & Liu, 2019; Y. Zhang, 2012). 

Future studies should address variations within the role and structure of various Party groups in 

SOEs and non-state-controlled companies. One might expect that the reinforcement of the Party 

inside various types of enterprises significantly increase the potential political risk associated 

with Chinese enterprises. To assess such risks, future studies should expand the limited 

literature on personnel appointments, decision-making and supervision functions of enterprise 

Party groups/committees (E. C. Chang & Wong, 2004; Cho & Huang, 2012; W. Yu, 2013).  

Finally, we have no access to appropriate measurements for institutional diversity at city-level 

and below (within provinces). Therefore, we categorized SOEs owned by city governments 

under their respective province or autonomous region in order to assign corresponding 

indicators at the provincial level. We need to acknowledge that this is an approximation and that 

there might be within-province institutional variations, which we do not account for in our 

approach42.  

 

 

 

 

 

 

                                                      
42 For example, institutional setups in Suzhou in southern Jiangsu (Sunan region), and Xuzhou in northern Jiangsu 

(Subei region) have been shown to differ (Y. D. Wei, 2004). 
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Appendix 1: computation of variables  

Independent variables 

Assistance from 

industry associations 

Extent of assistance to firms from local industry associations/guild 

(survey data). The original data of this index come from enterprise 

questionnaire surveys, where enterprise operators evaluate conditions 

and development of associations. Higher scores equal more extensive 

assistance. 

Credit allocation to 

local-SOEs 

In the data period 2008-2014, the proportion of loans granted to local 

state-owned enterprises out of all loans are applied, In 2015 and 2016, 

the proportion of local state-owned enterprises’ liabilities as proportion 

of total liabilities are used as a substitute. The proportion of loans and the 

proportion of liabilities are highly correlated. Higher score = larger 

proportion of all credit is allocated to state-owned enterprises. 

Local administrative 

level  

Dummy variable. 0 = city-level or below, 1 = province level  

Category of state 

capitalism 

Mode of yearly categorization based on: 

Interdependent = “Credit allocation to local-SOEs” > yearly mean & 

“Assistance from industry associations” > yearly mean 

Classic = “Credit allocation to local-SOEs” > yearly mean & “Assistance 

from industry associations” < yearly mean 

Networked = “Credit allocation to local-SOEs” < yearly mean & 

“Assistance from industry associations” > yearly mean 

Atomistic = “Credit allocation to local-SOEs” < yearly mean & 

“Assistance from industry associations” < yearly mean 

Dependent variables 

Largest shareholder (%) (Number of shares held by the first largest shareholder/total number of 

shares)*100 

Top 5 largest 

shareholders (%)* 

(Number of shares held by the five largest shareholders/total number of 

shares)*100 

Shareholding by MBMs  (Shares held by executives + board of directors / total number of 

shares)*100 

Assets owned by 

MBMs* (million RMB) 

(Shares held by executives + board of directors / total number of 

shares)*total assets 

Control variables 

GDP per capita (RMB) Provincial gross domestic product per capita 

Total assets Ln(total assets) 

Return on assets Net profit/total assets  

Leverage Total liabilities/total assets 

Listing date Listing year 

Industry  Dummy variables 

Year 1 if the company is in year Y, 0 otherwise 

Province  Dummy variables for each province (only in test of province–city SOE 

differences) 

Notes: *=only used for robustness check in Appendix 10.
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Appendix 2: correlations table 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) 

(1) Largest shareholder (%) 1.000             

              

(2) Top 5 largest shareholders (%) 0.765* 1.000            

 (0.000)             

(3) Shareholding by MBMs (%) -0.146* -0.066* 1.000           

 (0.000) (0.000)            

(4) Assets owned by MBMs (million RMB) -0.069* -0.044* 0.142* 1.000          

 (0.000) (0.001) (0.000)           

(5) State-ownership level (1=province-level) 0.179* 0.160* -0.054* -0.047* 1.000         

 (0.000) (0.000) (0.000) (0.000)          

(6) Assistance from industry associations 0.055* 0.051* 0.049* 0.021 0.101* 1.000        

 (0.000) (0.000) (0.000) (0.122) (0.000)         

(7) Credit allocation to local-SOEs 0.023 0.014 -0.062* -0.038* 0.173* 0.023 1.000       

 (0.089) (0.302) (0.000) (0.005) (0.000) (0.081)        

(8) SOE holding group or SASAC as largest 

shareholder 

0.134* 0.056* -0.007 0.016 0.051* -0.015 0.001 1.000      

 (0.000) (0.000) (0.588) (0.242) (0.000) (0.265) (0.930)       

(9) GDP per capita (RMB) 0.065* 0.049* 0.057* 0.014 0.131* 0.664* 0.021 0.005 1.000     

 (0.000) (0.000) (0.000) (0.292) (0.000) (0.000) (0.115) (0.696)      

(10) Log of total assets -0.031* -0.048* -0.027 0.177* -0.006 0.020 0.031* 0.005 0.013 1.000    

 (0.019) (0.000) (0.051) (0.000) (0.676) (0.137) (0.020) (0.713) (0.341)     

(11) leverage -0.076* -0.090* -0.060* 0.002 -0.019 -0.047* 0.013 -0.037* -0.044* 0.040* 1.000   

 (0.000) (0.000) (0.000) (0.910) (0.147) (0.000) (0.326) (0.006) (0.001) (0.002)    

(12) ROA 0.021 0.029* 0.009 0.003 0.015 -0.014 -0.019 0.029* -0.004 -0.004 -0.565* 1.000  

 (0.122) (0.031) (0.507) (0.810) (0.244) (0.290) (0.155) (0.028) (0.789) (0.743) (0.000)   

(13) Listing year 0.164* 0.295* 0.303* -0.039* -0.011 -0.096* 0.037* 0.051* -0.126* -0.118* -0.125* 0.020 1.000 

 (0.000) (0.000) (0.000) (0.004) (0.403) (0.000) (0.006) (0.000) (0.000) (0.000) (0.000) (0.130)  

* p<0.05 
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Appendix 3: provincial scores in 2008, 2012 and 2016 

 

 
Notes: State direction of the economy is proxies by allocation of credit to the state-owned sector. Business coordination of socioeconomic activities 

is proxies by degree of assistance to firm from local business associations. 
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Appendix 4: Provincial average scores on credit allocation to local-SOEs, 2008–2016 

 
Note: calculated as average yearly provincial score on the (reversed) NERI inducator for credit allocation.  
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Appendix 5: Provincial average scores on assistance from industry associations, 2008–2016 

 
Note: calculated as average yearly provincial score on the NERI inducator for industry associations 
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Appendix 6: Provinces, administrative levels and shareholding by largest shareholder (%), mean 2008–2016 
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Appendix 7: Categories of state capitalism, administrative levels and shareholding by largest shareholder (%), mean 2008–2016 
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Appendix 8: Provinces, administrative levels and shareholding by MBMs (%), mean 2008-2016 
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Appendix 9: Categories of state capitalism, administrative levels and shareholding by MBMs (%), mean 2008–2016 

 
 



 

203 

 

Appendix 10: Robustness test, alternative measurements, 2008–2016 
 (1) 

Top 5 largest 

shareholders (%) 

(2) 

Log of assets owned by 

MBMs* (million RMB) 

(3) 

Top 5 largest 

shareholders (%) 

(4) 

Log of assets owned by 

MBMs* (million RMB) 

(5) 

Top 5 largest 

shareholders (%) 

(6) 

Log of assets owned by 

MBMs (million RMB) 

 

State-ownership level (1=province-

level) 

5.076*** 

(1.132) 

-0.705*** 

(0.235) 

4.962*** 

(1.031) 

-0.787*** 

(0.214) 

4.932*** 

(1.053) 

-0.777*** 

(0.217) 

Assistance from industry associations   0.140** 

(0.0547) 

0.0346*** 

(0.0127) 

  

Credit allocation to local-SOEs   -0.0674 0.0256   

   (0.0830) (0.0196)   

Time-variant state capitalist categories 

(Networked=reference) 

      

1.Interconnected     -0.522 0.149 

     (0.347) (0.101) 

2.Classic     -0.909** -0.268* 

     (0.445) (0.146) 

4.Atomistic     -0.888*** -0.123* 

     (0.304) (0.0682) 

State-ownership-level dummy 0.921 -0.155 1.049** -0.158 1.036  

 (1.006) (0.151) (0.447) (0.115) (1.002)  

Listing year 0.931*** 0.225*** 0.935*** 0.229*** 0.937*** 0.228*** 

 (0.116) (0.0291) (0.0981) (0.0206) (0.110) (0.0272) 

Log of total assets -0.0657 1.031*** -0.0770 1.031*** -0.0755 1.031*** 

 (0.142) (0.0335) (0.0962) (0.0219) (0.141) (0.0334) 

Leverage -0.0597*** -0.000685 -0.0595*** -0.00143 -0.0592*** -0.00102 

 (0.0191) (0.00348) (0.00895) (0.00219) (0.0189) (0.00334) 

Return on assets 11.21*** -0.401 10.95*** -0.251 10.94*** -0.218 

 (3.016) (0.670) (1.934) (0.479) (2.982) (0.662) 

GDP per capita (RMB)   3.46e-05** -4.06e-06 4.33e-05* -3.64e-06 

   (1.56e-05) (3.64e-06) (2.27e-05) (5.59e-06) 

Province dummies Yes Yes No No No No 

Year and industry dummies Yes Yes Yes Yes Yes Yes 

Constant -1,805***  -1,815*** -481.1*** -1,818*** -478.0*** 

 (232.7)  (196.4) (41.26) (221.4) (54.40) 

Observations 5,615 3,108 5,615 3,108 5,615 3,108 

Number of firms 742 531 742 531 742 531 

Notes: Random effects models. Robust standard errors clustered at firm-level parentheses. ***statistical significance at 1% level (p-value < 0.01). **statistical significance at 5% 

level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1). Sample period 2008-2016. 
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Appendix 11: Split sample, city-level SOEs only 

