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A regional perspective on the privatisation of Chinese  
state-owned firms
Zhe Zhanga,b and Bach Nguyenc

ABSTRACT
This study examines the impact of regional formal and informal institutions and the regional origins of private 
shareholders on the privatisation efficiency of Chinese state-owned enterprises (SOEs). Using a difference-in- 
differences method to examine 63,599 firm–year observations, we find that, on average, privatisation enhances the 
capacity utilisation efficiency of Chinese SOEs. That positive effect is stronger in regions with higher marketisation or 
more embedded in Confucianism. Interestingly, private shareholders from mainland China enhance capacity utilisation, 
but foreign shareholders exert no significant effect. Moreover, Hong Kong–Macau–Taiwan shareholders weaken the 
positive effect of privatisation on capacity utilisation in both low-marketised and high-Confucian regions.
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1. INTRODUCTION

Institutional theory postulates that organisations exist 
within broader institutional environments, which include 
government regulations, cultural norms, industry standards 
and other external factors (North, 1990; Williamson, 
2000), and these environments can influence the behaviour 
and performance of organisations (e.g., Acemoglu & John
son, 2005; Moodysson & Zukauskaite, 2014). In the 
regional science and economic geography literature, insti
tutional theory has been employed to explain why and 
how regional institutions – the formal and informal insti
tutions associated with subnational regions – have become 
focal determinants of socio-economic development across 
regions within a country (Charron et al., 2014; Fritsch & 
Storey, 2014; Marques & Morgan, 2021; Rodríguez- 
Pose, 2013). Regional institutions can be broadly classified 
into (1) formal forces, which are explicit, codified and offi
cially recognised structures such as place-based rules and 
regulations introduced and executed by provincial govern
ments; and (2) informal forces, which are unwritten, non- 
codified and unofficial norms and customs such as Confu
cian values (Chen et al., 2021), collectivism and individu
alism (Nguyen, 2021). The formal institutions (Agostino 

et al., 2020; Roxas & Chadee, 2013) and informal insti
tutions (Nguyen, 2021; Sun et al., 2019) of a region have 
been identified as important determinants of the behaviour 
and performance of the region’s private businesses.

While regional institutions may have less influence on 
state-owned enterprises (SOEs), which are typically large 
and controlled by central government (Du & Mickiewicz, 
2016), this may not be the case for privatising SOEs. Pri
vatisation – the direct sale of ownership in SOEs to the 
private sector – reduces the reliance of SOEs on state- 
funded resources and exposes them to local market mech
anisms (Tan et al., 2020). Privatisation might force SOEs 
to become more responsive to local institutions because 
they must ‘play by the rules of the game’, that is, if they 
are to compete with the local private sector for survival 
and growth, they need to leverage the local formal and 
informal institutional forces (Liu et al., 2021). However, 
it is unclear whether and how regional formal and informal 
institutions might influence the efficiency of privatising 
SOEs. Understanding the role that regional institutions 
play in the privatisation process can help inform the debate 
about whether privatisation is good or bad for SOEs (Le 
et al., 2019; Liu et al., 2021; Walheer & He, 2020). We 
draw on institutional theory to propose that taking 
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regional institutions into account may help in examining 
the efficiency of SOEs’ privatisation.

To examine the impact of regional institutions on 
SOEs’ privatisation efficiency, we select China as the con
text. The country is an appropriate empirical setting 
because China’s privatisation campaign was conducted 
without a clear national legal framework (Zheng, 2019), 
allowing regional institutional forces to play a significant 
role in the process. Moreover, China is a geographically 
large country with substantial heterogeneity in its regional 
formal and informal institutions (Wang et al., 2021). This 
variation is ideal for investigating how regional institutions 
influence SOEs’ privatisation. The specific regional insti
tutions we examine are marketisation, a measure of the 
economic openness and governance efficiency of regional 
formal institutions (Fan et al., 2007), and Confucian 
values, a set of informal ideological, ethical and philosophi
cal systems advocating humanness, righteousness, propri
ety, wisdom and honesty (Chen et al., 2021). It has been 
documented that provinces in China differ significantly 
in terms of their levels of marketisation and Confucian 
values (Li et al., 2020; Zhou, 2021). This regional insti
tutional heterogeneity might significantly influence the 
process and, thus, the efficiency of SOEs’ privatisation.

Privatisation introduces private shareholders into Chi
nese SOEs’ boards of directors. From the regional geo
graphical perspective, there are three groups of 
shareholders: (1) mainland China; (2) Hong Kong, 
Macau and Taiwan (HMT); and (3) foreign countries. 
Each group adheres to different institutional logics, which 
are the underlying belief systems or rationalities formed in 
their specific environments (Lounsbury et al., 2021; Thorn
ton & Ocasio, 2008). Therefore, privatisation may cause 
institutional conflicts – the execution of opposing insti
tutional logics (Slater & Arugay, 2018; Thornton & Ocasio, 
2008) – between state-owned shareholders (who prioritise 
the fulfilment of government-assigned objectives with privi
leged treatments) and private shareholders (who prioritise 
efficiency and profit-maximising). Moreover, these three 
types of private shareholder have dissimilar capacities, 
motivations, and levels of cultural distance in relation to 
Chinese SOEs (Huang et al., 2017; Shi et al., 2020). Private 
shareholders from mainland China may be more familiar 
with the institutional logics employed by SOEs but during 
the 1999–2013 period studied, they are less capable than 
the other two groups in terms of technology and manage
ment. Foreign private shareholders are typically strong in 
technology and management capability but their insti
tutional logics rarely overlap with those of Chinese SOEs. 
This implies that private shareholders from HMT have an 
advantage, given that they are more technologically and 
managerially advanced than the Chinese SOEs but share 
their Chinese culture. Mixed evidence (Chen et al., 2011; 
Lin et al., 2020) means that it is unclear how the respective 
strengths and weaknesses of the three types of private share
holder may influence privatising SOEs. Thus, this study 
looks into the origin of private shareholders and examines 
whether and how their origins might influence the efficiency 
of privatising SOEs.

Not only must private shareholders deal with insti
tutional conflicts within the privatising SOE, but also 
they are subject to the institutional forces embedded in 
the region where the SOE is located. China is a geo
graphically large country with substantial institutional 
heterogeneity across regions (Wang et al., 2021). Some 
regions are more deeply embedded in Confucianism or 
a government-led ecosystem (i.e., lower level of market
isation) than others, and are thus characterised by stron
ger institutional forces of conservatism and 
protectionism, respectively. Whether the private share
holders who assume ownership of SOEs in such regions 
find it difficult to work with the regional institutions or 
are able to extract benefits from them very much depends 
on the degree to which their own institutional logics 
accord with those of the region. Private shareholders 
from mainland China may be most familiar with conser
vatism and protectionism; they may be able to leverage 
these institutional forces to improve the privatising 
SOE’s efficiency. HMT and foreign shareholders may 
find conservatism and protectionism somewhat alien. 
Hence, they may be equipped to improve the efficiency 
of privatising SOEs in regions that have lower Confu
cianism and higher marketisation. This is an empirical 
question that requires a systematic analysis.

