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Does Property Right Transformation
Improve Township and Village

Enterprises Performance?

Zhixiong Du, Yoichi Izumida *

Abstract

To date, few observations have been made about the performance improvement that resulted
from the property right transformation of the collective-owned township and village
enterprises (TVE) in the middle of 1990s. Using data collected from a questionnaire survey
on the privatized TVE and their employees, the present paper provides some empirical
evidence about this topic, and the analysis suggests that property right transformation has
had a positive impact on sample enterprises’ performance, including business improvement,
employment expansion, incremental investment and contributions to government revenues.
The present study concludes that, from a transient viewpoint, the property right transformation
has not distorted local governments’ intentions to establish TVE in earlier years.
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I. Introduction

The township and village-owned enterprises (TVE) in rural China have ever been both an
engine of the Chinese economy and an important contributor to the success of Chinese
economic reform. They were established by the township and village authorities in the
1980s to achieve three main purposes: to provide government revenue, to increase rural
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residents’ income, and to create employment opportunities for the tremendous rural surplus
labor force. The extent of the achievements of these three aims was conventionally used to
measure the performance of TVE. TVE pursued simultaneously maximum profit and business
viability.

Since the mid-1990s, the TVE have experienced a privatization-oriented property rights
transformation. Contrasting the conventional measure of TVE performance, an issue arises
with the transformation. Does property right transformation improve TVE performance?

The revolutionary event of TVE’s property right transformation has attracted countless
observations and studies. Previous published studies by both domestic and international
scholars, however, concentrate mainly, for example, on the cause and determinants of
transformation and the path and goals of the reform ( Ho, et al, 2000, Li, 2000, Vermeer, et al,
1999). They seldom focus on issues such as performance improvement after transformation.
Above all, the improvement of business operations rather than the property right
transformation itself is the essence of the reform. The ultimate goal of the transformation
should be to improve the performance of TVE sector through a well-performing governance
structure.

Using the data collected from the questionnaire survey on the privatized TVE, the
present paper analyzes changes in privatized enterprises’ performance in terms of fulfillment
of their business operation, employment provision, incremental investment and satisfaction
to governmental fiscal aims. The analysis is based on a comparison of relevant indices
before and after the property right transformation, as well as between privatized and non-
privatized enterprises.

It is noteworthy that, in the earlier process of the property right transformation, Chinese
governments at various levels officially advocated “shareholding cooperatives (gufen
hezuozhi)”1 as the main solution to ownership and management problems of the TVE
(Vermeer, 1999). They thought this reform method might help to avoid social polarization, to
prevent existing employees from the possibility of being laid off, and to develop wider
support for the reform process among workers and other social entities as well. Despite the
official endorsement, the shareholding cooperative system did not become the principal
method of privatizing TVE. Instead, the reform process in many localities in the late 1990s
was implemented with the intention of placing the controlling interest and shareholding in
the hands of managers (Ho et al., 2000; Li, 2000). As a result, the original management
group occupied a larger proportion of the shares in the privatized TVE. This phenomenon
also occurred in Jiangsu province, as shown in Section II. In this paper we also analyze the

1 In contrast to outright privatization, the shareholding cooperatives encourage enterprise employees
and community members to play a large ownership role.
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impact of the various proportions of shareholding by the management group on business
performance. This paper is organized as follows. In the next section, a brief description of
the questionnaire survey and the characteristics of the sample enterprises will be given. In
Sections III, IV, V and VI, the performance changes in the business operation, the
employment provision, the incremental investment, and the satisfaction to governmental
fiscal aims will be analyzed, respectively. And finally, main findings of the analysis will be
summarized in Section VII.

II. Description on the Survey and the Nature
of the Sample Enterprises

The questionnaire survey was conducted in a semi-developed county in southern Jiangsu
province in 2001. In total, 100 TVE were surveyed; they were randomly selected from 12
townships in the county. The sample TVE was engaged in the manufacturing sector and
they of small and medium economic scales by local standards. Extremely large and extremely
small enterprises were excluded from the analysis. Because of the imperfect information
reported by some sample enterprises, the number of samples included into this study is
sometimes fewer than 100.