 (1) (2) (3) (4) (5) (6) 

 Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Assistance from industry associations 0.178*** 0.0275 -0.0957    

(0.0690) (0.0189) (0.0870)    

Credit allocation to local-SOEs -0.0219 0.00657 -0.0892    

(0.105) (0.0291) (0.0720)    

State capitalism category 

(Networked=reference) 

      

1.Interconnected    -5.533*** -0.524 -1.465** 

    (1.884) (0.465) (0.734) 

2.Classic    -0.747 -1.461** -1.293 

    (2.852) (0.644) (1.028) 

4.Atomistic    -5.303*** -0.426 -1.396* 

    (1.688) (0.403) (0.743) 

SOE holding group dummy 2.380*** -0.176 0.111 2.359* -0.180 0.141 

 (0.632) (0.182) (0.551) (1.419) (0.233) (0.548) 

GDP per capita (RMB) 9.45e-05*** -8.70e-06 -1.73e-05 9.24e-05*** -1.25e-05 -2.50e-05 

 (1.99e-05) (5.78e-06) (1.72e-05) (3.55e-05) (9.44e-06) (1.76e-05) 

Log of total assets -0.143 0.0276 -0.116 -0.134 0.0298 -0.125 

 (0.114) (0.0314) (0.0966) (0.143) (0.0452) (0.0969) 

Listing year 0.619*** 0.235*** -0.124** 0.643*** 0.240*** -0.111** 

 (0.138) (0.0293) (0.0568) (0.156) (0.0342) (0.0555) 

Leverage 0.0224** -0.00394 -0.0129 0.0232 -0.00358 -0.0129 

 (0.0109) (0.00310) (0.00899) (0.0246) (0.00492) (0.00900) 

Return on assets 10.54*** -0.826 0.289 10.80*** -0.750 0.220 

 (2.269) (0.660) (2.165) (3.815) (1.124) (2.151) 

Year and industry dummies Yes Yes Yes Yes Yes Yes 

Constant -1,206*** -474.9*** 256.1** -1,251*** -484.4*** 230.3** 

 (276.3) (58.71) (113.7) (312.4) (68.35) (111.1) 

Observations 2,803 1,657 2,809 2,803 1,657 2,809 

Number of firms 378 278 378 378 278 378 

Notes: Models 1, 2, 4 and 5 are random effects models. Models 3 and 6 are random effects logistic regression models. Robust standard errors clustered at firm-level parentheses. 

***statistical significance at 1% level (p-value < 0.01). **statistical significance at 5% level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1).  

Sample period 2008–2016. Only city level SOEs included.  
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Appendix 12: Split sample, province-level SOEs only 

 (1) (2) (3) (4) (5) (6) 

 Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Largest 

shareholder (%) 

Log of shareholding 

by MBMs 

MBMs shareholding 

dummy 

Assistance from industry associations 0.102 0.0323* -0.0195    

(0.0711) (0.0168) (0.0766)    

Credit allocation to local-SOEs 0.0299 0.0388 -0.0919    

 (0.112) (0.0265) (0.0616)    

State capitalism category 

(Networked=reference) 

      

1.Interconnected    0.920 -0.0388 -1.239* 

    (1.792) (0.495) (0.637) 

2.Classic    -0.274 -0.437 -2.981*** 

    (3.115) (0.653) (1.041) 

4.Atomistic    3.064 -0.409 -1.271* 

    (2.125) (0.486) (0.711) 

SOE holding group dummy 1.906*** -0.0826 0.00130 1.914 -0.0859 -0.0489 

 (0.548) (0.144) (0.350) (1.287) (0.199) (0.352) 

GDP per capita (RMB) 2.26e-05 7.71e-07 3.46e-07 3.41e-05 -7.95e-08 -1.25e-05 

 (2.14e-05) (4.68e-06) (1.19e-05) (3.25e-05) (8.31e-06) (1.23e-05) 

Log of total assets 0.110 -0.0110 -0.0646 0.108 -0.00982 -0.0562 

 (0.131) (0.0296) (0.0940) (0.201) (0.0332) (0.0942) 

Listing year 0.447*** 0.213*** -0.143*** 0.434*** 0.214*** -0.125*** 

 (0.145) (0.0294) (0.0449) (0.167) (0.0459) (0.0454) 

Leverage -0.0285** 0.00161 0.0180** -0.0283 0.00188 0.0185** 

 (0.0120) (0.00301) (0.00886) (0.0278) (0.00474) (0.00898) 

Return on assets 8.769*** 0.442 -0.515 8.800* 0.408 -0.444 

 (2.652) (0.661) (2.293) (5.168) (0.779) (2.284) 

Year and industry dummies Yes Yes Yes Yes Yes Yes 

Constant -858.1*** -431.1*** 289.7*** -831.9** -431.7*** 254.1*** 

 (289.9) (58.94) (90.31) (334.0) (91.66) (91.25) 

Observations 2,812 1,451 2,813 2,812 1,451 2,813 

Number of firms 364 253 364 364 253 364 

Notes: Models 1, 2, 4 and 5 are random effects models. Models 3 and 6 are random effects logistic regression models. Robust standard errors clustered at firm-level parentheses. 

***statistical significance at 1% level (p-value < 0.01). **statistical significance at 5% level (p-value < 0.05). *statistical significance at 10% level (p-value < 0.1). Sample 

period 2008–2016. Only province level SOEs. 
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Chapter 6 

 

Corporate Governance with Chinese Characteristics:  

Party Organization in State-owned Enterprises 
 

Kasper Ingeman Beck1,2 & Kjeld Erik Brødsgaard1 

 

 

Abstract 

This article analyzes the role of the Chinese Communist Party (CCP) in the corporate 

governance of Chinese state-owned enterprises (SOEs). Relying on official documents, 

secondary works, and interviews with enterprise managers, government officials, and 

academics, the article documents how the CCP has actively formalized its role in Chinese 

business by embedding itself into the corporate governance structure of state-owned enterprises. 

Through the application of Chinese indigenous administrative corporate governance concepts 

such as “bidirectional entry, cross appointment” and “three majors, one big”, the CCP has 

consolidated its dominance of enterprise decision-making procedures and personnel 

appointment by creating a hybrid Party-led model of corporate governance. While this hybrid 

model can secure enterprise compliance, communication with higher state and Party organs, as 

well as long-term development planning, it is unlikely to help solve SOE efficiency problems 

and might undermine other SOE reforms, such as efforts toward mixed ownership. 

Keywords: Corporate governance; Chinese Communist Party (CCP); State-owned enterprises 

(SOEs); political control; cadre management. 
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1. Introduction 

State-owned enterprise (SOE) reform and management is one of the most debated topics among 

economists and scholars in the China field. Discussions range from external market competition 

to ownership structures and corporate governance (Li & Putterman, 2008; Y. Lin & Zhu, 2001; 

Nolan, 2012; Oi, 2011; Tricker & Li, 2019). Since the 1980s, power delegation reforms have 

taken several forms, including management responsibility systems, boards of directors and joint-

stock policies, to mention a few. During the 1990s and early 2000s, Chinese SOE’s corporate 

governance in general converted towards international “best practices” based on a stylized 

Anglo–American model (Tam, 1999) According to an influential study, China’s economic rise 

and integration into the global economic order were based on emulating Western rules and 

regulatory systems (Steinfeld, 2010).43 However, this trend seems to have reversed since 2012, 

when Xi Jinping 习近平  took charge. We now observe a formalization of the Chinese 

Communist Party’s (CCP) role in SOE management as it advances what it calls a “modern state-

owned enterprise system with Chinese characteristics” (CCP, 2020). A new regime of 

“corporate governance with Chinese characteristics” is being consolidated, with vast 

consequences for corporate operations (Allen & Li, 2018, p. 21; Sappideen, 2017). This raises 

the important question of what form of SOE corporate governance is emerging under Xi Jinping, 

and how the role of the CCP is institutionalized into modern corporate governance structures? 

Which key measures and institutions have been developed to ensure continued Party dominance, 

and what does this tell us about the nature of the Chinese corporate world? 

 

In the literature, the role of the Party organization is the least understood aspect of corporate 

governance in China. This gap in extant research not only creates challenges for private and 

foreign investors alike, but also limits our understanding of how the Chinese economic system 

works (Allen & Li, 2018, p. 39). As such, there is a need to understand the role of the Party in 

SOEs, including the Party organization’s relations to existing corporate organs, and the 

relationship between the Party’s leadership of SOEs and modern corporate governance rules 

(Allen & Li, 2018, p. 107). Extending previous work by McNally (2002), Yeo (2013), Zhang 

(2012), and Wang (2014), the article argues that the informal political governance structure of 

SOEs (the Party organization) is becoming institutionalized and part of the legal governance of 

                                                      
43 See also (Chen et al., 2010), who argues that Chinese corporations have corporate governance arrangements and 

structures based “largely on the regulations and practices of the west.” 
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SOEs (e.g., through amendments of SOE Articles of Association, new laws, and new Party 

regulations). In particular, new policy directives from 2015, 2017, and 2020 mark important 

changes in SOE governance not previously addressed in the literature. 

 

The article contributes to the literature with an updated comprehensive review of the most 

important CCP documents, national laws, and regulations related to the role of the CCP in 

corporate governance. It provides examples of the application of new laws and regulations in 

SOEs, including revisions of enterprise Articles of Association in listed state-controlled 

enterprises and decision-making and appointment procedures in non-listed SOE holding groups. 

The article also examines the application of Chinese indigenous administrative corporate 

governance concepts such as “bidirectional entry, cross appointment” (shuangxiang jinru, 

jiaocha renzhi 双向进入, 交叉任职) and “three majors, one big” (sanzhong yida 三重一大). 

The article discusses the Party’s control over the selection and appointment of SOE executives 

by way of the nomenklatura system. In addition to official documents and secondary works, we 

rely on interviews with enterprises managers, academics, and government officials. 