To examine the roles played by regional institutions on 
privatising SOEs’ efficiency, we employ a difference-in- 
differences (DID) method and investigate a set of 
63,599 observations (18,464 SOEs) in China from 1999 
to 2013, a period of mass privatisation (Walheer & He, 
2020). Diverging from prior research that explores per
formance-based outcomes of privatisation (Tan et al., 
2020; Zhan & Zhu, 2021), we focus on examining 
capacity utilisation, which is an indicator of the efficiency 
of a firm’s resource consumption and operation that has 
been used in recent literature (Aretz & Pope, 2018; José 
Gahn, 2020; Wang & Zheng, 2022). Examining privati
sation efficiency manifests the impacts of local institutions 
on privatising SOEs better than other examinations of 
performance (e.g., revenues). This is because the analysis 
of efficiency examines whether SOEs, when put on a 
level playing field, can adapt to the local environment 
and improve their resource utilisation. This contrasts 
with performance-based outcomes, which tend to reflect 
resource allocation: the privileges SOEs enjoy that allow 
them to perform better (Howell, 2020). Resource allo
cation cannot fully reflect how SOEs respond to regional 
institutions during the process of their privatisation.

It is noteworthy that some SOEs will achieve com
plete privatisation while others will be partially priva
tised. In the main analysis, we focus on the latter to 
see whether privatisation, even if only partial, exerts an 
effect on firm capacity utilisation. We validate the 
reliability of the conclusions generated by the DID 
method by constructing an instrumental variable 
approach. We also conduct a set of robustness checks: 
use of an alternative measure of efficiency, propensity- 
score matching, placebo testing, long-term effect testing, 
alternative measures of regional institutions, additional 
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control variables, a test of complete privatisation, and an 
exploration of the effects related to different waves of 
privatisation reforms and market structure.

This study makes three contributions to the literature. 
First, it proposes a theoretical framework to examine the 
importance of regional institutions in SOEs’ privatisation. 
Prior research debates the necessity for privatisation, with 
some authors arguing that SOEs perform better than private 
firms (e.g., Le et al., 2019; Belloc, 2014), rendering privatisa
tion unnecessary, while others argue the opposite (e.g., Tan 
et al., 2020; Zhan & Zhu, 2021). We contribute to this con
versation by taking into account the role played by regional 
institutions. Employing the institutional conflict perspective 
(derived from the institutional theory), we offer new under
standing of how shareholders’ specific institutional logics 
may cause them to face difficulties or allow them to extract 
benefits from regional institutions when they take over own
ership of privatising SOEs. Our findings reveal that the posi
tive effect of privatisation is stronger in regions that have 
higher levels of marketisation or are more deeply embedded 
in Confucianism. These findings also add to the regional lit
erature by showing that regional institutions are essential to 
understanding how the efficiency of SOEs’ privatisation 
may vary across regions within a country.

Second, this study adds a new dimension to the litera
ture on institutional conflicts in SOEs’ privatisation: pri
vate shareholder origin. Private shareholders from (1) 
mainland China, (2) HMT or (3) foreign countries have 
different (levels of) institutional logics to the Chinese 
SOEs. By examining the potential institutional conflicts 
resulting from the origins of private shareholders, this 
study begins a conversation about how the origins of 
shareholders from different regions may contribute to 
the efficiency of privatising SOEs. Specifically, our find
ings reveal that having private shareholders from mainland 
China contributes significantly to the capacity utilisation 
of privatising SOEs. However, HMT and foreign share
holders, on average, exert no significant effect.

Third, this study expands the literature on regional 
institutions in relation to SOEs’ privatisation by examin
ing the origins of private shareholders while also taking 
into account the regional institutions embedded in the 
locations of privatising SOEs. This research setting allows 
us to explore more deeply the potential conflicts between 
the institutional logics employed by private shareholders 
and those associated with the regional institutions 
embedded in SOEs’ locations. Interestingly, our findings 
show that HMT shareholders may weaken the positive 
effect of privatisation on SOEs’ capacity utilisation if the 
privatising SOEs are in regions that have a low level of 
marketisation or are highly embedded in Confucianism. 
Meanwhile, mainland China shareholders may strengthen 
the positive effect of privatisation on SOEs’ capacity util
isation if the privatising SOEs are in regions with a high 
level of marketisation. Finally, foreign shareholders do 
not exert significantly different impact on SOEs’ capacity 
utilisation across China’s regions.

The rest of the paper is structured as follows. The next 
section briefly reviews the literature on SOEs’ 

privatisation. Section 3 elaborates on the role played by 
regional marketisation, regional Confucian values and 
the regional origins of private ownership in the privatisa
tion of Chinese SOEs. Section 4 presents the data and 
methods in use. Section 5 reports the findings and robust
ness tests. Finally, the last two sections discuss and con
clude the study.

2. IS PRIVATISATION GOOD OR BAD?

The general assumption is that privatisation stimulates 
improvements. This is because theory expects SOEs to per
form worse than their private counterparts. Hu (2005) has 
documented four key explanations for why privatisation 
may enhance SOEs’ efficiency and performance. First, pri
vatisation reduces agency problems. The privatisation pro
cess enhances managers’ direct stakes in the firms (e.g., 
bonus and ownership), incentivising them to run the 
businesses efficiently (Chen et al., 2016; Feng & Johansson, 
2018). Second, privatisation reduces bureaucracy and 
enhances firms’ competitive advantages thanks to efficient 
resource utilisation (Le et al., 2019; Walheer & He, 
2020). Third, privatisation frees firms from a preset salary 
scale regulated by the government, leading to enhanced 
human resource quality and labour productivity (Lardy, 
1998; Li et al., 2014). Finally, privatisation minimises the 
social and political objectives associated with state owner
ship, which could be a burden that restricts SOEs from pur
suing pure economic performance (Yang et al., 2023).

