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Abstract :

Privatization of state-owned  enterprises is a major phenomenon in
transition economies. But the outcome of privatization turned out to be
not so good due to the weak institutional environment. The existing liter-
ature has documented that in weak corporate governance and legal envi-
ronment, controlling shareholders and managers receive insufficient mo-
nitor and incentive, and the performance of privatized firms is so influ-
enced.

The results of privatization of public companies may differ from that
of non-public companies. As there is serious agency problems between
the controlling shareholder and minority shareholders, the performance
after privatization may largely depend on the behaviors of the controlling
shareholder. The controlling shareholder may tunnel in the weak institu-
tional environment.

Institutional environment may influence the outcome of privativation
in many ways. This book expand the existing literature to investigate how
does institutional environment influence the behavior of buyers and sell-
ers in the process of privatization, and then influence the outcome of pri-
vatization. How do the government officers, who act for the government,
select the buyers, and then handover the controlling rights of the priva-
tized firms? Does the political connection of the buyers play an important
role in it? After privatization, do the government and law enforcement
department who oversee the new controlling shareholders, be affected by

the political connection of the controlling shareholders.
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Using 256 Chinese state-controlled companies which were privatized
through controlling rights transfer from the government to private enter-
prises by the end of 2005, and using pre-privatization profitability proxy
for the quality of privatized firms, using tunneling, and change of return
on assets before and after privatization, and cumulative abnormal return
proxy for the performance of privatization, this paper finds:

(1) Politically connected entrepreneurs can acquire more profitable
firms at the normal price, and are more likely to tunnel. enterpreneurs
with bribe behavior tunnel the most, and make the privatized firms per-
form worst. Experienced entrepreneurs can make the privatized firms
perform better, but don’t acquire better firms.

(2) If good firms’ controlling rights are handed over ahead of time,
they are more likely to be tunneled, and perform worse after privatiza-
tion. If bad firms’ controlling rights are handed over ahead of time, they
are less likely to be tunneled, and perform better after privatization.

(3) After partial-privatization, firms with state-owned shareholder
as activist shareholder are more likely to be tunneled by the private con-
trolling shareholder, which indicates that state-owned shareholder doesn’t
monitor the controlling shareholder.

This book adds value to the literatures of privatization, political
connection, and government and officer’s behavior, and can help us to
understand the influences of institutional environment, especially the
weak investor protection, government officers’ behavior and the acquirers’
political connections on privatization, and is helpful for reference when
transition economies carry out privatization policy, and select and moni-

tor entrepreneurs, and improve the results of privatization.
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