 

We find that a unique hybrid model of SOE governance is institutionalizing in the form of a 

legal governance structure, in accordance with Western (Anglo–American) standards and co-

existing with a political Party-led governance structure. Extensive vertical and horizontal 

managerial interlocks exist between the CCP organization in the enterprise and other corporate 

organs. It is part of a broader agenda under Xi Jinping, where the Party regains control over all 

aspects of society and where the Party is increasingly morphed with the state. 

 

We argue that the roots of this change are in the Xi-administration’s search for a way to 

combine market-oriented institutions, law-based governance, and continued reform with 

stronger Party leadership in all areas of society. The CCP is mixing market-oriented institutions 

with tight Party oversight. This has led to the standard corporate governance structure being 

mixed with strong Party Groups (dangzu 党组) and Party Committees (dangwei 党委) within 

enterprises. They appoint senior management and take part in strategic decisions. Under the Xi-

administration, the principle of “separation of government and business” (zhengqi fenkai 政企分

开) still applies, but clearly does not mean “separation of Party and business” and Party-defined 

policy objectives are at the heart of SOE operations and management. 
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2. Literature review 

Overall, two types of literature on Chinese corporate governance have emerged. Studies in the 

first group take their starting point in the international/Western best practices corporate 

governance model and in particular the Anglo–American model of corporate governance. They 

point to problems and troublesome practices in China while making recommendations to 

improve effectiveness, accountability, transparency and efficacy of corporate governance (Mar 

& Young, 2001; Morck & Yeung, 2014; Sabbaghi, 2016; Sappideen, 2017; Tan & Wang, 2007; 

Wong, 2016; Yang et al., 2011). They generally predict continued convergence towards the 

Western model of corporate governance (Chen et al., 2010; Gilson, 2001; Hansmann & 

Kraakman, 2001). These studies do not take into account the key role of the Party in leadership 

appointments and decision-making procedures. In contrast, a second type of studies addresses 

governance from an institutional embeddedness perspective, acknowledging the Party 

organization as an important corporate governance organ (Brødsgaard, 2012; Chan, 2009; Fu, 

2016; Keay & Zhao, 2018; Leutert, 2018; McNally, 2002; Naughton & Tsai, 2015; Wang, 2014; 

A. H. Zhang & Liu, 2019). Most studies concentrate on listed state-controlled companies, which 

are subsidiaries of SOE holding groups (Chang & Wong, 2004; Opper et al., 2002; Yu, 2013; A. 

H. Zhang & Liu, 2019; Y. Zhang, 2012). However, the holding groups or parent companies 

themselves are beginning to come into focus (Leutert, 2018). 

 

Discussing local (Shanghai) regulations on overlaps between the Party Committee and modern 

corporate organs, McNally argues that Chinese reforms have allowed for continued interference 

of Party institutions in the governance of corporatized SOEs, leading to ineffective corporate 

governance setups (McNally, 2002, p. 93) Lin and Milhaupt focus on institutionalized 

mechanisms linking the SOE business groups with other organs of the Party-state, e.g., 

SASAC’s behavior as a controlling shareholder (W. Lin & Milhaupt, 2013). Lin and Milhaupt 

describe “two parallel personnel systems in all Chinese SOEs: the regular corporate 

management system and the party system” (W. Lin & Milhaupt, 2013, pp. 737–738), including 

a brief mention of the important principle of “bidirectional entry, cross appointment” (BECA). 

In a similar vein, Wang finds that “SOEs in China are subject to a system of corporate 

governance that features two parallel structures, one for legal governance and the other for 

political governance” (Wang, 2014: 648). Wang analyses the content of the October 2004 CCP 

policy document originally outlining the BECA principle, arguing that the two parallel 
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structures run separately. Leutert (2018) empirically analyzes BECA principle in China’s 53 

core central state-owned enterprises. Lautert argues that with the establishment of a board of 

directors system at holding group level, the Party-state created a need to change the cross-

appointment from Party secretary-general manager to Party secretary-chairman of the board to 

ensure the leadership of the Party (Leutert, 2018). Leutert (2018) does also mention high-level 

statements affirming Party committees’ leadership role and authority to participate in “major 

decisions”, and the institutionalization of the Party’s role by amending company charters. The 

first study of company Charter changes to accommodate the Party, is Zhang and Liu (2019) who 

finds that in the period August 2015 through September 2018, 84% of stock exchange listed 

SOEs have amended their charters (A. H. Zhang & Liu, 2019).  

 

McNally, Wang, Leutert, and Zhang and Liu all point to the increasing (or continued) 

importance of the Party organization in corporate governance. In contrast, Milhaupt and Zheng 

argue that the Party-state exercises less control over the state sector than is commonly assumed 

– mainly due to insider control and the control challenges inherent to large pyramid corporate 

organizations (Brødsgaard, 2012). However, Brødsgaard (2012) and several chapters in 

Naughton and Tsai (2015, pp. 9-10, 38-39, 60-61, 105) maintain that the control mechanisms 

posed by organization departments of the Party (nomenklatura and Party Committee 

appointments of managers) ensure control over the state sector. Naughton and Tsai find that the 

Chinese system is fundamentally “Communist Party-managed state capitalism” (Naughton & 

Tsai, 2015, p. 10). 

 

As such, important insights have been gained from this group of studies regarding the Party’s 

role in corporate governance. However, only Leutert (2018) and Zhang and Liu (2019) address 

period after Xi Jinping’s assumption of power in 2012, leaving us with lack of research on 

recent developments. 

 

We make two important additions to the literature. First, through a comprehensive examination 

of policy and Party documents, we examine the principles of Party leadership in SOEs in detail, 

trace their political origin and development up to January 2020, and give empirical examples of 

their application in case studies. Second, through a case study of a central SOE, we document 

the institutionalization of Party leadership in a new hybrid model of corporate governance as 

laid out in the new regulations. During Xi’s tenure, more than 70 percent of all Party rules have 
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been revised or reformulated, including important regulations on Party–SOE relations. 44  In 

particular, the main policy directives from 2015, 2017 and 2020 mark important changes in SOE 

governance not previously addressed in the literature (CCP, 2015b, 2017a, 2020). For example, 

the 2020 document provides crucial information on the detailed work of Party Committees, 

Party General Branch Committees, Party Branches, and Party Groups (CCP, 2020). The 

regulations intend to get the Party out of the shadows by increasing the institutionalization and 

formalization of the Party’s role in corporate governance. As such, we argue that the two 

parallel structures, described by Wang and Lin & Milhaupt, are now merging into one hybrid 

model under Xi Jinping (W. Lin & Milhaupt, 2013; Wang, 2014). 

3. SOE corporate governance in China: between economic and administrative models 

The concept of “corporate governance” (gongsi zhili 公司治理) was officially endorsed by the 

Party in 1999 and, in the early 2000s, the China Securities Regulatory Commission (CSRC) 

introduced an independent-director system and specialized board committees for all listed 

companies (CCP, 1999). The establishment of the State-owned Assets Supervision and 

Administration Commission (SASAC) in 2003 intended to secure uniform representation of the 

interests of the state in corporatized SOEs. With the 2005 Company Law revision and various 

SASAC-led initiatives, additional Anglo–American market-based mechanisms gradually 

strengthened SOE corporate governance and monitoring of SOE managers. In 2004, the SASAC 

initiated a pilot program selecting seven central SOEs (central holding groups) to implement 

“standardized boards”. Board committees – including nomination, remuneration and evaluation, 

and audit committees – were established to act as advisory bodies to the board (Fu, 2016, p. 

154). Also, the company’s general manager would remain on the board but would no longer 

serve as its chairman, and managers involved in the day-to-day operations of the company were 

entirely excluded from Board seats (SASAC, 2004). The introduction of a standardized board 

system with a majority of external directors has been considered the centerpiece of the SOE 

governance reforms (Fu, 2016, p. 154). By mid-2019, all 96 central SOE holding groups 

controlled by central SASAC had implemented this system, while 90 percent of the local 

SASAC groups had established boards of directors (Economic Observer, 2018). In short, 

Chinese SOEs have for the most part been corporatized into limited liability companies and 

                                                      
44 Trivium China. 2020. “Trivium Newsletter” 14 December, https://triviumchina.com/2020/12/14/national-

security/. Accessed 18 December 2020. 

https://triviumchina.com/2020/12/14/national-security/
https://triviumchina.com/2020/12/14/national-security/
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stock-holding corporations subject to the Company Law45 in a similar manner as private and 

foreign companies operating in China. Some SOEs are listed on stock exchanges in order to 

raise capital, improve governance and transparency. In this process, corporatized SOEs are 

becoming subject to “Western-style” standard internal and external supervision through a more 

or less direct application of Western-style (Anglo–American) corporate governance models (see 

Figure 1). Scholars who have addressed the extent of implementation of this model expect the 

trend toward Western governance structures to continue (Chen et al., 2010; Pope & Meyer, 

2015; Steinfeld, 2010). 

Figure 1: Formal corporate governance structure of state holding companies as presented 

on official webpages 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: (OECD, 2011, p. 18)  

 

However, the understanding of Chinese corporate governance gained from the perspective of an 

Anglo–American Western model is incomplete and can be misleading due to the idiosyncratic 

                                                      
45 According to SASAC, 92.94% of SOEs in the SASAC-system have been corporatized by end of 2017 (SASAC, 

2018). 
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governance structures of the Chinese political economy, which increasingly centers on the CCP 

(Brødsgaard, 2018). First, SOEs and corporate organs in SOEs are regulated by laws and formal 

state regulations as well as by internal CCP regulations. Notably, Party organizations inside 

SOEs are primarily regulated by internal rules and regulations of the Party itself rather than the 

Company Law or CSRC regulations. Secondly, modern-day SOEs have grown out of the 

socialist planned economy, and aspects of the former management philosophy and practices still 

exist today. Political logics rather than economic rationales often set the direction in SOEs. 