However, another strand of the literature proposes that 
SOEs may perform better than their private counterparts, 
implying that privatisation is unnecessary or even counter
productive. Belloc (2014) has argued that SOEs may be 
more inclined to participate in collaborative efforts 
between (state-owned) firms, such as patent-sharing and 
cross-licensing, to foster innovation and enhance effi
ciency. This inclination is attributed to the fact that 
SOEs are predominantly under the control of the state, 
which allows for more centralised decision making. 
Additionally, the state’s access to comprehensive economic 
data positions it to spot trends and facilitate more efficient 
inter-firm and inter-industry knowledge-exchange sys
tems (Le et al., 2019). Also, SOEs have an advantage in 
innovation because, unlike private companies, they are 
not driven by profit. They can thus handle the uncertainty 
and risk involved in innovation; private firms, which are 
focused on profits, tend to avoid uncertain and high-risk 
activities (e.g., research phases) (Walheer & He, 2020). 
The longer investment horizon of SOEs makes them 
more willing to engage in high-risk innovative projects, 
leading to better long-term performance. Their non-prior
itisation of profits equips them to absorb risks and losses 
when executing government-assigned objectives (Walheer 
& He, 2020), which gives them a competitive edge. Taken 
together, SOEs’ extended investment horizon and stron
ger loss-affordance makes them more receptive to under
taking higher risk activities that potentially promise 
better financial returns. Finally, SOEs typically have 
more access to policy information, which allows them to 
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identify and realise untapped business opportunities, lead
ing to better and more sustainable development (Tka
chenko et al., 2017). If these arguments are true, then 
privatisation is unnecessary.

Interestingly, the empirical literature is also mixed. 
While some research shows that state ownership has a 
positive effect on firm performance (Choi et al., 2011; 
Le et al., 2019; Wu & Xu, 2021), other scholars demon
strate the opposite (Du et al., 2014; Fang et al., 2020; 
Yu & Nijkamp, 2009). We argue that the mixed findings 
could be attributed, at least to some extent, to the hetero
geneous regional institutions. This is because China is a 
large country and each region has a distinct level of mar
ketisation and Confucianism, creating dissimilar regional 
institutional settings (Li et al., 2020; Chen et al., 2021). 
This variation in regional institutions exerts dissimilar 
impacts on the performance of the local business sector, 
which might explain the contradictory findings in the 
extant literature. The next section discusses these regional 
institutional forces in detail.

3. REGIONAL INSTITUTIONS AND 
PRIVATISATION

3.1. Marketisation and privatising SOEs’ 
capacity utilisation
Marketisation is defined as the promotion of a market 
economy and the expansion of the market-based principle 
into areas traditionally controlled by the state (Yu & Deng, 
2021). It is the most comprehensive measure of the econ
omic openness and governance efficiency of regional for
mal institutions (Bin et al., 2020; Du & Luo, 2016). 
The construct was created and updated by Fan et al. 
(2007) and Wang et al. (2017), and it has been published 
by the China National Economic Research Institute 
(NERI). The measure takes into account the interaction 
between government and the market, the rise of the 
non-state sector, the evolution of the product market, 
the development of the factor market and intermediaries, 
and the changes in the local legal system to support a mar
ket-based business environment.

A high level of marketisation brings about several 
benefits for local business community. Specifically, it 
helps to reduce transaction costs and frictions, weakening 
the importance of political connections and corruption 
(Du & Luo, 2016) and facilitating market-based business 
practices (Hou et al., 2021). However, it is unclear 
whether and in which direction a region’s marketisation 
plays a role in determining the capacity utilisation of pri
vatising SOEs. On the upside, a high level of marketisa
tion provides business organisations, including SOEs, 
with a conducive set of institutional settings, such as sup
portive regulations and efficient governance systems 
(Yang et al., 2020; Yu & Deng, 2021). These insti
tutional forces help improve the efficiency of privatising 
SOEs. For example, the private shareholders who 
assume ownership of privatising SOEs in regions with 
higher levels of marketisation may be able to leverage 
the functioning local markets and the efficiency of local 

governance systems to reduce transaction costs and fric
tions in the takeover process. Moreover, thanks to the 
strengthened property-rights protection afforded by a 
high level of marketisation, private shareholders may be 
more willing to spill over advanced technologies to priva
tising SOEs (Zeng et al., 2021), thereby improving their 
capacity utilisation.

However, on the downside, the set of institutional 
logics embedded in a high level of marketisation may 
conflict with the set of institutional logics employed by 
SOEs. Specifically, a high level of marketisation pro
motes market-based business practices and regulations 
aimed at reducing transaction costs. However, SOEs 
typically pursue institutional logics of non-profit-maxi
mising, non-market-based operations and rent-seeking 
(Li et al., 2014). This incongruency between SOE’s 
internal (state-owned) nature and the external market- 
based institutions inevitably causes institutional conflicts. 
For example, managers of privatising SOEs may find 
that the arm’s-length transactions promoted by a high 
level of marketisation go against their conventional 
approach to doing business, in which network-based 
transactions are utilised to extract rents. Since marketisa
tion logics are likely promoted by private shareholders, 
privatising SOEs inevitably face institutional conflicts. 
These conflicts create frictions because SOEs’ managers 
must adhere to marketisation logics while also striving 
to maintain the old institutional logics of SOEs, result
ing in reduced capacity utilisation.

Given that a high level of regional marketisation brings 
about both institutional support and conflicts, we thus 
propose the following research question: 

RQ1: How do regional degrees of marketisation influence Chi
nese SOEs’ privatisation efficiency?

3.2. Confucian values and privatising SOEs’ 
capacity utilisation
In the absence of a homogenous and consistent formal legal 
system, China’s deep-rooted cultural values, such as Confu
cianism, play an essential role in guiding economic beha
viours (Xie et al., 2023). Confucianism describes the set 
of ideological, ethical, and philosophical systems that are 
the foundation for social interactions and economic prac
tices in China (Zhou, 2021) and which have been widely 
recognised as forming the core of Chinese culture (Chen 
et al., 2021). Specifically, Confucius advocates humanness, 
righteousness, propriety, wisdom, and honesty. These 
values are the standard ethics that Chinese people ‘use 
every day but do not know’ (Xie et al., 2023). It is note
worthy that the basic values of Confucianism have not 
been changed by the Communist ideology; rather, they 
are being propagated by the government as an important 
pillar of Chinese culture to build collectivism in the new 
era of political and economic reforms (Chen et al., 2019).

Although Confucian values are deeply embedded in 
Chinese society, the degree to which each region is affected 
by them is significantly different due to historical 
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trajectories, the country’s diversified regional ethnicity and 
its large geographical nature (Zhou, 2021). Moreover, the 
impact of Confucianism on business performance is much 
debated, with one strand of research arguing that in regions 
where Confucian values are popular, people are keen on sig
nalling moderatism, honesty, loyalty and mutual trust (Li 
et al., 2020; Tang et al., 2022). As such, Confucian values 
contribute to local economic development because they 
facilitate generalised trust, reducing transaction costs. 
Empirically, it has been found that Confucianism boosts 
local firms’ research and development (R&D) activities 
(Yan et al., 2021), investment efficiency (Chen et al., 
2019), performance (Chen et al., 2021), access to trade 
credit (Li et al., 2020) and a reduction in corporate fraud 
(Tang et al., 2022). Following this strand of research, Con
fucianism may help enhance the capacity utilisation of pri
vatising SOE because when SOEs’ managers live by values 
such as moderatism, honesty and mutual trust, they are 
more likely to take into account the new institutional logics 
associated with the private shareholders. In other words, 
Confucianism may help alleviate potential conflicts 
between an old set of institutional logics pursued by 
SOEs and the new set of institutional logics introduced 
by private shareholders. In this situation, private share
holders may enjoy a smoother transaction and the privatis
ing SOEs may go through a more efficient transition, 
leading to improved capacity utilisation.