The questionnaire includes both qualitative and quantitative items. Concerning the
quantitative parts, we received time-series data for 6 years from 1995 to 2000.

Among the 100 surveyed TVE, 45 percent were established during the 1990s, whereas
15 percent were initiated prior to 1980. Of these enterprises, 40 were set up during the 1980s.

By 2000, the average number of employees per enterprise was 149.2 persons. The
surveyed enterprises held total assets ranging from a minimum of RMB0.16m to a maximum
of RMB234.16m. The average total assets per enterprise amounted to RMB15.07m. The
total assets per employee were, on average, RMB 0.101m.

In Jiangsu, the property right transformation of TVE comprised two stages (Liu and
Bao, 2001).2 After these two stages, all of the surveyed TVE have been basically privatized

2 The property right transformation in Jiangsu started from the early 1990s. Before 1998, although the
township government and village authority withdrew their ownership from TVE, the local authorities
still took dominant shares of equity in the transformed TVE (the first stage). After 1998, the local
governments in Jiangsu encouraged the original management group members to buy-out the enterprise,
or to hold the share that they would like. And, correspondingly, the local authorities no longer predominated
in the equity share of the newly privatized TVE. In the second stage, the majority of local governments
and authorities withdrew ownership, and reduced their participation in equity shareholding of previously
privatized TVE. Of the whole sample, 42 percent of the TVE experienced two stages.
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and have separated from the local government, although the local government has still kept
some equity shares in some enterprises in the sample. Of the whole sample, 19 enterprises
have the township government's equity shares; the government holding less than one-
third of total equity.

By 2000, four types of shareholders held equity in the surveyed enterprises. On average,
management group members held 77 percent, employees held 12 percent, local governments
held 6 percent, and the remaining 5 percent was held by social entities. The shareholding
structure indicates that, similar to property right transformation in other places, in Jiangsu,
the previous management group held a majority of equity shares of the privatized TVE.
Further analysis shows that, among all sample TVE, in 43 enterprises management groups
occupied all of the equity shares and in 22 enterprises the legal staff individually monopolize
all the equity shares. In 40 samples, less than half of all sample TVE, the ordinary employees
hold exiguous shares.

Although the TVE in Jiangsu started property right transformation later than those in
other provinces (Shangdong, for instance), the process in Jiangsu lasted a longer time.
Table 1 presents the time distribution of property rights transformation of the sample
enterprises. The survey indicates that, of the whole 100 samples, 94 percent of the
enterprises were privatized prior to 1998; only 6 enterprises finished their property right
transformation during 1999–2000. The property right transformation process makes it
possible to observe the performance changes that resulted from the property right
transformation, through comparison of the performance from before and after the property
right transformation, but also between the privatized and the non-privatized enterprises.

III. Analysis on the Impact of the Property Right
Transformation on Business Performance

International normative accounting standards have not been accepted and applied in the
TVE sector yet; meanwhile, more detailed accounting information of the samples was not
attainable through the questionnaire survey. Because of the lack of sufficient and precise
information, the profit of the sample enterprises could not be calculated. Hence, it is
impossible to assess genuine performance indicators using the normal indices such as

Table 1. Time Distribution of Property Rights
Transformation of the Sample

 Prior to 1995 1996 1997 1998 1999 2000 
Number of enterprises 23 32 12 27 4 2 

 Source: Data from the questionnaire survey in 2001.
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capital–profit ratio. Here we will use the following indices: output per employee, total
assets per employee, fixed assets per employee, wage per employee, total asset-liability
ratio, and total asset–output ratio to approximate changes in business performance.

It is noteworthy that besides the definitive impact of the ownership and share structure,
the business performance of an enterprise also depends upon several factors such as
industrial engagement, market environment, technological situation and the stage of the
product. In this study, we will analyze the impact of property right transformation on
performance with no exclusion of the influence by other factors.

1. The overall impact on business performance
A comparison of business performance before and after transformation
The property right transformation of the samples lasted for nearly 5 years. Here, we choose
the 39 enterprises that were privatized during 1997–1998 so as to determine the performance
changes before and after property right transformation. To overcome the possible bias
resulting from time and other distortions, and for those indices approximated to the business
performance before the comparison, we first calculated the moving average of the previous
3 years and the later 3 years, respectively, and then made the comparison on the two
indices (see Table 2).