Despite the crucial role of the Party organization, current regulations do not require disclosing 

even simple information such as the composition of the enterprise Party Committees or their 

meeting dates. Indeed, the Party organization is not included on official webpages or in 

company presentations (see Figure 1 above). With a focus on the role of the Party organization, 

we will analyze: 1) the legal and regulatory frameworks of SOE governance, 2) decision-making 

procedures, 3) and appointment mechanisms. 

4. Regulatory frameworks of Party involvement in SOE governance 

The legal basis justifying CCP involvement in enterprise governance can be found in the 

Company Law of the People’s Republic of China. Article 19 reads:  

 

“Companies, according to the Constitution of the CCP, shall establish Party 

organizations to carry out Party activities. The company shall provide necessary 

conditions to facilitate the activities of the Party organization.” (NPC, 2018, p. Art. 19) 

 

The same role for the Party applies to listed SOEs. The 2018 revision of the “Code of Corporate 

Governance for Listed Companies” stipulates that listed companies should establish internal 

Party organizations and facilitate their work. Moreover, the code requires state-controlled listed 

companies to incorporate Party-building work into their articles of association (CSRC, 2018, p. 

Art. 5). 

 

This regulatory framework provides a legal foundation for the CCP’s penetration into all 

Chinese companies, but it does not specify the Party’s exact role and relations with other 

corporate organs in different types of enterprises. Except for Article 19 in the Company Law 

and Article 5 in the CSRC regulations, the Party is not mentioned in Chinese laws governing 
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corporate governance. The Party’s influence is better judged on the basis of the Party’s internal 

rules and regulations specifying the Party organization’s role in corporate governance, as well as 

in “guiding opinions” from the SASAC and the State Council. Even though the Party’s internal 

regulations in principle are not legally binding, in practice they are often superior to national 

laws and government regulations (Y. Zhang, 2012, p. 4). A comprehensive overview of the most 

important laws, regulations, and guiding opinions regulating the Party’s role in SOE corporate 

governance is shown in Table 1 below. 
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Table 1: Selected regulations and laws on the Party’s role in SOE corporate governance  

Date Name of document Type of 

document  

January 

2020 

Regulations of the Communist Party of China on the Work of Primary 

Organizations of SOEs (Trial Implementation)i 

Party  

regulation 

October 

2018 

Company Law of the People’s Republic of China (2018)ii Law 

September 

2018 

Code of Corporate Governance for Listed Companies (revised 2018)iii  Administrative 

regulative 

June 2018 Provisions on the Management of Central Enterprise Leaders (revised 

2018)iv 

Party  

circular 

October 

2017 

Constitution of the Chinese Communist Party (revised 2017)v Party 

constitution 

May 2017 Notice of the SASAC of the State Council to promote the 

transformation of functions with the focus on capital management 

(guobanfa [2017], no. 38)vi 

Administrative 

circular 

May 2017 Guiding Opinions of the General Office of the State Council on Further 

Improving the Corporate Governance Structure of SOEs (guobanfa 

[2017], no. 36)vii 

Administrative 

circular 

May 2017 Notice on revised guidelines for central financial enterprise to write the 

requirements for Party-building work into the enterprise Articles of 

Association, (Caijin [2017], no. 48)viii 

Administrative 

notice  

March 

2017 

Notice of Central Organization Department and SASAC of the State 

Council on the requirement for strongly promoting the writing of Party-

building work of SOEs into enterprise Articles of Association (zutongzi 

[2017], no. 11)ix 

Party notice 

October 

2016 

A Fundamental Guide to the Construction of the Party in the SOEs in 

the New Era (Qiushi)x 

Party guide 

September 

2015 

Guiding Opinions on Upholding Party Leadership and Strengthening 

Party-building while Deepening Reform of SOEs (zhongbanfa [2015], 

no. 44)xi 

Party circular 

August 

2015 

Guiding Opinions of the Central Committee of the Communist Party of 

China and the State Council on Deepening the Reform of SOEs 

(zhongbanfa [2015], no. 22)xii 

Party circular  

June 2015 Party Group Working Regulations of the Communist Party of China) 

(revised 2015)xiii 

Party 

regulation 

April 2013 Opinions of the Central Organization Department and the Party 

Committee of the SASAC of the State Council on the Central 

Enterprise Party Committees Fully Playing the Political Core Role 

under the Modern Enterprise System (zhongbanfa [2013], no. 5)xiv 

Party circular 

July 2010 Guiding Opinion of the General Office of the Central Committee of the 

CCP on further advancing the implementation of the “three majors and 

one big” decision-making system for SOEs, zhongbanfa [2010] No. 

17)xv  

Party circular  

October 

2004 

Opinions of the Organization Department of the CPC Central 

Committee and the Party Committee of the SASAC of the State 

Council on Strengthening and Improving the Party-building Work of 

Central Enterprises (zhongbanfa [2004], no. 31)xvi 

Party circular 

Source: iCCP 2020; iiNPC 2018; iiiCSRC 2018; ivCCP 2018; vCCP 2017b; viSASAC 2017; viiState Council 2017; 
viiiMOF 2017; ixCCP 2017a; xSASAC 2016; xiCCP 2015b; xiiState Council and CCP 2015; xiiiCCP 2015a; xivSASAC 

and CCP 2013; xvCCP 2010; xviSASAC and CCP 2004. Restricted to Oct. 2004 – Jan 2020 period. (CCP, 2010, 

2015a, 2015b, 2017b, 2017a, 2018, 2020; CSRC, 2018; MOF, 2017; NPC, 2018; SASAC, 2016, 2017; SASAC and 

CCP, 2004, 2013; State Council, 2017) 
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5. Decision-making procedures  

The basic principle for Party involvement in SOE corporate governance can be found in Article 

33 of the Constitution of the CCP. The 2012 version of the Party Constitution stipulated that the 

basic Party organization of the enterprise was to play a “political core role” (fahui zhengzhi 

hexin zuoyong 发挥政治核心作用) and “supervise” (jiandu 监督) the implementation of the 

guidelines and policies of the enterprise. The revised 2017 Party Constitution change the role of 

the enterprise Party organization to “play a leadership role” (fahui lingdao zuoyong 发挥领导作

用) not only in terms of Party policies and principles, but also in terms of discussing and 

deciding on major issues (zhongyang shixiang 中央事项) (CCP, 2012a, 2017b). 

 

In order to make sure that Party leadership and Party-building are fully reflected in the SOE 

reform, the Central Committee in 2015 released a set of new regulations on the role of Party 

organizations in the corporate governance of SOEs and mixed-owned enterprises (CCP, 2015b; 

State Council and CCP, 2015).46 These indicate in unequivocal terms that the Chinese leadership 

was firmly committed to tighten Party control in the corporate sector. The regulations emphasize 

that in order to clarify the legal status of Party organizations in the corporate governance 

structure of state-owned companies, it is necessary to incorporate the overall requirements of 

Party-building work into SOE charters (CCP, 2015b). Following the new regulations, most 

larger state-holding companies (see example below) amendmented their Articles of Association. 

A number of additional documents on central and local levels followed (CCP, 2020; SASAC, 

2016; SASAC Beijing, 2019; State Council, 2017). 

 

At the “National State-Owned Enterprise Party Construction Work Conference” in 2016, Xi 

Jinping reiterated that that the enterprise Party organization’s research and discussion is a pre-

procedure for decision-making by the board of directors and managers (Xi Jinping, 2016). In 

fact, according to Xi, the “special element” in the state-owned Chinese enterprise system is, “in 

particular, the integration of the Party’s leadership into all aspects of corporate governance” 

(SCMP, 2016; Xi Jinping, 2016). The work conference was the first time in history a CCP 

                                                      
46 Relevance to mixed-owned enterprises confirmed during an interview with a scholar of Chinese corporate 

governance, Beijing, April 2019. 
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general secretary addressed a meeting specifically on the Party’s leadership in SOEs, and is a 

reference point for policy makers in their “adherence to Party leadership” in SOE reforms.47 

 

It is important to note that the 2015 regulations also apply to mixed owned enterprises 

illustrating that the most important operational and strategic business decisions remain in the 

hands of the Party committee even after ownership diversification. 48  Such a governance 

framework might significantly limit private investors’ incentives to participate in mixed-

ownership reforms announced as a centerpiece in the SOE reform program since 2015 (State 

Council, 2015). 

6. Organizational setup 

Not until January 2020 did the Party release information on how the organizational setup of 

increased Party presence in SOEs would look like. The “Working Regulations of the 

Communist Party of China Concerning Primary Party Organizations in State-Owned 

Companies” are the first public clarification of how the Party sees its corporate role to be 

implemented in organizational terms and updates previous working regulations for Party 

groups.49 They provide us with unique insight into the Party’s current thinking on its role in 

Chinese business governance, culminating five years of measures and initiatives.50 

 

According to the new working regulations, Party members employed in companies with more 

than 100 members must establish a Party Committee (weiyuanhui 委员会 ). They should 

establish a Party General Branch Committee (dang zhibu weiyuanhui 党支部委员会 ) in 

companies with 50–100 members and, in case of 3–50 members, a Party Branch (dang zhibu 党

支部). With the approval of the Central Committee, centrally managed enterprises must also 

establish a Party Group (dangzu 党组).  