However, another strand of literature contends that 
certain values derived from Confucianism, such as risk 
avoidance and the importance of hierarchy, are back
wards-looking, custom-based and non-scientific (Jin 
et al., 2023). These values can dampen communication 
efficiency, suppress personal development and account
ability, and discourage corporate risk-taking (Xie et al., 
2023; Zhou, 2021). Empirically, it has been found that 
firms exposed to stronger regional Confucianism pay 
their executives and employees less (Jin et al., 2023; Xie 
et al., 2023), which might lead to increased rent-seeking 
behaviours and reduced efficiency (Feng & Johansson, 
2018). From this perspective, Confucianism may nega
tively influence privatising SOEs’ capacity utilisation. 
This is because when the managers of privatising SOEs 
are embedded in values such as risk and responsibility 
avoidance, and the prioritisation of hierarchy and old cus
toms, they may find it difficult to follow the new set of 
institutional logics introduced by private shareholders. 
They may be unwilling or unable to execute the private 
shareholders’ changes geared to improving efficiency and 
maximising profit. Therefore a high level of Confucianism 
may introduce frictions to the process of privatisation and 
weaken the impacts of private shareholders on privatising 
SOEs, leading to reduced capacity utilisation.

Given these conflicting research strands, it is unclear 
whether and in which direction regional Confucian values 
might influence the capacity utilisation of privatising 
SOEs. Therefore, we propose the next research question: 

RQ2: How do regional Confucian values influence Chinese 
SOEs’ privatisation efficiency?

3.3. The origins of the private shareholders
When SOEs privatise, they can sell ownership to share
holders from mainland China, the HMT regions or 
foreign countries. Each type of shareholder has distinct 
institutional logics, capabilities and motivations. Specifi
cally, HMT-owned businesses in China are mainly 
export-driven and focus more on labour-intensive indus
tries (Shi et al., 2020). Foreign-owned firms tend to 
come with state-of-the-art technology and an eagerness 
to invest in R&D activities (Huang et al., 2017). Main
land private businesses typically have family-centric 
ownership and, compared with the other two, manage
ment and technological constraints (during the study 
period of 1993–2003) (Du & Mickiewicz, 2016). The 
differences in the business models of the three groups 
of shareholders indicate that they may face dissimilar 
challenges when taking over ownership from privatising 
SOEs.

Moreover, the shareholders’ cultural distance from 
Chinese SOEs may also be relevant to the efficiency of 
the privatising SOE. Private shareholders from mainland 
China have a set of institutional logics that is distinct 
from that of the SOEs, but these shareholders are still 
relatively familiar with how SOEs operate. The fact that 
they share the SOEs’ formal institutional framework 
(i.e., the national laws and constitution) may mean they 
find it easier than the shareholders from HMT and foreign 
countries to collaborate with SOEs. In similar vein, the 
social and historical ties between the HMT regions and 
mainland China may mean that HMT shareholders 
enjoy several advantages over foreign shareholders, such 
as cultural and geographical proximity, and the same 
languages and ethnic Chinese networks (Ding et al., 
2016; Shi et al., 2020).

The heterogeneity associated with private share
holders’ origins may play an essential role in determining 
privatising SOEs’ capacity utilisation. From the technol
ogy and management capability perspective, it is arguable 
that shareholders from foreign countries may help signifi
cantly improve the capacity utilisation of privatising 
SOEs, while HMT shareholders are likely to contribute 
less, and those from China mainland may, in the study 
period (1999–2013), contribute less again. However, the 
cultural distance perspective implies that mainland share
holders, relative to the other two types of shareholders, 
might face fewer institutional conflicts with privatising 
SOEs. From this perspective, foreign shareholders may 
find that their institutional logics are alien to Chinese 
SOEs (Cai et al., 2016), while HMT shareholders once 
again take middle place.

In essence, the origins of shareholders may exert 
opposing impacts on the efficiency of privatisation. How
ever, the direction of these impacts is unclear due to the 
trade-offs between shareholders’ capacity and cultural dis
tance. Therefore, we propose the next research question: 

RQ3: How do the origins of shareholders (mainland China, 
HMT regions, and foreign countries) influence Chinese SOEs’ 
privatisation efficiency?
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Furthermore, private shareholders not only face insti
tutional conflicts with privatising SOEs per se, but also 
they must deal with the institutional forces embedded in 
the regions in which the SOEs are located. In terms of mar
ketisation, foreign shareholders, relative to HMT and local 
shareholders, may find it easier to take over ownership from 
privatising SOEs located in regions with a high level of 
marketisation. This is because a high level of marketisation 
promotes institutional logics similar to those employed by 
foreign shareholders, such as property-rights protection, 
arm’s-length and market-based business practices with 
few resources paid out in corruption, and efficient govern
ance systems from local governments. In other words, a 
high level of marketisation in the privatising SOE’s business 
environment helps reduce potential institutional conflicts 
between foreign shareholders and the environment. Main
land shareholders, on the other hand, are used to conduct
ing businesses under the old institutional logics. Du and 
Mickiewicz (2016) show that Chinese private businesses 
must learn how to survive and grow in the new complex, 
corruptive and changing institutional environment of 
China. Therefore, compared with foreign shareholders, 
they may be less sensitive to the levels of regional marketi
sation. HMT shareholders, with their hybrid identity, may 
appreciate a high level of regional marketisation more than 
mainland shareholders; however, since their culture, 
languages and ethnic networks are similar to those of the 
mainland, they may be less sensitive to marketisation than 
foreign shareholders, who are completely new to the Chi
nese ‘rules of the games’ (Ding et al., 2016).