Table 2. A Comparison of Business Performance before and after
Property Right Transformation (Unit: 10 000 Yuan/Person, %)

Index Average 1a Average 2b Average 2 to 
Average 1 ratio No. samplesc 

Output per employee 8.9 8.99 1.010 25(64.1) 

Total assets per employee 6.85 8.69 1.269 27(69.2) 

Fixed assets per employee 3.60 4.60 1.278 31(79.5) 

Wage per employee 0.52 0.67 1.288 33(84.6) 

Total asset-liability ratio 1.01 0.72 0.713 18(46.2) 

Total asset–output ratio 1.07 1.13 1.056 25(64.1) 

 Source: Data from the questionnaire survey in 2001.
Notes: a Average 1 denotes the moving average of the relevant indices in the previous 3 years; namely,

1995, 1996 and 1997. It was calculated using the equation: Average 1 = 
n

Xij
n

i j
3

)(
1

1997

1995
∑ ∑

= = , where, n denotes the
total applicable samples (39 in total); i refers to the code of samples and j refers to years. b Average 2
denotes the average of the indices in the later 3 years; namely, 1998, 1999 and 2000. The calculation
is the same as the average 1. c Figures in this column denote the number of samples where Average 2
is larger than Average 1. The figure in parentheses means the percentage of the samples in which the
performance in the later three years is better than in the previous years, to 39 in total.
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Table 2 shows that after the property right transformation all the business performance
indices considerably improved and the improvement took place in more than two-thirds of
the enterprises.

There is impressive expansion of capital investment, indicating stronger growth
potential in the future. Between the previous 3-year average and the later 3-year average,
the fixed assets per employee increased approximately by 28 percent in nearly 80 percent of
the privatized enterprises.

The next most impressive change is the total asset-liability ratio. The index decreased
by approximately 28 percent, although the decline took place in only approximately
46 percent of the sample. It seems that, after the property right transformation, with the
improvement in capital structure (increase of equity investment, in particular), the higher
liability ratio associated with TVE for many years meliorated considerably.

Meanwhile, approximately 64 percent of the samples have increased their total asset–
output ratio at approximately 5 percent. If the assumption is correct that the output is
positively related to the profit, the total asset–output ratio will be the best approximation to
the capital–profit ratio. Therefore, the increase in the total asset–output ratio indicates
most directly the improvement of the business performance after the property right
transformation.

It is contrary to expectation that the wage per employee witnessed a most impressive
increase at the rate of nearly 29 percent in 85 percent of the privatized enterprises. Contrasting
the notable increase in the wage per employee, the output per employee did not increase
remarkably and it witnessed an exiguous increase of only 1 percent.
A Comparison of the business performance of the privatized and non-privatized enterprises
Among the 98 applicable samples, 53 enterprises had been privatized before 1997. Using
the previous 3-year moving average (1995–1997), we can compare the privatized and non-
privatized enterprises using the relevant indices to further assess the impact of the property
right transformation on business performance. The results are presented in Table 3.

Table 3 indicates a similar trend to that of Table 2. As expected, in contrast to the
indices of the 45 non-privatized enterprises, all the indices in relation to business performance
for the privatized enterprises were notably improved. Most impressively, the total asset–
output ratio of the privatized enterprises is a considerable 35-percent higher than that of
the non-privatized enterprises. The output per employee also exceeded non-privatized
enterprises by 12 percent. Similarly, the index of wage per employee for the privatized
enterprises was nearly 20-percent higher than that of the non-privatized enterprises.

In summation, the comparisons between before and after the property right
transformation or between the privatized and the non-privatized enterprises all indicate
that the property right transformation has had a remarkably positive impact on the
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improvement of enterprise business performance, explaining why the property right
transformation has taken place since the mid-1990s in rural China.

2. Analysis on the impact of the various proportion of
shareholding by the management group

on business performance
The following analysis will center on the impact of various proportions of shareholding by
the management group on performance.

