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Are they any good?



Are they any good?

They are mighty good.



Parties to Ownership Contracts
• between managers and shareholders

• between managers and the state



Transformation of China’s 
State Owned Enterprises



China’s Share of the World’s GDP
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Two Opium Wars Lost
• Treaty of Tianjian

• Russia, USA, UK and France

• Treaty of Beijing
• UK, France and Russia



What to Do Next?



What to Do Next?

Learn from Western powers.



The late Qing Dynasty: Emulating 
Foreign Businesses 洋务运动 1860-1890

• Learning from foreign developed countries
• 官办 (government ownership)、官督商办 (government authorized 

private ownership) 、官商合办 (PPP)
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江南制造局是中国第一个较大的官办军
事工厂，1865年由李鸿章在上海创办，
全厂约2000余人，主要制造枪炮、弹药、
水雷等军用品，同时还制造轮船，1867
年后开始制造船舰。

1873年1月17日在上海洋泾滨永安街正式设立“轮船招

商公局”，这是洋务运动中由军工企业转向兼办民用
企业、由官办转向官督商办的第一个企业。其中官股
10万两，朱其昂、朱其诏兄弟各10万两，李鸿章5万
两，轮船4艘，从事江浙漕粮运输及各种客货运输业
务



During and After the Communist 
Revolution: Planned Economy

• China’s central government had complete control over the 
economy. Nearly all companies were state-owned enterprises 
referred to as SOEs

• China implemented “two lines of revenue and expenditure” 
for state-owned enterprises. 

• The state provided raw materials for enterprises and formed a 
unified production plan. 

• The profits of the enterprises are uniformly handed over to the 
state. 

• Finally, the products are uniformly distributed by the state.
• Enterprises do not have production and management 

autonomy.
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After the Communist Revolution: 
Planned Economy

• Due to economic, political and 
military considerations, state-
owned firms were assigned 
different political ranks to enable 
them to be embedded into the 
national political system. 

• This kind of hierarchy is a part of 
China’s historical and cultural 
tradition that is deeply rooted in 
the society. 

• Also, learning from Soviet Russia
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After 1978: SOE Reforms 
• 1979: SOE managers were given greater autonomy on how to spend surplus 

income, over and above government quotas
• 1983: The state implemented new policy in SOEs’ financial contributions to 

tax profits instead of claiming for the profits
• 1984: SOEs were allowed to sell their excess production in the market
• 1992: the 14th Communist Party of China (CPC) Party Congress announced 

that the next step of economic reform was for China to create a “socialist 
market economy”.

• 1994: the general corporate law was enacted, allowing for privately owned 
enterprises 

• 1997: The 15th Party Congress approved a plan to convert the SOEs into 
shareholding corporations, SOEs could begin to sell their shares on the 
Shanghai and Shenzhen Stock Exchanges

• 2001: China ascended to the WTO, In order to make the SOEs larger and 
more competitive against the MNCs, both at home and abroad, China’s policy 
has been to continue to merge and consolidate them, building larger, more 
powerful SOEs 



Socialist Market Economy
• A combination of state ownership and the market
• China does not strictly follow other people’s model
• “Crossing the river by feeling the stones.”



In Sum
• A product of the planned economy and reflects political positions 

in the state that firms’ managers occupy.
• Due to economic, political and military considerations, state-

owned firms were initially assigned political ranks to enable them 
to be embedded into the national political system. 

• This kind of hierarchy is also a part of China’s historical and 
cultural tradition that is deeply rooted in the society. 

• Political goals are often carried out in the design and allocation of 
firm ranks. 

• Managers who are assigned to run these firms naturally gain 
political ranks. 

• Firm rank and manager rank are two sides of the same coin. 
• One side is the rank of the assets under management. 
• The other side is the rank of the manager.



In China, is Government 
Ownership Inefficient?
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Not Inefficient!
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Not Inefficient!

In Fact, Deadly Efficient!
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Why?



Why?

They have a form of governance.



Communist Party Controls and 
Manages Its Personnel

• Party representatives of state-owned firms can be members 
of the boards of directors and the committees of supervisors. 

• Party representatives of the boards of directors, committees of 
supervisors, and managers can also enter the party committee. 

• A way to carrying out personnel control is the political ranking 
system. 



Dual Appointments for Managers
• Managers of China’s state-owned firms receive dual 

nominations. 
• offers from firms’ boards of directors to be high level managers, 
• nominations from the Personnel Organization Department of the 

Communist Party Commission to be government officials. 



Party Controls Business and 
Governance through Political Ranks

• Managers of China’s state-owned firms work in a closed 
pyramidal managerial labor market. 

• They enjoy non-transferable benefits if they choose to stay 
within this system. 

• The higher up are they in this labor market hierarchy (their 
political ranks), the fewer are their outside employment 
opportunities.

