Measuring the impact of privatization in Nanjing, China

Introduction

One of the most radical interventions in the Chinese corporate
sector was the decision of implementing the Shareholding
Enterprise system (SHE) to improve the troubling performance of
the State-Owned Enterprises (SOE). Since 1978, China embraced
unsuccessfully an economic modernization process under the new
government of a reformist Deng Xiaoping. The industrial SOE’s, for
example, accumulated losses that increased by almost nineteen-
fold during the 1978 to 1996 period. During the 90s decade the
strategy changed by modifying the ownership nature of the
Chinese firm; the shareholding system privatized the Chinese firms
by allowing private investors buy ownership by acquiring stock [1].

The present analysis aims to determine, first, whether the
shareholder enterprise system contributed to the improvement of
China’s SOE’s performance measured in profit, and second,
determine if there were other significant factors explaining the
possible changes over the profit. This comparison intends to
discern if privatization had a significant and strong effect at
improving profits or in an opposite scenario other factors (like the
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It is used a panel data analysis to understand the relationship of
firm’s profit over and the shareholder privatization. Simultaneously,
it is tested whether other factors described in the hypothesis have a
larger effect than the privatization over Nanjing's firms profit. The
following description shows how the variables were coded:

e |tis used a binary variable equal to the unity for those in the
treatment group. In this case, the treatment is the privatization
from State-owned enterprise (SOE) toward a Shareholding
Enterprise (SHE). The variable dTprivat;; takes a value of zero
when the ownership is different from Shareholding, and 1 when
the ownership indicates that the SHE privatization occurred.

e |t was also created a time binary variable name dtime that takes a
value of 1 to account all the years where the privatization
occurred.

e |tis coded a binary variable size; that identifies if the enterprise is
large by taking a value of 1 and 0 otherwise.
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Total assets: this covariate shows significance in all estimators,
but a low strength in the relationship with the DV (total profit).
Every Renminbi of increment in the total assets increases the
profit in 0.024 Renminbi for the FE estimator clustering at the
firm’s ID level. In other words, the level of assets of the firm did
not display a strong role at increasing the profit. This makes
sense with what was happening in China prior the privatization
period: large firms that were subsidized by the Party were not
efficient at creating profit.

DID: the coefficient of most of the regressors shows a positive
association between privatizing and total profits. This measure
shares certain commonalities with the other covariate's
estimators: the between estimators is biased showing the
opposite sign of the relationship between the DV and IV and the
RE is closer to the FE showing a that there is not i.i.d. behavior
in the residuals. This variable is not significant showing that
there is not statistical evidence to affirm a relationship between
total profit and privatization.

Binary IV for large: the FE shows a positive association between
the profit and the size of the firm. It is important to notice how
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sense, it is necessary to account for those factors that possibly
equip firms with a comparative advantage before the treatment
(privatization) was implemented; the firms better prepared with
resources (size, government grants, and assets) were probably
better equipped to enter in a market competition.

Hypothesis: was the reform effective to improve

Shareholder privatization effect over the profit: the results of
table No.1 shows that for the all the estimators (except FE), the
effect of switching the ownership of Nanjing's firms (from SOE to

SHE) increased the total profit in a statistically significant manner at

95% CI. However, one of the main limitation in this analysis is the
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in the boxplot; this is coherent because many inefficient firms
were exiting the market, while other were adjusting to the SHE
system. After the reform, profits were improving over time.

Conclusion

The present analysis provides an insight of how a policy
intervention can improve the performance in the private sector.
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