The data about shareholding proportion by the management group at the end of 2000
is available, although in the questionnaire there is no index reflecting the proportion
dynamics over the previous years.3 From the discussion about transformation time
distribution in Section II, 94 percent of the samples launched the property right
transformation prior to 1998. By 2000, an absolute majority of the enterprises had operated
on the property right transformation. To analyze the impact of the various shareholding
proportions by the management group on an enterprise’s performance, we simply classify
all samples into two groups using the share polarization criteria of 51 percent. Similarly as
before, we will then take indices such as output per employee, total assets per employee,

Table 3. A Comparison of the Business Performance between
the Privatized and the Non-privatized Enterprises

(Unit: 10 000 Yuan/person, %)

Privatized Non-privatized Percentage Index 
(1) (2) (3) = (1)/(2) 

Output per employee 9.87 8.82 1.12 
Total assets per employee 7.24 6.88 1.05 
The fixed assets per employee 3.42 3.61 0.95 
Wage per employee 0.62 0.53 1.18 
Total asset–liability ratio 0.7 0.97 0.72 
Total asset–output ratio 1.78 1.32 1.35 
 Source: Data from the questionnaire survey in 2001.
Note: figures in column (1) and (2) are the moving average value of the relevant indices in the previous

3 years; namely, 1995, 1996 and 1997. It was calculated using the equation: 
n

Xij
n

i j

3

)(
1

1997

1995
∑ ∑

= = , where, n denotes

the tota l applicable samples, 53  for the privatized and 45 for the non-privatized enterprises,
respectively; i refers to the code of samples and j refers to years.

3 The shareholding proportion in rural enterprises differs over time because of the shareholding adjustment.



92 Zhixiong Du, Yoichi Izumida  / 85 – 101, Vol. 14,  No. 1, 2006

fixed assets per employee, wage per employee, total asset–liability ratio and total asset-
output ratio, and use these indices to compare variables in the two groups. Table 4 presents
the results.

The evidence in Table 4 does not highlight a stable positive relationship between the
business performance and the ownership structure (dispersion or polarization of the
shareholding).

In terms of the indices related to input, the shareholding polarization to the management
group seems to have a positive impact on enterprise performance. For total assets per
employee, fixed assets per employee, total asset-liability ratio and wage per employee,

Table 4. A Comparison of the Business Performance of the
Various Shareholding Proportions (Unit: 10 000 Yuan, %)

OPE TAPE FAPE WPE TALR TAOR NOE IIFA 

Max 56.38 63.96 29.9 2.01 2.61 7.14  7500 

Min 0.44 0.48 0 0 0 0.11  1 

Mean 9.91 10.07 5.24 0.74 0.69 1.28 32（33.3） 419.92 

STDEV 9.56 9.14 5.63 0.28 0.36 1.14  1349.49 

CV 0.96 0.91 1.08 0.37 0.52 0.89  3.21 To
ta

l s
am

pl
es

 

      No. samples 95 95 95 95 95 95  32 

Max 38.86 20.95 10.33 1.02 0.99 3.78  1550 

Min 3.02 0.83 0.51 0.33 0.1 0.48  3.63 

Mean 10.21 8.37 4.53 0.68 0.72 1.37 6（37.5） 341.7 

STDEV 11.15 5.33 3.42 0.18 0.24 0.99  601.46 

CV 1.09 0.64 0.76 0.26 0.34 0.73  1.76 

≦
51

%
 

      No. samples 15 15 15 15 15 15  16 

Max 56.38 63.96 29.9 2.01 2.61 7.14  7500 

Min 0.44 0.48 0 0 0 0.11  1 

Mean 9.56 10.06 5.2 0.74 0.69 1.28 26（32.5） 437.97 

STDEV 9.07 9.47 5.84 0.29 0.38 1.17  1477.84 

CV 0.95 0.94 1.12 0.39 0.54 0.91  3.37 

> 
51

%
 

No. samples 80 80 80 80 80 80  26 

Source: Data from the questionnaire survey in 2001.
Notes: The figures in parentheses show the percentage of the applicable samples to total samples of the

relevant group. CV, co-efficiency of variable, percentage of the standard variable to the mean value;
FAPE, fixed assets per employee; IIFA, investment in fixed assets; NOE, number of enterprises with
investment in fixed asset in year of 2000; OPE, output per employee; STDEV, standard variable;
TALR, total asset–liability ratio; TAOR, total asset–output ratio; TAPE, total assets per employee;
WPE, wage per employee.
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performance of the enterprises with a higher shareholding proportion by management
group exceeds that of their counterparts. And indicatively, in 2000, 1 year prior to the
survey, 26 of the management group share-dominated enterprises invested in fixed assets.
Although the proportion of the investing enterprises is a little lower than their counterparts,
the average investment amounting to 4.37 million is 28 percent higher.