Regarding Confucianism, mainland private share
holders may benefit from taking over ownership from pri
vatising SOEs located in regions with a high level of 
Confucianism because they are, to some extent, also 
embedded in Confucian values. Sharing similar ideologies 
and philosophical systems can lay the foundation for func
tioning social interactions and economic practices. Foreign 
shareholders may find Confucianism to be alien, and some 
Confucian values such as risk avoidance and the impor
tance of hierarchy are attitudes that may seem back
wards-looking. The mismatch between the two 
institutional logics will inevitably lead to conflict, which 
requires resources to resolve. Hence, foreign shareholders 
may not help improve privatising SOEs’ capacity utilis
ation as much as mainland private shareholders can. 
Here again, it might be supposed that HMT shareholders, 
thanks to their hybrid identity and their cultural overlap 
with the mainland, will occupy the middle group. But 
actually, findings related to the contributions of HMT- 
owned businesses to the mainland is mixed. Some research 
shows that investments from HMT regions improve local 
private firms’ productivity (Lin et al., 2020) and local 
environmental outcomes since these investors exhibit a 
stronger sense of citizenship due to their closer ties with 
mainland China (Huang et al., 2017). Others find that 
HMT investment, relative to foreign investment, delivers 
lower technology spillover (Shi et al., 2020), drives down 
wage levels in local firms (Chen et al., 2011) and tends 
to pollute the environment more (Ding et al., 2016).

All in all, it may be seen that once regional institutional 
forces are taken into account, the privatisation of SOE’s is 
not simply an efficiency-enhancing process; it is also a pro
cess in which different institutional forces interact, give 
mutual support, and cause and resolve conflicts. The 
next section uses these interaction forces to examine priva
tisation empirically. 

RQ4: How do the effects of shareholders’ origins on Chinese 
SOEs’ privatisation efficiency vary by (1) regional degrees of 
marketisation and (2) regional Confucian values?

Figure 1 summarises the analytical framework built 
upon the four proposed research questions.

4. DATA AND METHODS

4.1. Data
The firm-level data used in this paper are from the Chi
nese Industrial Enterprises Dataset constructed by 
National Bureau of Statistics of China. The study window 
is 1999–2013, which covers China’s period of mass priva
tisation (Walheer & He, 2020). This database contains all 
the state- and non-state-owned industrial enterprises in 
China that have annual sale revenues of more than 5 
million RMB. It provides basic statistics (e.g., enterprise 
name, location and industry code) as well as financial indi
cators (such as information on paid-in capital, total assets, 
fixed assets, total liabilities and industrial value added).

To clean the data, we exclude the following obser
vations: (1) those with missing key indicators or key indi
cators with values less than zero; and (2) those that clearly 
do not comply with accounting principles, such as where 
the total assets are less than the net fixed assets, or the 
accumulated depreciation is less than current depreciation. 
Finally, to identify accurately the causal effects of the 
introduction of non-state ownership to SOEs, we define 
firms with 100% state-owned capital as SOEs. We exclude 
all enterprises that are completely privately owned. This 

Figure 1. Analytical framework.
Note: RQ1 examines the moderating effect of regional mar
ketisation on the relationship between privatisation and 
firm efficiency; RQ2 examines the moderating effect of 
regional Confucian values on the relationship between priva
tisation and firm efficiency; RQ3 examines the moderating 
effect of shareholders’ origins on the relationship between 
privatisation and firm efficiency; and RQ4 examines how the 
moderating effect of shareholders’ origins varies by degrees 
of regional marketisation and Confucian values.
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cleaning process leaves 63,599 firm–year observations for 
15,884 SOEs.

4.2. Variables
4.2.1. Dependent variable
To assess the efficiency of SOEs’ privatisation, we use 
capacity utilisation (CU) as a measure. To calculate 
CU, we employ stochastic frontier analysis (SFA) (Bat
tese & Coelli, 1995). Compared with other methods 
(e.g., cost function method, peak value method and 
data envelopment analysis method), SFA is more 
advanced in the sense that it takes into consideration 
the elasticity of substitution of different production com
ponents. Moreover, the production frontier for measur
ing potential output is stochastic, which is both 
realistic and reliable (Lu & Li, 2022). A higher value 
of CU indicates better capacity utilisation. Appendix A 
in the supplemental data online presents the measure
ment process of CU in detail.

4.2.2. Core independent variable
The core independent variable in this paper is the dummy 
variable DDit, which indicates whether a pure SOE i in 
year t has taken on privatisation reform. Specifically, this 
dummy variable equals 1 in the years after the SOE intro
duced other shareholders; and 0 otherwise. In other words, 
if a sampled SOE i with 100% state-owned capital intro
duced private capital (from mainland China and/or HMT, 
and/or foreign countries) in year t, we define this SOE as 
having begun to engage in privatisation, in which case 
DDit is set as 1 in year t and for all years thereafter; other
wise, it is set as 0.

4.2.3 . Regional marketisation
In this study, we adopt the NERI marketisation index as a 
proxy for the development of China’s regional formal 
institutions at the provincial level. The marketisation 
index consists of 25 indicators related to five aspects of 
marketisation: the government-market relationship, the 
development of the non-state economy, the degree of 
development of product markets, the degree of develop
ment of the factor markets and the intermediary markets, 
and the legal system environment (Fan et al., 2007). The 
higher the marketisation index scores, the greater the 
development of local formal institutions.

4.2.4. Regional Confucianism
Following prior literature (Chen et al., 2021), we use the 
number of Confucian temples in the prefecture-level cities 
where the sampled firms are located to capture the 
embeddedness of Confucian values in local informal insti
tutions. The data on Confucian temples are taken from the 
Chinese Research Data Service (CNRDS). This measure
ment is premised on the reasoning that it is likely that 
stronger Confucianism provokes the establishment of 
more Confucian temples, which in turn promotes the 
development of Confucian values.

4.2.5. The origin of private ownership
We create a set of variables to indicate the origin of private 
ownership. Since an SOE may attract combinations of the 
three private shareholders (mainland, HMT and foreign), 
we need to pick the one that is dominant and in charge of 
the firm’s governance. Thus, mainland ownership is a 
dummy variable which takes a value of 1 when the pro
portion of shares from mainland China accounts for no 
less than 50% of the total shares in a year. Similarly, 
HMT ownership takes a value of 1 when the proportion 
of shares from HMT accounts for no less than 50% of 
the total shares in a year. The operationalisation is 
repeated for the foreign ownership dummy variable.

4.2.6. Control variables
In order to control as much as possible for the impact of 
differences in firm characteristics on the estimation 
results, we include the following control variables based 
on the existing literature (Liu et al., 2021; Lu & Li, 
2022): firm size (by assets), firm age (years), leverage 
(total debts over total assets), profitability (profits over 
sale values), province-owned (province-owned ¼ 1, cen
tral-owned ¼ 0) and industry switch (if SOEs changed 
industry ¼ 1, 0 otherwise). The definitions and descrip
tive statistics of the variables are shown in Table 1. Pair
wise correlations are shown in Appendix B in the 
supplemental data online.