 

                                                      
47 Interview with local SASAC, Nanjing, November 2018, and Chinese corporate governance scholar, Beijing, 

April 2019. 
48 Interview with Chinese corporate governance scholar, Beijing, April 2019. 
49 CCP 2020; CCP 2015b. 
50

 The most recent CCP (2020) regulations apply to sole-state funded enterprises (国有独资), wholly state-owned 

enterprises (全资企业) and enterprises with more than 50% state ownership (国有资本绝对控股企业).  
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The regulations do not cast any light on the relationship between the enterprise Party committee 

(dangwei) and the enterprise Party group (dangzu). According to explanatory notes on Party 

building, the Party committee consist of members broadly representing the whole enterprise, 

including workers, staff and management, whereas the Party group only consists of the top 

management team including leaders of the main functional divisions of the company and is 

appointed by higher-level Party organs (CCP, 2012b). The Party committee deals with 

traditional trade union issues such as welfare and job security, whereas the Party group 

concentrates on overall leadership and management issues. However, in many both central and 

local enterprise groups, only a Party committee is embedded in the management structure and in 

practice functions in a similar manner as the Party group.51 According to one interview person, 

the functional distinction is in practice less rigid.52 In addition, the concept of Party organization 

includes both committee and group and is used inter-changeable in reform documents. In the 

case of China Energy Conservation and Environmental Protection Group (CECEP) (中国节能

环保集团有限公司, a central SOE), the holding group company and second tier subsidiaries 

has established Party committees while third tier subsidiaries have Party general branch 

committees.53  

 

The regulations stipulate that the Party secretary of the Party Committee (Party Group) should 

serve as chairman of the board of the company and the general manager should serve as deputy 

secretary. In general, and in accordance with the BECA principle, members of the Party 

Committee (Party Group) should enter the board of directors, board of supervisors and the 

management team, and vice versa. The election is to be reported to higher Party organizations 

for approval. For example, the central SOE holding groups’ Party committees report to the 

central SASAC’s Party Committee. The Party organization of subsidiaries of central enterprises 

guides and supervises Party organizations in their own subsidiaries. It is not clear, which 

information besides appointments that are reported to the higher-level Party organization.   

 

Article 15 in the 2020 regulations states that major matters (referring to sanzhong yida) of SOEs 

must be discussed in the Party Committee (Party Group) before the board of directors and the 

                                                      
51 Interview with local-level Party official, Nanjing, June 2018 and November 2018. And interview with central-

level Party official, Beijing, August 2019. See example http://www.njnii.com/channel.aspx?id=23 
52 Interview with central-level Party official, Beijing, August 2019. 
53 Interview with central-level Party official, Beijing, August 2019. 
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management team can make a decision. This includes: (i) major measures to carry out Central 

Committee decisions; (ii) the implementation of the national development strategy, as well as 

the implementation of enterprise development strategies and plans; (iii) property rights transfers, 

large investments, and restructuring of corporate assets; (iv) establishment and adjustment of 

corporate organizational structure; and (v) major matters involving production safety, employee 

rights and interests, and social responsibilities of the enterprise (CCP, 2020). 

 

The 2015 regulations emphasized that decision-making in SOEs should be carried out 

“collectively” by the relevant Party Committee, the board of directors, and and senior 

management, in accordance with the sanzhong yida decision-making principle (see discussion in 

relation to figure 2 below). While the 2020 regulations still refers to the sanzhong yida, they 

emphasize a decision-making structure that is less collective in the sense that ultimate decision-

making authority is vested in the Party Committee (Group).  

 

The Party’s embeddedness in enterprise organization is reflected in the structure of departments 

and offices. For example, in CECEP, four of the 17 departments are directly related to the CCP 

organization and its lower-level work (see Figure 2 below). First, a “Party Committee 

Organizational Department” (dangwei zuzhibu 党委组织部 ) is embedded in the Human 

Resources Department and controls appointments. Second, a separate “Party Work Department” 

(dangqun gongzuobu 党群工作部) consisting of a Corporate Culture Department, Trade Union 

Office, the Veteran Cadre Office is in charge of Party-building activities throughout the 

enterprise.54 Third, a “Party Committee Inspection Office” (dangwei xunshiban 党委巡视办) is 

in charge of securing decision implementation. Finally, a member of the enterprise Party 

Committee heads a “Discipline Inspection Office” (jiwei bangongshi 纪委办公室), which 

investigates corruption and ensures Party discipline.  

 

 

 

 

 

 

                                                      
54 Interview with central-level Party official, Beijing, August 2019. 



 

220 

 

7. Appointments and personnel management  

Control of personnel is one of the most important ways in which the Party institutionalizes its 

power over all economic and political organs in China (Brødsgaard, 2012, 2018). Through the 

nomenklatura system, the CCP controls all appointments, promotions, transfers, and removals of 

officials in China. Top executives are often reshuffled between Party, business, and government 

positions (Brødsgaard, 2012; Wang, 2014, p. 658).  

 

The CCP’s Central Organization Department (COD) directly controls personnel of the central 

SOEs that are ranked at either the ministerial or vice-ministerial level (the general manager and 

the chairman), currently 48 out of 96 central enterprises. Consequently, as the nominally 

controlling shareholder, SASAC does not control top appointments in its own companies. 

Deputy-level positions such as deputy chairman and deputy general manager in the largest 

central SOEs are appointed by the Party’s organizational department within SASAC, assisted by 

a separate SASAC division called the First Bureau for the Administration of Corporate 

Executives. SASAC’s Second Bureau for the Administration of Corporate Executives appoints 

the remaining central SOE top executives. Appointments are made with inputs from the 

individual SOE Party committees and are for central SOEs subject to approval by the State 

Council.55  

 

At lower levels, the local CCP organization departments and local SASAC organizations control 

appointment and dismissal of local cadres, including the top three leadership positions in local 

SOEs.56 

7.1 Bidirectional entry, cross appointment 

The principle of “bidirectional entry, cross appointment” (BECA), which is essential for 

enterprise corporate governance, demands special attention. According to a local SASAC 

official, BECA is the main principle for the Party’s leadership over SOEs.57  The principle 

implies extensive horizontal interlocks between the Party organization and other corporate 

organs. One person simultaneously holds the positions of Party Committee secretary and 

chairman of the board. Furthermore, the general manager, the chairman of the supervisory board, 

                                                      
55 Interview with local-level Party official. 
56 Interview with local-level SASAC, Nanjing, November 2018. 
57 Ibid. 
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and the head of the discipline inspection team (the secretary of the Discipline Inspection Office) 

must have seats in the enterprise Party Committee. In addition, one to two other managerial 

deputies (such as the chief accountant) should also be members of the Party Committee (CCP, 

2015b). 

 

The outlines of this institutional arrangement was first proposed in 2004, and was later specified 

in 2013 and 2015 (CCP, 2015b; SASAC and CCP, 2004, 2013). The 2004 document was 

released in connection with the first experiments with boards in state-owned sole proprietorship 

companies. It was designed as an institutional arrangement to install modern corporate 

governance organs while maintaining the Party Committee as the de-facto decision-making 

organ. By the end of 2017, 90 percent of the leaders of China’s core central SOEs served 

simultaneously as board chairman and Party secretary (Leutert, 2018). This is up from about 20 

percent during the Hu administration (2003–2012), when general manager – Party secretary 

interlocks were the norm. 

 

For example, the Party group in China National Petroleum Corporation (CNPC), a central SOE 

holding group, has eight members (see Table 2), six of whom simultaneously hold top 

management positions: the chairman of the board, the general manager, the chairman of the 

supervisory board, the head of the Discipline Inspection Office, the CFO, and the Chief Safety 

Monitor. With this level of insider control, the Party group can dominate corporate decision-

making. In addition, many of these Party group members of the holding group company 

simultaneously hold positions in the publicly listed subsidiary company – as board members 

and/or members of the subsidiary Party organization (vertical interlocks). For example, Liu 

Yuezhen is simultaneously Party group member, chief accountant of the parent company and 

non-executive director of the subsidiary. Similarly, in addition to being a member of the Party 

group, Liu Hongbin is deputy general manager of the parent company and non-executive 

director of the listed subsidiary. Wang Yilin also holds three powerful positions: Chairman of 

the board and Party Secretary in the CNPC holding group, and Chairman of the board in the 

listed CNPC subsidiary company. This structure secures both horizontal managerial interlocks 

within the holding group according to the “bidirectional entry and cross appointment” principle, 

but also vertical interlocks between the holding group and its listed subsidiary. 
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Table 2: Example of “Bidirectional entry and cross appointment” principle applied in 

CNPC 
CNPC holding group  

(中国石油天然气集团有限公司) 

Horizontal managerial interlock 

Position in listed company: 

CNPC listed company 

(中国石油天然气股份有限公司) 

Vertical managerial interlock Board of directors 

(董事会) position 

 

Party group 

(党组) position 

 

Management 

(管理) position 

Chairman Wang Yilin, 

Party Secretary 

NA Chairman of the Board and Party 

Secretary 

Vice Chairman Zhang Wei, 

Deputy Party 

Secretary 

General Manager Vice Chairman of the Board and 

Party Group member 

NA Xu Wenrong, 

Party Group 

member 

 

Deputy General 

Manager 

Chairman of the 

Supervisory Board 

Chairman of the Supervisory Board 

and Party Group member 

 

NA Liu Yuezhen, 

Party Group 

member 

Chief Accountant 

(CFO) 

Non-executive director 

NA Liu Hongbin 

Party Group 

member 

Deputy General 

Manager 

Non-executive director 

NA Jiao Fangzheng, 

Party Group 

member 

Deputy General 

Manager 

Non-executive director 

NA Duan Liangwei, 

Party Group 

member 

Deputy general 

manager, 

Chief Safety 

Monitor 

Non-executive director 

NA Xu Jiming, 

Party Group 

member 

Head of the 

Discipline 

Inspection Office 

NA NA 

Wang Shihong, 

Employee Director  

(职工董事) 

NA Assistant to the 

general manager 

NA 

NA NA Hou Qijun 

Deputy General 

Manager 

Executive Director and President  

(总裁) 

Wang Jiuling, 

external director 

NA NA NA 

Liu Guosheng, 

external director 

NA NA NA 

Wang Yongsheng NA NA NA 

 

Source: webpage of CNPC holding group, personal profiles of top leaders. Positions as of October 2019. NA=no 

position.  
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8. Connecting the threads: organization, decision-making, and appointments 

Figure 2 below shows the Party’s embeddedness in the corporate governance structure of non-

listed SOE holding groups with a board of directors system. It illustrates the horizontal and 

vertical interlocks of the Party organization and other corporate organs, the actual decision-

making in the holding group (in particular, the relationship between the Board and Party 

Committee/Group), and the distinction between lower- and higher-level enterprise Party 

functions. 