Better performance also exists in the indices of wage per employee and the asset–
liability ratio. Compared with its counterpart, the enterprises where the former management
group holds more than 51 percent of the equity share offer their employees with a yearly
wage nearly 9-percent higher (7400 yuan vs 6800 yuan), and the ratio of liability to total
assets is also 4 percent lower (0.69 vs 0.72).

In contrast to the indices in relation to the input, the management group share-
dominated enterprises perform worse than their counterparts, 102 100 versus 95 000 for
output per employee and 13 700 versus 12 800 for total asset–output ratio.

The dominating role of the management group in shareholding in the privatized
enterprises did not result in a positive impact on business performance in the aspect of
output. This phenomenon might be understandable if we agree that the business performance
of an enterprise depends not only on the ownership structure but also on the overall market
environment, the market nature and other uncertainties. In addition, it is noteworthy that
this ownership arrangement sometimes resulted from the local authorities’ requirements
rather than as an endogenously evolving consequence for the sake of improving enterprise
performance.4 However, the performance progress in the input aspect and other indices
indicates a rising effect of this ownership arrangement.

IV. Analysis on the Impact of the Property Right
Transformation on Employment

Employment opportunity creation was one important governments’ intention to originally
set up TVE. As discussed earlier, the consideration of employment stability has always
made Chinese governments choose shareholding cooperative systems with the goal of
property right transformation of TVE. Although the actual transformation path is contrary
to what both the government and society might have expected, the impact of property right
transformation on employment is still crucial to assessing the performance of privatized

4 While undertaking the field survey, we found that, in some cases, to make the property right
transformation smoothly and quickly, the local authorities encourage the management group to buy out
the enterprises even the management group might buy at a lower price than the genuine value of the
enterprise.
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enterprises.
Fortunately, in the survey we obtained 6-year time series data on employment in the

sample enterprises, and the data enables us to compare employment changes before and
after the property right transformation and between the privatized and non-privatized
enterprises.

It is known that employee numbers in TVE fluctuated because of their nature of informal
employment (Cai and Du, 2000); therefore, more cautiousness should be kept in mind while
we assess the impact of property right transformation on employment. There is not a more
appropriate method to evaluate the influence of natural employment fluctuation, and here
we still use the moving average of 3 years to approximate the impact of property right
transformation on employment.

1. The general impact of property right
transformation on employment

Taking the year 1997 as an observation point, we first classify all samples into two groups.
Then, the moving average total employee number of each group is calculated. The statistical
results are presented in Table 5.

Table 5 illustrates the general impact of property right transformation on employment.
It suggests, taking all samples as a whole, that property right transformation has, in some

Table 5. The Employment Effect of the Property
Right Transformation

Moving 
average 

1998 to 2000 

Moving 
average 

1995 to 1997 

No. enterprises with 
employee decline 

Employment 
change 

 (1) (2) (3) (4)=(1) – (2) 

Total 
13987.7 14143.7 48(48.48)a –156 (0.011) b 

Group A 7153.3 6841.3 22(40.74) 312(0.045) 

Group B 6834.3 7302.3 26(57.78) –468(0.064) 

 Source: Data from the questionnaire survey in 2001.
Notes: In column (3), the figure in parentheses shows the percentage of the applicable samples to total

samples of the relevant group. In column (4), the figures in parentheses indicate the percentage of the
employee number change to the amount in column (2) of the relevant group. Group A covers the
enterprises that were privatized Prior to 1997, and in this group are 55 enterprises. Because 1
enterprise has no information available on employment, 54 samples are used in the final calculations.
Group B refers to the enterprises that were privatized since 1997, 45 in total.
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cases, reduced the number of employees. The reduction, however, is very limited, and the
total number of employees in the samples decreased by approximately 1.1 percent (156
persons); among the 99 samples, the number of employees was appreciably reduced in 48
enterprises.