4.3. Empirical model and estimation
Since the SOEs did not undergo privatisation at the same 
time, this study refers to the approach of Beck et al. (2010) 
and adopts the multi-period DID model for estimation:

CU = a1 + h1DDit + gZit + ui + tt + 1it (1) 

where ui is the firm-level fixed effect, tt is the time fixed 
effect, Zit is a set of control variables, and ɛit is the error 
term. The variable of interest is DDit. The coefficient, η1 
therefore reflects the impact of privatisation on SOEs’ 
capacity utilisation. To examine the impacts of regional 
marketisation and Confucianism, we follow Cai et al. 
(2016) in our construction of the difference-in-differ
ence-in-differences (DDD) estimations:

CU = a2 + h2(DDit ×Origin of private ownershipit)
+ gZit + ui + tt + 1it (2) 

CU = a3 + h3(DDit × Confucianismit)+ gZit + ui

+ tt + 1it (3) 

CU = a4 + h4(DDit ×Marketisationit)+ gZit + ui

+ tt + 1it (4) 

5. RESULTS

5.1. Benchmark regressions
The estimation results are reported in columns 1 and 2 of 
Table 2. The coefficients on DD are consistently positive 
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and statistically significant, indicating that SOEs’ capacity 
utilisation has significantly improved following privatisa
tion. The DDD estimation results are reported in columns 
3–7 of Table 2. The coefficients on DD × Confucianism 
and DD × marketisation are positive and statistically sig
nificant, indicating that the improvement in capacity util
isation is greater for SOEs located in regions that are 
embedded deeper in Confucianism or which have more 
developed marketisation institutions.

Meanwhile, the coefficient on DD × Mainland owner
ship is significantly positive, suggesting that the increase in 
capacity utilisation of SOEs is strengthened when main
land private shareholders are introduced and dominate 
the SOEs’ other (HAT and foreign) private shareholders. 
The coefficients on DD × HMT ownership and DD ×  
Foreign ownership are both statistically insignificant, 
implying that the capacity utilisation of privatising SOEs 

does not change significantly when HMT or foreign 
shareholders are dominant.

5.2. The role of regional marketisation and 
Confucianism
Regions with a marketisation index above the 75th per
centile are classified as high marketisation, and the 
remainder are classified as low marketisation. In Table 3, 
the coefficient on DD × Mainland ownership is signifi
cantly positive in column 1 and not significant in column 
2. This indicates that introducing private shareholders 
from mainland China and shifting the control of SOEs 
to these shareholders leads to significant improvements 
in the utilisation of production capacity only when the 
level of marketisation is high. Meanwhile, the coefficient 
on DD × HMT ownership in column 3 is statistically sig
nificant but negative and significantly significant in 

Table 1. Descriptive statistics.
Variable Definition Mean SD Minimum Maximum

CU (Capacity 

utilisation)

A measure of the capacity utilisation rate of a company. The 

higher the value, the higher the utilisation of the 

company’s equipment and the lower the idle capacity. For 

the calculation of this variable, see Appendix A in the 

supplemental data online

0.6688 0.2491 0.0455 0.9941

DD (Privatisation) Dummy variable ¼ 1 in the years after SOEs introduced 

other shareholders; and 0 otherwise

0.1869 0.3898 0.0000 1.0000

Mainland 

ownership

Dummy variable set ¼ 1 when an SOE has introduced 

private shareholders from mainland China and the 

mainland shareholders’ capital accounts for no less than 

50% of the total capital; and 0 otherwise

0.0584 0.2345 0.0000 1.0000

HAT ownership Dummy variable set ¼ 1 when an SOE has introduced 

private shareholders from Hong Kong, Macau and Taiwan 

(HMT) and the HMT shareholders’ capital accounts for no 

less than 50% of the total capital; and 0 otherwise

0.0021 0.0456 0.0000 1.0000

Foreign 

ownership

Dummy variable set ¼ 1 when an SOE has introduced 

foreign shareholders from outside China and the foreign 

shareholders’ capital accounts for no less than 50% of the 

total capital; and 0 otherwise

0.0029 0.0536 0.0000 1.0000

Regional 

marketisation

Indicates China’s formal institutions at the provincial level; 

the higher the scores, the greater formal institutions 

development

5.4578 1.6442 2.9400 11.7100

Regional 

Confucianism

Logarithm of the number of Confucian temples +1 in the 

city where the SOE is located

2.5098 1.1270 0.0000 4.3944

Firm size Logarithm of total assets 11.1626 1.6461 2.8904 19.2767

Firm age Logarithm of the difference between the current year and 

the year in which the firm was founded

3.2995 0.8998 0.0000 5.8260

Leverage Total debt over total assets 0.7441 0.3879 −0.3761 16.2530

Profitability Operating profit over industrial sales revenue −0.0581 0.4674 −13.0000 0.9085

Province-owned Dummy variable ¼ 1 if the firm is oversighted by provincial 

or central government; and 0 otherwise

0.3178 0.4656 0.0000 1.0000

Industry switch Dummy variable ¼ 1 an SOE changed its industry; and 0 

otherwise

0.2965 0.4608 0.0000 1.0000

Note: SOE, state-owned enterprise.
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column 4. This suggests that when shareholders from 
HMT encounter a relatively imperfect market system, 
they show a lack of adaptation; that is, in the low market
isation group, the capacity utilisation of SOEs is lower 
when HMT shareholders dominate than when other 
shareholders do so. Finally, the coefficient on DD ×  
Foreign ownership is insignificant in columns 5 and 6.

Next, we examine the role played by Confucianism. 
For this, regions with Confucian temple numbers above 
the 75th percentile are categorised as high Confucianism, 
and the rest are classified as low Confucianism. In Table 4, 
the coefficients on DD × Mainland ownership in columns 1 
and 2 are both significantly positive, indicating that the 
positive impact of mainland shareholders on SOEs’ priva
tisation remains, irrespective of the region’s degree of 
Confucianism. Meanwhile, the coefficients on DD ×  
HMT ownership in columns 3 and 4 are both negative, 
but only the coefficient in column 3 is significant, 
suggesting that Confucian values have a negative effect 
on improving the capacity utilisation of privatising SOEs 
when their dominant private shareholders are from 
HMT. Finally, the coefficients of DD × Foreign ownership 
in columns 5 and 6 are statistically insignificant.

Finally, approximately 30% of the sample firms under
went an industry switch during privatisation, necessitating 
a discussion on its impact on firms’ capacity utilisation. 
Results in Table 4 indicate a significant correlation 
between industry switch and regional degree of Confu
cianism. In regions with weaker influence of Confucian
ism, irrespective of whether mainland shareholders, 
HMT shareholders, or foreign shareholders dominate, 
industry switch has a significant negative effect on the 
capacity utilisation of SOEs. Conversely, in regions 
embedded deeper in Confucianism, industry-switch posi
tively impacts the capacity utilisation of SOEs, but this 
effect is significant only when foreign shareholders are 
dominant. For a more thorough discussion, see Table 
L.6 in Appendix L in the supplemental data online.