 

Interviewees highlighted a clear scope of the Party’s role in internal decision-making 

procedures, and distinguished between lower- and higher-level Party functions. Higher-level 

Party functions are defined by the “sanzhong yida” principle: such a decision will first have to 

be submitted to the Party Committee (Group) before the board of directors. 58  All other 

operational issues will not go through the Party Committee, but will be submitted directly to the 

board of directors. One official emphasized: “What the Party Committee actually manages is 

governing principles (yuanze 原则 ) and supervision (jiandu 监督 ). Pre-announcement in 

decision-making is to set the direction [for the board of directors]. It is similar to a supervisory 

department.”59  The principle of “sanzhong, yida” was formulated in 2010 under Hu Jintao 

(CCP, 2010). It applies to first- to third-tier subsidiaries (including Party General Branch 

Committees) and covers (CCP, 2010):60  

 

 Important strategic decisions concerning implementation of Party-state principles, 

policies, laws and regulations, and matters related to security and stability, in addition to 

enterprise development strategy e.g., restructuring, mergers and acquisitions, asset 

adjustment etc.  

 Appointments and dismissals of important personnel, including management of 

personnel (mid-level or above) in the enterprise holding group and in directly 

subordinate enterprises and units. 

                                                      
58 Interview with central-level Party official. 
59 Interview with central-level Party official (authors translation). 
60 Interview with central-level Party official. 
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 Major project arrangements. Projects that have an important impact on the scale of 

assets, capital structure, profitability, production equipment and technical conditions 

(e.g., annual investment plans and major engineering construction projects). 

 Finally, the “one big” (yida 一大) refers to large-scale capital operations, meaning “the 

transfer and use of funds exceeding the fund limit that enterprise leaders have the right to 

mobilize and use”(CCP, 2010)  

 

It is the responsibility of the Party Committee members who enter the board to ensure that the 

decision of the board is in line with the Party Committee’s decision, higher-level Party 

principles and policies, laws, and regulations, thus also ensuring that they do not damage 

national and social interests.61 Despite the dominance of the Party Committee, interviewees 

emphasized that the firm’s decisions are also made on a commercial basis where the 

independent directors have a say in deciding on the commercial feasibility of major projects.62  

 

Lower-level Party functions concern various Party-building activities, corporate culture 

initiatives, trade union work, veteran cadre’s management, tracking of decision implementation, 

and investigation of Party discipline in the entire group. As one official put it: “Party-building is 

the soul (linghun 灵魂) of the company. It can organically unify corporate governance.”63 

Organizationally, lower-level Party functions are placed in separate offices that are integrated 

among the conventional offices and departments (see Figure 2). Direction for lower-level Party 

functions is set out by the Party Committee. It is noteworthy that the Party Committee 

Organizational Department has replaced a traditional Human Resources (HR) department and 

controls/tracks all appointments in the entire group.  

                                                      
61 Interview with central-level Party official. 
62 Ibid. 
63 Interview with local-level Party official. Authors translation.  
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9. Changes to Articles of Association  

In 2017, the COD and the Party Committee of the central SASAC issued a notice to all local- 

and central-level enterprises that provided guidelines on the process of changing the enterprise 

Articles of Association to accommodate a direct role for the Party in corporate governance in 

terms of decision-making and corporate appointments and supervision (CCP, 2017a). The 

Ministry of Finance issued a parallel notice for financial enterprises a few months later (MOF, 

2017). 

 

The COD notice stressed that writing the Party into the Articles of Association was an important 

institutional arrangement for implementing the statutory status of the Party organization in the 

corporate governance structure of the company. It is an important measure to strengthen the 

Party’s leadership in order to improve corporate governance and the building of “a modern 

state-owned enterprise system with Chinese characteristics” (CCP, 2017a). It further stressed 

that the requirements for Party-building work should be clearly defined in every company’s 

Articles of Association, including the legal status, role, and responsibilities of the Party 

organization and the Party organization’s staffing and funding (CCP, 2017a). Enterprises are 

required to provide the necessary funding for the operation of the Party organization.  

 

The January 2020 regulations on the work of primary Party organizations in SOEs clarified that 

charter amendments must include formally stating that the Party organization’s investigation and 

deliberation of major issues was pre-procedure for board directors’ and managers’ discussions 

and decisions.64 In the period August 2015 through September 2018, 84 percent of all listed 

SOEs – the public face of SOE holding groups – had amended their charters (A. H. Zhang & 

Liu, 2019, p. 6). Examples include the main listed subsidiary companies under Baosteel Group 

and Sinopec (Baosteel, 2017; Sinopec, 2019). The same is true of listed mixed-owned 

enterprises with less than 30 percent state-ownership, 75 percent of which have amended their 

charters (A. H. Zhang & Liu, 2019, p. 6). This broad implementation implies that the 

institutionalization of the role of the Party in corporate governance extends far beyond SOE 

holding group companies.  

                                                      
64 (CCP, 2020, p. Chapter 4)  
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10. Advantages and disadvantages 

After decades of reform and opening up with mass corporatization and a movement towards a 

modern corporate governance system in the state-owned sector, the Party is now regaining 

control over Chinese businesses. As documented above, we are witnessing a movement towards 

a hybrid model of corporate governance that merges a Western corporate governance structure 

with a Party-centered political model. This fits with an overall trend of increased CCP oversight 

and control over all parts of Chinese society.  

 

What are the advantages and disadvantages of the hybrid model? Viewed through a standard 

Anglo–American lens, stronger Party Committees in corporate governance might be problematic 

for several reasons. First, they potentially undermine other reforms, such as the mixed-

ownership reforms where private capital, management and talent are intended to make the SOEs 

more market-oriented and efficient. By weakening the position of the SOE board, private 

investors will have even less incentives to invest in SOEs. The Party will have the decisive say 

in all major enterprise decisions as long as the enterprise is state-controlled (absolutely or 

relatively). With the maintenance of the traditional political control elements in SOEs, the 

intended performance effects of other corporate reforms will likely not materialize. The 

problems holding down SOEs (e.g., lack of management incentives due to rigid administrative 

systems, soft budget constraints, corruption) are not likely to disappear with increased Party 

control (Lardy, 2019, pp. 75–77). The implications of standard management theory suggest that 

increased Party control runs contrary to the goal of making SOEs financially more effective.  

 

Second, since SOE senior executives and the Party Committee members effectively are the same 

individuals, strengthening the Party Committee is in its essence equal to empowering the 

executives. This is highly problematic, as it further reduces the internal supervision of the 

company’s management. The opportunity for corruption among the management thus increases.  

 

Third, since lines between the Party and legal governance organs are blurred, it is not clear 

whether the board of directors or the Party organization takes the final decision. Despite the 

effort of institutionalization of the Party into Articles of Association, state-sector governance 

rules remain uncertain, nontransparent, and unpredictable, especially in the eyes of international 

and private investors. It is for example not clear which information is passed on to higher-level 
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Party organs (such as the SASAC Party committee), and what such reports on enterprises 

operations are used for. If information control is not carried out effectivelty, then all economic 

decisions and the distribution of market shares for SOEs, will de facto take place in higher-level 

Party organs.  

 

However, a number of advantages from increased Party control over SOEs should be 

highlighted. First, the Party Committee’s increased strength in SOEs can help facilitate 

smoother interaction with higher-level Party and government organs (notably the SASAC) and 

provide a better understanding of government policies and Party-state objectives. In this way, 

compliance with laws and regulations can be secured.  

 

Second, long-term strategic development goals can be facilitated by more direct intervention of 

Party Committees (Groups) in SOE decision-making. Pressure to create short-term profits might 

ease. This also includes ensuring that SOEs lead the way in China’s newly announced green 

transition; if “green and sustainable” become key governing principles in SOEs, Party 

dominance in decision-making might generate society-wide benefits.   

 

Third, to the extent that the Party Committee (Group) only sets “the governing principles” and 

conducts “supervision” of misconduct, leaving the board of directors to make commercial 

decisions (as several interviewees indicated), the Party-led structure of the hybrid model might 

allow SOEs more market autonomy. Ironically, acquiescence to formal Party supervision might 

lead to greater informal commercial autonomy, especially in competitive, open sectors. In 

addition, Party control of SOEs in “key” resource and utility industries with extensive non-profit 

objectives is both ideologically suitable for the Party-state and might be an economically good 

alternative to attempting to regulate large private monopolies.  

 

11. Conclusion 

During the 1990s, Chinese SOEs developed considerable autonomy and adopted Western-style 

corporate governance ideas. Large enterprise groups were granted special planning status 

(danlie 单列) and authority to negotiate directly with the National Development and Reform 

Commission on their annual business plan.(Eaton, 2013) Giving them danlie status and thereby 
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corporate identity was thought to be a prerequisite for developing them into genuine market 

players. Under the Company Law, corporatization transformed SOEs into nominal stockholding 

and limited liability companies and, in many instances, private capital has been injected. Boards 

with outside directors were introduced. 

 

The establishment of SASAC in 2003 was an attempt to reign in the large SOEs and their 

powerful entrepreneurial executives (Brødsgaard, 2012). However, SASAC was not authorized 

to receive dividends on behalf of the state, nor was it authorized to appoint the senior 

management in the largest companies. In the eyes of the Chinese leadership, this was a source of 

concern. In line with the Xi Jinping era’s general recentralization of the role of the Party in 

Chinese society the Party has reasserted its control of Chinese big business. This time, the 

vehicle for strengthening the Party’s role is the internal Party organization in the form of Party 

Committees and Party Groups. Starting in 2015, the CCP formulated an overlapping system of 

internal regulations actively embedding itself into the formal governance structure of SOEs. 