A further analysis on Table 5 shows some interesting trends.
At the beginning of property right transformation, to achieve a better operation status,

the privatized enterprises tended to reduce the number of (superfluous, probably)
employees. Meanwhile, through reducing the number of employees, the enterprises exerted
some pressure on the employees with job safety. This has usually been an important
method of developing wider support by employees for the changes in corporate governance
after property right transformation. The evidence shown in Table 5 corroborates this
judgment. It is found that, for the 45 samples that were newly privatized since 1997 (Group
B), the total number of employees declined from 7302 prior to the property right
transformation to 6834, a decrease of 6.4 percent; the decline took place in nearly 58 percent
of all enterprises. It seems that property right transformation has had a transient negative
impact on employment.

Thanks to the production expansion of privatized enterprises (discussed in the Section
V), property right transformation might increase employment opportunities. In Table 5,
analysis of the employment status of the enterprises that were privatized before 1997
(Group A) indicates that after operation in a new property right transformation environment,
enterprises' ability to absorb employment was enhanced. Taking the 54 enterprises as a
whole, the average number of employees increased to 7153, 4.6 percent more than the
original 6841. Moreover, among those enterprises, nearly 60 percent increased employment
absorption, and only 22 enterprises (approximately 41 percent) reduced the number of
employees, remarkably better than that number for newly-privatized enterprises (58 percent).

2. The impact of the various proportions of shareholding
As discussed, data on the dynamics of the shareholding is unavailable. This makes the
analysis of the impact of the various proportion of shareholding by the management group
on the employment a challenging job.

The discussion in footnote 2 indicates that in Jiangsu province since 1998 the local
governments have tended to encourage management groups to buy out the equity shares
of privatized enterprises, and it is believed that the enterprises implemented the property
right transformation following the official endorsement. Under this precondition, we can
make the assumption that, for those enterprises that were privatized after 1998, the
shareholding status in 2000 is basically the same as it was in 1998. There are 33 enterprises



96 Zhixiong Du, Yoichi Izumida  / 85 – 101, Vol. 14,  No. 1, 2006

in the sample that were privatized after 1998. With the above assumption, taking the employee
number of those enterprises in 1997 as the baseline, we investigate the impact of various
proportions of shareholding by the management group on employment. The statistical
results are presented in Table 6.

Table 6 presents some interesting conclusions. As for the number of employees, the 33
privatized enterprises employed 5948 persons in 2000, 4.8 percent more than they had in
1997. This evidence suggests a positive impact of property right transformation on
employment, inconsistent with the indication in Section IV.1. It also implies that, with
respect to production expansion after property right transformation, the enterprises needed
to employ more people. This implication accords with the aim of creating more employment
opportunities in rural areas, where local authorities have previously established TVE. This
trend, partly but not entirely, explains why local governments and authorities encourage
and promote the transformation of the property right of TVE.

It is no longer so important for original workers to maintain job security through
holding shares in the privatized enterprises because policy now encourages management
groups to hold more shares. The less than 51 percent of shares held by the management
group means more shares were open to employees and to social entities. Ironically, the data
for Group A in Table 6 suggests that although employees held more shares, the employee
amount in 2000 had declined by 3.8 percent compared with that in 1997.

Impressively, the data in Table 6 indicates a positive effect of absorbing more labor in
general. For those enterprises where the management group held more than a 51 percent
share, employment expansion took place in terms of either the number of employees or the
average number of employees per enterprise. Contrasted with 1997, employee amount
increased considerably by 7.5 percent in 2000. This consequence is contrary to the argument
that the management group holding absolute larger shares might result in a decline in

Table 6. The Impact of Shareholding Polarization on Employment

Total employees 
Average employee  

per enterprise  

  No. samples 2000  1997  Change (%) 2000  1997   

Enterprise Group A  7 1274 1325 –3.8 182.0 189.3  

Enterprise Group B  26 4674 4350 +7.5 179.8 167.3  

All applicable samples 33 5948 5675 +4.8 180.2 172.0 
 Source: Data from the questionnaire survey in 2001.