5.3. Robustness check
We conduct a set of robustness checks. First, we establish 
an instrumental variable to validate the reliability of the 
conclusions drawn in this study. Second, we employ pro
pensity score matching and add more control variables to 
ensure the comparability of observations in the treatment 
and control groups before conducting the DID estimation. 
Third, we conduct a placebo test and a test of the long- 
term effects pre- and post-privatisation. Fourth, we 
employ alternative measures of efficiency and regional 
institutions. Specifically, we replace capacity utilisation 
with fixed total asset turnover rates as a proxy of privatisa
tion efficiency. A lower fixed asset turnover rate indicates 
that within a certain fixed production capacity, the actual 
output value of the enterprise is lower. Therefore, the 
fixed asset turnover rate is a good measure of efficiency 
(Baldwin et al., 2013). Next, for regional marketisation, 
we examine the five subdimensions of the index, while 
for regional Confucianism, we replace the number of tem
ples with the number of ancient Chinese academies. Fifth, 

we examine the robustness of findings in centrally owned 
SOEs and provincially owned SOEs. Sixth, we test the 
impact of majority shareholding (i.e., when private share
holders control more than 50% of the total shares). 
Seventh, we examine the subsamples of competitive indus
tries and monopolistic industries. Finally, we test the 
impact of complete privatisation and explore the effects 
related to different waves of privatisation reforms.

The results from these tests are highly consistent with 
the main findings and are reported and discussed in 
Appendices C–L in the supplemental data online.

6. DISCUSSION

The privatisation of Chinese SOEs has generated enor
mous research interest, attracting debates not only from 
academics but also from policymakers and practitioners. 
The ultimate question is whether or not privatisation is a 
good policy. Many researchers have approached this ques
tion from different angles, but the economic geography 
and regional science literature has not yet done so. This 
study aims to fill that gap and extend the literature by the
orising and testing a set of regional factors that might play 
a key role in the privatisation process of SOEs. Specifi
cally, we propose that regional levels of marketisation, 
Confucian values embeddedness, and the origins of the 
private owners of a privatising SOE can determine the 
efficiency of its privatisation. By examining a set of 
63,599 observations of Chinese SOEs, this study makes 
three contributions to the economic geography literature.

First, this study investigates the importance of the 
regional institutional environment to the privatisation of 
SOEs. Prior research shows that institutional quality influ
ences entrepreneurship; weaker institutions prevent firms’ 
ability to evaluate risk and uncertainty and impede latent 
and emergent entrepreneurship (Audretsch et al., 2022). 
Regardless of the importance of institutions, prior research 
has not investigated their impacts on SOEs’ privatisation. 
Since China is a developing country, its formal institutions 
remain incomplete, leaving room for local governments to 
interpret and execute policies. This has diverse implications 
for local businesses (Hou et al., 2021; Xie et al., 2023) and 
for the effects of privatisation. While the heterogeneity of 
formal institutions has been examined in relation to private 
firms’ innovation, performance and internationalisation 
(Du & Luo, 2016; Zeng et al., 2021), it has not been sys
tematically linked to privatisation of SOEs. By showing 
that local formal institutions (specifically, marketisation 
level) significantly strengthen the capacity utilisation of pri
vatising SOEs, this study contributes to the literature 
examining the importance of regional institutions on firm 
behaviours and performance (Bin et al., 2020; Yang et al., 
2020). Our nuanced framework adds to prior research by 
revealing marketisation’s positive impact on the privatisa
tion process of Chinese SOEs.

The impact of the local informal institution, rep
resented by Confucianism, was also investigated in this 
study. Confucius’s ideology of humanness, righteousness, 
propriety, wisdom, and honesty has been proven to be 
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appropriate and constructive to business practices (Li 
et al., 2020), which might help strengthen the benefits 
of privatisation. Indeed, we find that SOEs located in 
regions deeply embedded in Confucian values find that 
their capacity utilisation rate improves at a higher pace 
than those located in the less Confucian regions. This 
finding stands in sharp contrast to the strand of literature 
cautioning against incorporation of Confucian values by 
SOE management on the grounds that it makes them 
reluctant to adopt a new governance system (Jin et al., 
2023). Our findings reveal that privatisation can generate 
even more substantial improvements in capacity utilisation 
when it is supported by stronger Confucian institutions. 
This study thus adds to the literature examining 
how local Confucian values shape the behaviours and 
performance of economic agents (Tang et al., 2022; 
Xie et al., 2023).

Second, by examining the origins of private ownership 
in relation to regional institutions, this study adds an 
underexplored regional dimension to the examination of 
privatisation. We find that private ownership from main
land China significantly enhances privatising firms’ 
capacity utilisation; however once shareholders from 
foreign countries and HMT become dominant, they 
exert no significantly stronger effect on capacity utilisation. 
This finding challenges a strand of literature which argues 
that investment from more advanced economies has a spil
lover effect on the local business community (Huang et al., 
2017; Lin et al., 2020). It shows that in the context of 
SOEs’ privatisation, cultural distance plays a more impor
tant role than advanced know-how. While the technology 
efficacy of mainland China’s private sector is, during the 
study window (1999–2013), inferior to that of share
holders from HMT and foreign countries, the mainland 
shareholders have a much clearer understanding of Chi
nese SOEs compared with the foreign and HMT share
holders (Guan et al., 2021). Their cultural intimacy 
allows them to cleverly manage the takeover of SOEs in 
the privatisation process, avoiding conflicts and promoting 
a harmonised reform that leads to improved capacity util
isation. For foreign shareholders who become dominant in 
an SOE, their insignificant impact on its capacity utilis
ation may be explained by the fact that in late 1990s to 
early 2000s, Chinese institutional environments still 
favoured conservatism and protectionism (Hu, 2005; 
Lardy, 1998). During that period of transformation, 
foreign shareholders may have found it difficult to adapt 
to SOEs’ institutional logics and to resolve conflicts, lead
ing to their non-significant contributions to privatising 
SOEs’ efficiency.