 

In SOEs and all companies controlled by SOEs (including listed and mixed-owned enterprises), 

the Party exerts its influence through the enterprise Party organization (Party Committee or 

Party Group) and its role in decision-making mechanisms, personnel appointment mechanisms 

and supervision mechanisms. Party Committees no longer only focus on trade unions and 

welfare issues; they are now actively involved in management issues. The result of legislation 

and regulations issued since 2015 is that the Party’s dominance over SOEs has been 

strengthened, while the companies’ legal governance structure has been weakened. In place of a 

convergence with the Anglo–American model of corporate governance, a hybrid, Party-led 

model of corporate governance with Chinese characteristics has emerged. Some call this system 

“CCP Inc.” and “Party-managed state capitalism” (Blanchette, 2020; Naughton & Tsai, 2015). 

In China, it is called Socialism with Chinese Characteristics for a New Era.  

The advantage of this hybrid model lies in its strength in securing enterprise compliance, 

communication with higher state and Party organs, and in long term development planning. As 

such, the Party’s leadership inside SOEs can actively underpin the state-led model of economic 

development. The Party therefore continues to treat SOEs as its main “ruling foundation” 
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(zhizheng jichu 执政基础)”.65 On the other hand, the hybrid model is unlikely to help solve 

efficiency problems or insider control, and can potentially undermine other reforms such as 

efforts toward mixed ownership. The Party-state needs to finds a balance between its ambitions 

to maintain ultimate control and its desire to improve the performance, management, and 

efficiency of the state sector.  

 

11.1 Further research 

This article raises a number of additional questions for further research. For example, the 

specific processes of CCP participation in decision-making in SOEs is in need of further 

exploration. While we did interview representatives from local and central SOEs and Chinese 

academic experts on SOE governance providing some evidence on decision-making processes, 

there is in general very little solid empirical research available on how the Party committee 

operates empirically at the firm level. It is equally important to conduct more research on the 

functioning of Party organizations in private and foreign-owned enterprises66 – to what extend 

do they participate in enterprise decision-making? To whom do they report? Which enterprise 

information do they pass on to higher-level Party organs, and what is it used for? This is 

probably the area where the weaknesses or dangers of the Party-led capitalist system will be the 

clearest. Another area that needs more exploration is what happens in mixed owned but state-

controlled companies. What happens in the case of conflict between shareholders? 

Geographical, administrative and sectorial differences also needs to be addressed. The role and 

position of the Party committee might depend on variations in local government-business 

relations implying that SOEs at different administrative levels (central-, provinceial and city-

level SOE), located in different geographic locations, or in different sectors of the economy, 

might make use of the Party organization in different ways. Finally, it would be relevant to 

investigate how and if the hybrid Party-led model of corporate governance might be a 

reasonable alternative form of market regulation in very large firms operating in oligopolistic 

markets.  

 

 

                                                      
65 Interview with Chinese corporate governance scholar. 
66 It is mandatory for all enterprises with Party members as part of the staff (regardless of ownership) to set up an 

enterprises Party organization. See the Company Law, Art. 19. 
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Chapter 7 

Concluding remarks 
 

This project is the result of three years of work, including one year spent at the Sino–Danish 

Center in Beijing. As time went by, the project evolved from focusing on the role of local-SOEs 

in provincial economic development, inspired by my time working with Jiangsu province in a 

previous government job, into a project on ownership and governance of Chinese SOEs more 

broadly. During the project, we have witnessed the evolution of a long-brewing fundamental 

clash between American/European economic liberalism and Chinese-style state capitalism. The 

trade war between China and US picked up, including complex questions of state subsidies and 

the role of Chinese SOEs in strategic and emerging industries. The West – including Denmark – 

has become much more wary of Chinese investments and Chinese companies’ links to the 

Chinese Communist Party (CCP). As China became the EU’s largest trading partner (in goods) 

in 2020, the Union has called China a “systemic rival”. On the domestic front, political rhetoric 

in China has consolidated a new direction for Party-State-Business relations, and Xi Jinping has 

made himself Chairman for life. China’s post-covid economic recovery has once again 

highlighted the importance of supply-side economics, and the stabilizing role of the state sector 

in China’s economy. As such, the conclusions from this dissertation are as relevant as ever, and 

hopefully can contribute to a more informed debate on the nature and history of Chinese SOEs.  

1. Research contributions 

The dissertation’s opening article contributes to the literature on Chinese state sector reform 

with a detailed qualitative study of the new mixed-ownership strategy and its connection to 

other reform elements initiated during the fourth round of SOE reform since 2013. The article 

uses a case study of local implementation in Nanjing and a policy document review to show 

how mixed ownership reform (MOR) is implemented via the introduction of strategic investors 

– often state-owned capital funds – as well as the promotion of employee stock ownership. 

Unlike previous ownership reforms, MOR does not aim to privatize SOEs; it seeks to strengthen 

the state sector by bringing in capital, professional management practices, and top talent from 

the private sector – and it has done so.  
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At the regulatory level, we see the emergence of “the investor state”, where state-owned 

investment companies are pushing the state’s role from managing assets toward managing 

capital. These investment companies play a crucial role in ownership diversification efforts, 

which implies that the “mix” in MOR also means the state mixing with the state. Regulatory and 

property rights changes are setting the stage for operational improvements. The MOR diversifies 

shareholding and board composition and thereby improves corporate governance while 

(theoretically) addressing traditional over- and under-monitoring problems.  

On a theoretical level, the article interprets MOR as a step towards a system of integrated 

fragmentation in the Chinese state capitalist model. The MOR creates further pluralization, or 

fragmentation, within the system, so that different actors within the regime are increasingly 

intertwined, even as the Party-state’s role in corporate governance becomes more formal and 

institutionalized, and the position of the state sector in the economy is consolidated.  

 

In Article 2, the dissertation quantitatively addresses the institutional drivers and barriers 

associated with ownership reforms in China’s locally controlled state sector in the period 2008–

2017. The starting point for this analysis is a comprehensive review of the literature on the 

political economy of state sector restructuring in China. This literature recognizes that China’s 

provinces have different preconditions for ownership reform in terms of market-supporting 

institutions, sectoral industrial distribution, fiscal situation, and inherited historical issues in 

their local-state sectors. A province’s specific endowments in these and related areas have a 

considerable impact on both the vigor with which a province pursues state sector reform and the 

success of those pursuits.  The study extends the literature by testing whether existing arguments 

of political-economic factors affecting state-sector restructuring in China also applies when 

looking at mixed ownership and corporatization, where the state remains the controlling 

shareholder after reform, as well as in new period of China’s development after 2008. 

 

The article finds that local market-supporting institutions are still important for state sector 

reform. However, in contrast with previous stages of SOE reforms, fiscally stronger provinces 

with less debt load in their local-state sector implement the new phase of ownership reforms to a 

larger extent. The new round of SOE reforms is concerned with improving management 

efficiency through diversifying ownership; unsurprisingly, outside investors are more 

comfortable about investing in well-performing SOEs located in provinces with a balanced 
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budget and legal institutions that protect minority investor rights. The main policy implication of 

the findings is that mixed ownership is a durable reform path primarily for high-performing 

SOEs located in rich provinces with well-developed legal institutions. As such, MOR is not an 

actively applied policy tool in struggling western and northern-eastern provinces that aspire to 

advance supply-side structural reforms. The study also suggests a certain sequence of state 

sector restructuring: start with downsizing social welfare burdens (e.g., excess employment) in 

local-SOEs, build stronger legal institutions, improve productivity of SOEs through 

corporatization and local competition exposure, and finally push for mixed-ownership 

restructuring.  

 

In a similar manner, Article 3 is concerned with subnational institutional variation and its effects 

on local-SOEs. With a starting point in comparative capitalism literature, the article theorizes 

that China’s institutional reforms have created diverse corporate governance structures among 

locally controlled SOEs – a group of enterprises often described or simply assumed by other 

scholars to be homogeneous. In support of the theory, and drawing on data from stock exchange 

listed SOEs, we found that the concentration of ownership and the proportion of shares held by 

managers and board members of listed local-SOEs varies considerably from province to 

province (horizontal institutional diversity), as well as between city- and province-owned 

enterprises within each province (vertical institutional diversity). Variations in corporate 

governance structures resulting from different types of state ownership are likely to lead to 

differences in performance and firm strategy. The findings contribute to the comparative (state) 

capitalism literature by theorizing about and testing firm-level implications of different 

subnational state capitalist models. In addition, the article contributes to the literature on SOE 

governance by theorizing about and testing how Chinese institutional reforms have produced 

stark vertical institutional differences between enterprises owned by provinces and those 

controlled at the city level and below. On a theoretical level, the article shows how management 

studies can benefit from theoretical perspectives drawn from the comparative capitalism 

literature.  

In Article 4, the dissertation returns to a broader central-level view on SOEs with a qualitative 

study of the Party’s role in SOE corporate governance under Xi Jinping. The article makes two 

important additions to the literature on the Party’s governance of SOEs. First, through a 

comprehensive examination of policy and Party documents, the article examines the principles 
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of Party leadership in SOEs in detail, trace their political origin and development up to January 

2020, and offer empirical examples of their application. Second, through an extended case study 

of a central SOE (CECEP), the article documents the institutionalization of Party leadership in a 

new hybrid model of corporate governance. 

 

In line with the Xi Jinping era’s general recentralization of the Party’s role in Chinese society, 

the Party has reasserted its control of Chinese big business. Starting in 2015, the CCP 

formulated an overlapping system of internal regulations actively embedding itself into the 

formal governance structure of SOEs. In SOEs and all companies controlled by SOEs (including 

listed and mixed-owned enterprises), the Party exerts its influence through the enterprise Party 

organization (Party Committee or Party Group) and its role in decision-making mechanisms, 

personnel appointment mechanisms and supervision mechanisms. The focus of Party 

Committees now extends well beyond trade unions and welfare issues; they have become 

actively involved in management issues. The result of legislation and regulations issued since 

2015 is that the Party’s dominance over SOEs has been strengthened and the companies’ legal 

governance structures have been weakened. In place of a convergence with the Anglo–American 

model of corporate governance, a hybrid, Party-led model of corporate governance with Chinese 

characteristics has emerged. The advantage of this hybrid model lies in its strength in securing 

enterprise compliance and communication with higher state and Party organs, thus streamlining 

the implementation of long term development plans. As such, placing individuals in the dual 

role of SOE manager and Party representative can actively underpin the state-led model of 

economic development. On the other hand, the hybrid model is unlikely to help solve efficiency 

problems or insider control, and can potentially undermine other reforms such as efforts toward 

mixed ownership.  