Note: Enterprise Group A refers to the enterprises in which the management group holds less than
51 percent of the enterprise equity share. Enterprise Group B refers to the enterprises in which the
management group holds more than 51 percent of the enterprise equity share.
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employment provision.
Considering TVE operation in rural China, this result is unsurprising given the fact that

the management groups’ domination in shareholding, meant their mastering the surplus-
seeking right, is one incentive for management groups to more efficiently operate enterprises.
In contrast to the dispersion of shareholding, the management group’s domination in
shareholding makes it more possible for the managers to respond promptly to the market
opportunity, bringing out an expansion in the production scale of enterprises. As a result,
more employment opportunities would be created.

V. Analysis of the Impact of the Property Right
Transformation on Investment Behavior

While discussing the impact of property right transformation on business performance and
on employment expansion in particular, it has been assumed that the positive effects,
partly, although not entirely, are related to the enterprises’ production expansion after
property right transformation. This section will concentrate on the analysis of the impact of
property right transformation on the investment behavior of privatized enterprises. It is
expected that the empirical evidence provided will support the above assumption.

1. Investment dynamics of the privatized enterprises since 1995
The investment dynamics of the sample enterprises since 1995 is given in Table 7. It is evident from
Table 7 that, notwithstanding fluctuation of investment intensity, the number of investing enterprises
displays an uprising trend. It is indicated in Table 3 and 4 that the asset scale (total asset per
employee) has increased rapidly. All evidence indicates that the enterprises have continuously
invested after property right transformation, suggesting a stronger investment impulsion.

The sustained investment further suggests, after property right transformation, that the
entrepreneurs began to operate business with more and more focus on long-run interest.

Table 7. Incremental Investment and Dynamics
in the Privatizing Enterprises

  
1995 

(10 000 yuan) 
1996 

(10 000 yuan) 
1997 

(10 000 yuan) 
1998 

(10 000 yuan) 
1999 

(10 000 yuan) 
2000 

(10 000 yuan) 

Investment amount 3606.0 5985.9 4047.3 10384.1 3823.8 14855.5 

No. enterprise with investment 27 33 28 33 37 32 

Yearly average investment 133.5 181.4 144.5 314.7 103.3 464.2 
 Source: Data from the questionnaire survey in 2001.
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Contrasting the short-run operational strategy under the “contract system”,5 property right
transformation has resulted in an obvious change of the entrepreneurs’ business behavior.

2. Investment intention of the samples in the next 2 years
The survey also investigated the investment intentions of the sample enterprises in the next
2 years. The results are presented in Table 8. Of the whole sample, 80 enterprises reported
their intention to increase investment in the upcoming 2 years, implying a sustainable strong
impulsion for investment. Concerning investment targets of the future investment, 29
enterprises intended to expand production scale, including purchase of equipment and
construction of workshops, 25 enterprises intended acquiring new technology, including
purchase of existing technology and/or investment in internal R&D, and 25 enterprises reported
the intention of increasing investment towards two or more targets. Only one enterprise
reported that the loan purpose was definitely for working capital.

The evidence that several of the enterprises chose expansion of production scale as an
investment target and the investment dynamics of the 6 years prior to the survey favor our
previous assumption; namely, that property right transformation facilitates business
performance as well as expansion of employment.

3. Investment financing
By 2000, all of the sample enterprises had been privatized, and the property right

Table 8. The Investment Intention of the Sample
Enterprises in the Future 2 Years

  No. enterprises % 
No. enterprises with need of investment in  

the future 2 years 80 100 

Targets of investment:    
Technology transfer, including purchase of existing 

technology, investment in R&D  25 31 

 Expansion of production scale, including purchase  
of equipment and construction of workshops 29 36 

  Increase in working capital 1 2 

  Any two or more than two targets above 25 31 

 Source: Data from the questionnaire survey in 2001.

5 The contract system was prevalent before property right transformation. Under this system, the
managers of TVE are the agents of the local government operating the TVE. They were only responsible
for the business performance within the contract period. Therefore, they usually operated the TVE as
short-term considerations. The agent problem was also one of the important triggers for property right
transformation.
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transformation years of 94 percent of the samples exceeded 2 years. In 2000, 32 enterprises
continued to invest with amounts of approximately RMB150m.