26



A Little Digression - Relationship

• West: Arms length transaction
• In fact, this is not a relationship or no relationship is built after 

transactions

• China: Long-term and often inextricable relationship
• Aboriginal people
• Long history
• Central government control
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How to Govern and Manage?
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Political Ranking System

省部级: provincial and ministerial level

厅局级: department and bureau level

县处级: county and division level

乡科级: township and section level
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Political ranking system reflects the 
political positions in the state that 
managers occupy.
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Types of Shareholders
Type 1: 国务院国资委 (Central-level State-owned Assets Supervision 
and Administration Commission)
Type 2: 省市县乡国资委 (Provincial, City, County and Township Level 
State-owned Assets Supervision and Administration Commission)
Type 3: 中央部委 (Ministry of Central Government)
Type 4: 新疆建设兵团 (Xinjiang Production and Construction Corp)
Type 5: 高等院校 (University)
Type 6: 汇金公司 (Central Huijin Investment Ltd.)
Type 7: 较为复杂的控股股东 (Complex Shareholders)
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国务院国资委 (Central-level State-owned Assets 
Supervision and Administration Commission)



省市县乡国资委 (Provincial, City, County and 
Township Level State-owned Assets Supervision 
and Administration Commission)



中央部委 (Ministry of Central Government)



新疆建设兵团 (Xinjiang Production and 
Construction Corp)



Internal Mobility in A Tournament
• Within the system, managers 

can realize migrations from 
firms to firms or from firms 
to the government. 

• They can also be promoted to 
higher ranks within their 
current firms or in other 
firms through a tournament-
style competition within the 
closed hierarchical 
managerial labor market. 
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External Immobility
• It is difficult for them to find comparably prestigious 

employment opportunities outside the party organization. 
• They are unlikely to voluntarily quit their current positions 

given a large chasm between lives within and outside the 
government. This creates a lock-in effect.

• Many managers of state-owned firms spend their entire 
career in this system. 
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Incubator for Business-Savvy Officials

• The government makes economic development its priority.
• The government observes and cultivates state-owned firms’ 

managers and government officials. 
• The political ranking system is a tool that the government 

uses to motivate, monitor and select its cadres. 
• It ensures of the completion and execution of government’s 

will and goals. 

38



China’s officials are often business savvy. 
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Of course, a focus on GDP has its 
pitfalls.



Of course, a focus on GDP has its 
pitfalls.

Environmental Issues



China’s Progressive Political Ranking 
System for SOE Managers

• A relatively closed, though still competitive, internal labor 
market – departure from the system may lead to no 
comparable employment opportunities as within the system

• SOE managers are also government officials with political 
ranks – a role that motivates them to exercise more caution 
to meet political agenda

• The higher is a manager’s political rank, the more likely is 
he or she to receive strict government monitor, thus more 
caution is he or she likely to exercise in the business 
administration.

• They are more risk averse. 



Tullock’s (1965) Bureaucrats

• Bureaucrats, as politicians, seek promotions. 
• They act in a manner that is rewarded by the sovereign. 

Therefore, pleasing the sovereign is the most important task. 
• High (low) ranking managers’ promotions are more 

determined by politics (economic performance). 
• High ranking managers therefore are less likely to cause 

crashes as they engage in fewer risky strategies to boost 
economic performance, as compared with low ranking 
managers.
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Hypothesis

State-owned firms’ stock price crash risk is 
negatively associated with their managers’ 

political ranks.



Stock Price Crash Risk 



Regression Analysis



Sample Selection (2005-2012) 



Descriptive Statistics



Correlations



Political Ranks Reduce Crash Risk

Crash Risk Crash Risk



More Pronounced for Young Managers

Age < 51Age > 51



More Pronounced for Managers with 
Short Tenure

Tenure < 2Tenure > 2



Market Mechanism – Labor Mobility

Low Labor 
Mobility

High Labor 
Mobility



Market Mechanism – Product Market 
Concentration

High Product 
Market 

Concentration

Low Product 
Market 

Concentration



Foreign Capital

Without Foreign 
Capital

With Foreign 
Capital



Political ranking system is potentially 
a substitute for the market mechanism.

Its fits China’s current stage of 
development. 
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Promotions of Provincial Governors
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Without 
Promotions

With 
Promotions



Chairman Promotions
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Without 
Promotions

With 
Promotions



Instrumental Variable Analysis
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Instruments: per capita living space, public 
transportation, water and gas supply. 



Other Mechanisms? Unfair Benefits?
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Change Analysis
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Retirement Shock Test to Further Deal 
with Endogeneity
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So, Is State-Ownership Necessarily Bad?

No!

Low Risk, High Performance
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China’s Success

• Central control
• Economic development as a priority
• Government engineering – industrial policies
• Governance – political ranking system
• Growth-savvy officials
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China’s Success

• Central control
• Economic development as a priority
• Government engineering – industrial policies
• Governance – political ranking system
• Growth-savvy officials

• Countries all over the world will learn from China.
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