 

Taken together, the four articles make two further contributions to the literature on Chinese 

SOEs and state capitalism.  

First, the dissertation helps us to anticipate the patterns of governance and position of the state 

sector in the future Chinese economy (articles 1 and 4). It shows how market-oriented reforms 

and fragmentation (e.g., mixed ownership, state-owned asset management, and employee 

ownership) are combined with interventionist and state control elements such as the 

institutionalization of the Party in corporate governance structures. The dissertation documents 
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the emergence of “Party-led state capitalism”, - a hybrid political market economy that blends 

planning and market modes of coordination, and public and private modes of ownership.  

Second, the dissertation shows that local institutional diversity (still) matters (articles 2 and 3), 

and that state ownership in China is diffuse and fragmented. Local-SOE heterogeneity is 

significant and to some extent defined by calibrations of local-state capitalist models 

operationalized in terms of horizontal and vertical institutional diversity. In addition, previous 

reform experiences and local political economic conditions continue to shape reform 

implementation to a significant extent.   

2. Limitations  

One of the major strengths of the dissertation lies in its mixed method approach enabling the 

dissertation to both deepen our collective knowledge on selected broad trends as well as in-

depth processes of SOE reform and state sector organization. This implies that the dissertation 

utilize a broad range of data sources: interviews, textual analysis, national, provincial and firm-

level statistics. However, this methodological approach also has its downsides. First, considering 

the time-limitation on this project, the mixed methods approach forced me to carefully choose 

some research directions at the expense of others. For example, while I have investigated the 

governance, organization and ownership changes of SOEs, I have not assessed how these link to 

changes in political and economic performance of SOEs. Second, the mixed methods approach 

has made it difficult to plan and implement one method by drawing on the findings of another. 

For example, while my qualitative study shows that the CCP has applied new institutional 

mechanisms for control of SOEs, these mechanisms were difficult to operationalize and make 

sense of quantitatively. Finally, the planning and implementation of my research program 

demanded considerable time and resources since I had to locate, access and analyze appropriate 

quantitative data as well as qualitative data in terms of interviews, Party and state documents. 

In addition to general limitations related to the overall methodology used here, my dissertation is 

subject to a number of specific limitations related to the respective qualitative and quantitative 

articles.  

The two quantitative studies are limited by the lack of accessible data. First, there is very little 

publicly available quantitative data on the corporate governance of non-listed SOEs in China. 

Article 3 is therefore limited to analyzing listed companies, which constitute a very small subset 
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of Chinese SOEs. This creates a selection bias, since listed companies are not a representative 

sample of all Chinese local-SOEs, and much of the “real” governance of listed state-controlled 

companies takes place through their non-listed holding group companies, which possess 

decision-making authority over their entire enterprise group. Information on corporate 

governance of these holding group companies is sparse, and can only be obtained through case 

studies, such as the one presented in Article 4.  

Second, I had no access to data that could facilitate appropriate quantitative measurements for 

institutional diversity at the city-level and below (within provinces). My measurements of local 

institutional variations between provinces constitute a genuine contribution, yet I fully 

acknowledge that there might be within-province institutional variations, which I do not account 

for in my approach. 

Third, data series on non-corporatized SOEs and ownership breakdowns of state-holding 

industrial enterprises is not published in National Bureau of Statistics (NBS) yearbooks. It was 

instead drawn directly from the individual provincial statistical yearbooks, where only 22 out of 

the 30 provinces included in my study published data on non-corporatized SOEs and the 

breakdown of ownership composition in their local-state sector. Furthermore, these 22 provinces 

were not constrained to present their data in a common format, so some potentially interesting 

cross-province comparisons could not be conducted.  

Data limitations were also an issue in the qualitative part of the dissertation. First, I could not 

access Board and Party Committee members in holding group companies (CECEP interviews 

were with a subsidiary manager), and I did not have access to internal decision-making 

documents. Furthermore, several local SASACs, SOE managers, and government departments 

declined to participate in interviews. In general, studying SOEs proved particularly difficult; the 

current political climate in China is not supportive of this kind of research. Second, the inclusion 

of more cases would have enabled the use of advanced comparative methods such as a most 

similar / most different system designs, and comparing mixed-ownership cases at central, 

province, and city level. I am confident about the quality of the comprehensive textual and 

quantitative analyses presented here. At the same time, I acknowledge the potential for further 

fieldwork and in-depth case studies to buttress (or undermine) the conclusions presented in the 

dissertation.  
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Finally, the dissertation has not dealt with SOEs in the context of internationalization of the 

Chinese economy; it mainly presents changes in the state sector governance and ownership as an 

endogenous, closed-loop process without connection to the global economy. Analytically, this 

helps me to focus down on Party-state policies, and their implementation in SOEs. However, it 

risks overlooking that SOEs are deeply embedded in global value chains, and many have 

extensive foreign links and investments abroad influencing their organization, governance and 

strategies.  

 

3. Future research directions 

Despite its limitations, I am hopeful that my work can inspire future research on the nature and 

governance of Chinese SOEs, and that some of its unique insights on Chinese state capitalism 

are worthy of further research. In particular, I highlight four promising areas of research that 

deserve additional attention: 1) consequences and organizational variety of mixed-ownership 

enterprises, 2) governance and functioning of state-owned capital funds, 3) diversified state-

ownership and local varieties of state capitalism, and 4) the role of the CCP in enterprise 

management. 

 

First, articles 1 and 2 raise a number of questions in terms of the effects of new ownership 

organization in the state sector. Future studies should dig deeper into the consequences of 

mixed-ownership reforms for firm-level and macro-level economic performance: does the form 

of mixed ownership implemented since 2015 improve performance of the targeted enterprises? 

What are the consequences of cross-provincial variations in MOR implementation, as 

documented in Article 2? And to what extent are new mixed-owned enterprises acting as agents 

in the execution of Party-state political objectives, rather than (or in addition to) acting as profit-

seeking entities? Since complex new mixed-ownership structures are the “new normal” in the 

Chinese state sector, answers to these questions will assist anyone who wishes to anticipate the 

success of the Chinese state capitalist model.  

 

Second, the literature has not sufficiently covered the new phenomenon of state-owned capital 

and venture funds in China – the so-called “rise of the investor state” – which also marks a new 

phase in the development in Chinese state capitalism. At the center of the new development 

stands “state-owned assets investment and operation companies” (国有资本投资运营公司
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)(SAIOC). SAIOCs are wholly state-owned legal-person entities established by SASAC. They 

serve as hubs that connect the SASAC and state-funded enterprises, thereby essentially creating 

a three-tiered system: SASACSAIOCEnterprise. As the dissertation documents, it 

implies a shift in the government’s role: from a manager that oversees daily operations to a 

shareholder that focuses on investment returns. State investment capital in China is arguable a 

new powerful form of state economic intervention with different characteristics than traditional 

state-ownership. State capital is increasingly deployed strategically in China, not only as an 

instrument for SOE restructuring (as we see in Article 1’s study of KeyGen), but also to respond 

to financial crisis, facilitate industrial upgrading and, most recently, as an instrument to support 

economic recovery during the global COVID-19 pandemic. This opens up questions concerned 

with the funds’ political and economic effects, as well as their governance, organization, 

empirical reach and government mandates.  

 

Third, Article 3’s investigation of diversified state ownership and local varieties of state 

capitalism within China raises a number of new questions worthy of further investigation. For 

example, empirical research could clarify the interplay between different types of state 

ownership (diversified vertically and horizontally), corporate governance structures and 

performance, innovation capacity, internationalization strategies or industrial alliances. In 

general, scholars should control for differences between province- and city-owned Enterprises 

as well as the geographical location of the SOEs when studying firm strategies, performance or 

internationalization. This is currently overlooked in the literature across many disciplines, which 

continue to treat (Chinese) state ownership as unrealistically unidimensional. 

 

Finally, the dissertation lays out important new directions for research on the role of the CCP in 

enterprise management – not only of SOEs, but of private- and foreign-owned companies as 

well. Future studies could expand on Article 4’s contribution to our understanding of the power 

and relevance of personnel appointments, decision-making and supervision functions of 

enterprise Party Committees/Groups. For example, more solid empirical evidence on the 

specific processes of CCP participation in decision-making in SOEs and mixed-owned 

enterprises needed by those of us who wish to understand the nuances of Party Committee 

operations at the firm level. This includes exploration of Party organization in mixed-owned 

companies: What happens in the case of conflict between shareholders? Geographical, 

administrative, and sectorial differences also need to be addressed. The role and position of the 
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Party Committee in SOEs might depend on variations in local government-business relations, 

implying that SOEs at different administrative levels (central, provincial and city-level SOEs), 

located in different geographic locations, or in different sectors of the economy, might make use 

of the Party organization in different ways.  

 

With new regulations making it mandatory for all enterprises on the Chinese mainland to set up 

a Party organization, it is equally important to conduct more research on the functioning of Party 

organizations in private and foreign-owned enterprises: to what extent do they participate in 

enterprise decision-making? To whom do they report? Which enterprise information do they 

pass on to higher-level Party organs, and what is the information used for? This is probably the 

area where the weaknesses, or dangers, of the Party-led state capitalist system will be the 

clearest: If all enterprise Party groups report to the same higher-level Party organ, then 

economic decisions and the distribution of market shares will de facto take place at that level. 
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