Table 9 illustrates the investment and financing of the samples in 2000. It is found that
banking loans, accounting for 47 percent of total investment, were the most important
source of investment. The next important investment source was the self-owned capital of
entrepreneurs. Because of ownership separation, investment from township and government
authorities almost disappears. Other traditional financing channels of TVE in the era of the
collective economy, not withstanding accounting, reduced their investment by
approximately 10 percent.

That banking loans have become the most important investment source suggests that
after the property right transformation of TVE, competition for loans vehemently
increasinged. It is notable that during the period of the TVE property right transformation,
the rural banking system also experienced a commercial-oriented reform (Du, 2004; Du
et al., 2005). It seems that because of the reform of the banking system, local governments
could not intervene in loan decision-making; commercialized banks became increasingly
engaged in privatized rural enterprises, and there is no obvious evidence that the banking
system has discriminated against the rural enterprises because of the private natures of the
enterprises. The established normal relationship between enterprises and banks might
have also induced property right transformation.

VI. Analysis of the Impact of the Property Right
Transformation on Government Revenue

Table 10 presents the contributions of the sample enterprises to government revenues and on

Table 9. Investment and Financing Source of
Privatizing Enterprises in 2000

  BL IC SC RCE TVI Other Total 

No. applicable samples 16 3 15 4 2 6 32 1 
Investment amount 
(10 000 yuan) 6967.5 1005.3 6008.1 404.7 35 435.09 14855.5 

Percentage of various sources 46.9 6.8 40.4 2.7 0.2 2.9 100 

 Source: Data from the questionnaire survey in 2001.
Note: The number of the applicable samples is larger than the sum of the enterprises number of the

respective items, because some enterprises have financed with more than 1 source. BL, banking loans;
IC, introduced capitals; SC, self-owned capitals; RCE, raised capitals from employees and societies;
TVI, township and village investments.
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local communities over the property right transformation period. The figures in the highlighted
column (4) indicate that the total actual taxation submitted in the period by the sample steadily
increased at the yearly growth rate of 12.6 percent. This evidence further suggests that the
property right transformation did not worsen government fiscal aims, and, to some extent, that
it increased government revenue. Therefore, it should not be a surprise to anyone that the
government, at various levels, would encourage further property right transformation.

VII. Concluding Remarks

Using the evidence obtained from the survey on the privatized rural enterprises, the present
paper elaborates on the positive impact of property rights transformation on performance
improvement of the sample enterprises. It is found that the transformation helped to improve
the business performance of the sample enterprises in the following areas: after the
transformation the sample enterprises have absorbed more rural labor force; the sample
enterprises tended to expand production through incremental investment, suggesting an
investment impulsion; and, most importantly, the taxation amount reported by the enterprises
has also remarkably increased.

These analytical results seem consistent with the initial motive of local governments
establishing TVE as a form of reform in the first place. This also explains why local

Table 10. The Contribution of the Sample to Government
Revenue and Local Communities (Unit: 10 000 Yuan, %)

TBI PSTV PSA TATS Ratio 
 

(1) (2) (3) (4) (5) = (4)/(1) 

1995 138 000 115.8 16.6 4097 2.96 

1996 150 778 143.9 13.1 4137.6 2.74 

1997 163 773 170 11.4 4866.5 2.97 

1998 153 816 180.7 11.4 5435.6 3.53 

1999 167 105 175.5 2.9 6598 3.95 

2000 204 048 90.8 2.9 7422 3.64 

2000/1995 1.48 0.8 0.2 1.8 1.2 

Growth rate 0.081 –0.047 –0.295 0.126 0.042 

 Source: Data from the questionnaire survey in 2001.
Notes: PSA, profit used to subsidize agricultural activities in the community; PSTV, profit submitted to

the township and village authorities; Ratio, ratio of actual taxation to the total business income;
TATS, total actual taxations submitted in the year; TBI: total business income of the samples as a
whole.
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governments have encouraged and dominated the property rights transformation process
of TVE in the mid-1990s.6

It is worth noting that the effects of endogenous growth have not been sufficiently considered
in the analysis of business performance improvement after property rights transformation. Instead,
the improvement has been analyzed on a transient basis. How property rights transformation will
influence long-term TVE performance should be further studied in future.
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