That being said, it is interesting that HMT share
holders, who have the advantages of cultural and geo
graphical proximity and advanced know-how, also fail to 
significantly enhance SOEs’ capacity utilisation when 
their ownership is dominant. This finding adds to a strand 
of literature that argues for the positive effect of HMT 
ownership on the performance of mainland China 
businesses by demonstrating that this effect may not 
remain when it comes to SOEs. HMT investors may 

share objectives that are similar to those of the private sec
tor in mainland China, allowing them to build collabor
ation (Huang et al., 2017), but it seems that even so, 
they do not find it straightforward to work with Chinese 
SOEs. To better understand this somewhat counter-intui
tive finding, we turn to the literature. Since the literature 
written in English does not provide a clear answer, we 
look to the literature written in Chinese. Bao et al. 
(2017) argue that compared with foreign investors, 
HMT joint ventures in the China mainland have the 
benefit of a natural cultural affinity due to their racial 
and kinship relationships. This should lead to more stable 
cooperative relationships. However, the authors find that 
not only do HMT investors exhibit a stronger tendency 
towards sole ownership, their joint ventures with mainland 
Chinese partners are more prone to dissolution. Further
more, the lifespan of joint ventures involving HMT inves
tors is shorter than those that have no HMT involvement. 
Bao et al. (2017) interpret their surprising findings as con
firmation that the mismatch between the institutional 
environments and cultural values of mainland China and 
the HMT regions is the main explanation for the low per
formance of HMT investors. In another study, Hu (2022) 
finds that acquisitions from China’s HMT have hindered 
the development of new product innovation capabilities, 
and also that acquisitions from developed countries have 
reduced R&D investments in Chinese target firms. Hu 
attributes this counter-intuitive finding to institutional 
incongruency.

Third, this study proposes and tests the joint effect of 
regional institutions and the regional origins of private 
ownership on SOEs’ privatisation. This framework allows 
us to examine the comprehensive role played by a set of 
regional factors in the process of privatisation. Specifically, 
it is observed that in regions with high levels of marketisa
tion, when private ownership from mainland China is 
dominant, the positive impact of privatisation on capacity 
utilisation is significantly stronger. This finding contrib
utes to prior research examining the role played by market
isation on the local business community (Hou et al., 2021; 
Yang et al., 2020) by showing that it is also important for 
the privatisation of SOEs. The effect of foreign ownership 
is insignificant regardless of the level of local marketisa
tion. This could be explained by the fact that in the early 
stages of economic reform, Chinese national institutional 
settings remained weak and unfriendly to foreign investors 
(Hu, 2005; Lardy, 1998). Given these higher-level insti
tutional constraints, any variation in regional institutions 
might not be able to transform into a significant efficiency 
improvement for privatising SOEs.

It is both surprising and interesting to see that HMT 
ownership may weaken the impact of privatisation on 
capacity utilisation if SOEs are located in regions with 
low levels of marketisation. This finding reveals that the 
HMT owner’s hybrid identity (cultural proximity but 
not sufficiently similar) (Ding et al., 2016) may actually 
act as a double-edged sword. This pattern was repeated 
in the results related to regional Confucianism. Specifi
cally, in regions deeply embedded in Confucian values, 

A regional perspective on the privatisation of Chinese state-owned firms  13

REGIONAL STUDIES 



the effect of privatisation on SOEs’ capacity utilisation is 
weakened if HMT shareholders are dominant. It seems 
that their hybrid identity may make them feel confident 
about undertaking a takeover but it does not adequately 
equip them to navigate the local formal and informal insti
tutional conflicts to achieve a collaborative and construc
tive reform (Bao et al., 2017; Hu, 2022).

In terms of methodology, this study proposes an exam
ination of how firm efficiency (rather than firm perform
ance) is associated with privatisation. Prior research pays 
much attention to understanding how privatisation influ
ences firm performance (Fang et al., 2020; Liang et al., 
2015) and although performance-based indicators are 
interesting and meaningful, we believe that efficiency, 
especially capacity utilisation, is the more relevant out
come of privatisation. During privatisation, a firm might 
perform better or worse, depending on the trade-off 
between an enhanced governance system and a reduction 
in privileges such as soft finance, policy information, and 
special treatment from the government (Walheer & He, 
2020). As such, using resource allocation to examine priva
tisation might yield inconsistent findings, whereas 
approaching privatisation from the perspective of resource 
utilisation can allow us to understand the real effect of the 
process in a clearer way. Our study subscribes to Howell 
(2020) and shows that privatisation enhances SOEs’ 
capacity utilisation rate. We therefore confirm the litera
ture advocating for the need to reform SOEs (Ding 
et al., 2018; Zheng, 2019). When private owners have a 
stake in SOEs, they are more strongly motivated to opti
mise resources, which will help SOEs reach their potential 
output and reduce idle capacity.

This study offers some policy implications for the Chi
nese government. Privatisation is a complex process and it 
is influenced significantly by a number of regional dimen
sions. Therefore, instead of running it at central level and 
without a clear policy, the Chinese government should 
devolve the task of privatising SOEs to local governments 
who have better understanding of their institutional 
environments. Also, marketisation should be prioritised 
because this is proven to enhance the outcome (capacity 
utilisation) of the privatisation process. The study also 
has implications for investors from HMT. They should 
be aware of the potential difficulty of taking over owner
ship from Chinese SOEs, especially when the enterprise 
is located in low-marketised and high-Confucian regions. 
If privatisation is not managed well, a backfire effect might 
occur in the sense that HMT ownership could weaken the 
benefits derived from the privatisation process, such as 
enhanced capacity utilisation.

Our research design helps reveal the impact of privati
sation from a regional perspective and allows us to gain 
deeper insight into the question of whether or not 
privatisation is good, and how that ‘goodness’ manifests. 
Nevertheless, this study is not without limitations that 
future research may help address. First, we examine two 
dimensions of regional institutions: marketisation and 
Confucianism. Future research may investigate other 
regional institutional forces, such as Guanxi (Chinese 

style networking) and the structural differences caused 
by the split-share structure reform policies, to see how 
these impact SOEs’ reform. Second, capacity utilisation 
is only one measure of efficiency associated with privatisa
tion. Future research could examine other efficiency- 
related indicators and compare them against perform
ance-based indicators.

7. CONCLUSIONS

This study examines the privatisation of Chinese SOEs 
from a regional perspective. Prior research has shown 
that regional institutions are essential to local private 
businesses as they set the ‘rules of the game’ that firms 
must obey (Nguyen, 2021). For SOEs, regional insti
tutions will play only a minor role because such firms are 
typically ‘above the game’ and enjoy favourable treatments 
from the government (Du & Mickiewicz, 2016). How
ever, for privatising SOEs, it is unclear whether and how 
they are influenced by regional institutions. Examining a 
set of more than 63,500 Chinese SOEs, we find that 
regional formal institutions (marketisation) and regional 
informal institutions (Confucianism) positively impact 
Chinese SOEs’ privatisation efficiency. Moreover, we 
add an important factor to the literature on the regional 
dimensions of privatisation: the origins of the private own
ership. By showing that ownership originating from more 
developed regions, such as Hongkong, Macau or Taiwan, 
does not always contribute to the efficiency of privatising 
Chinese SOEs, this study calls for more research that 
helps us understand how the flow of capital across regions 
within a country contributes to the efficiency and perform
ance of SOEs’ privatisation.
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