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Abstract

The latest round of share reform in China, which began in 2005, sets two related
processes in motion: it increases the tradable share proportion and signals the start
of a decline in the government-owned share proportion. This paper considers the
effect these processes might have on firm performance in the future by analysing the
impact the above share proportions had on firm performance immediately prior to
reform commencing. The government-owned share proportion is found to exert a
linear and positive impact on firm performance. Further, it is revealed that this
impact is best explained by the high ownership concentration of government
shareholdings. The policy implication is that simply making all shares tradable need
not lead to better firm performance. Rather, a more pertinent consideration is
whether shareholdings become more or less diffuse, and this highlights the
importance of non-government institutional investors playing a more prominent role
than they currently do.
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