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Overview

Economic question: What drives the differences in valuations
between SOEs and NSOEs in China?

Empirical findings:

1 SOEs exhibit significantly lower valuations than NSOEs.
2 Industry composition accounts for only a small portion of the
valuation gap.

3 Differences in profitability, the volatility of profitability, listing age,
and stock liquidity account for a substantial part of the variation.

Interpretation:
The valuation difference between SOEs and NSOEs is consistent
with standard valuation theory.
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Summary

Very interesting paper

Contributes to the broad debate on state ownership and effi ciency

1 SOEs may correct market failures; social benefits can outweigh
ineffi ciencies (Atkinson and Stiglitz 1980; Vernon and Aharoni
2014).

2 SOEs may be ineffi cient due to non-shareholder objectives (Shleifer
and Vishny 1994; Alok & Ayyagari, 2020)

Findings may be surprising given evidence that SOEs have
preferential treatment in financing, regulation, entry access, etc.
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Roadmap

1 Conduct firm-level empirical analysis

2 Develop a model of firm valuation

3 Interpret the results through the lens of the model
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Comments on empirics
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Empirical check of the main findings

The paper uses portfolio-level analysis

I will try to replicate the findings using firm-level panel regressions

Yi,j,t+1 or Yi,j,t = β0 + β1NSOE+ β2Xi,j,t + β3Xi,j,t ∗NSOE
+θ ∗ Controls+ αi︸︷︷︸

Firm

+ γj︸︷︷︸
Industry

+ δt︸︷︷︸
Year

+ εi,j,t

6 / 30



Finding 1: Evidence of predictive regressions
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Finding 2: Evidence of contemporaneous regressions
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Quick takeaways

1 SOEs exhibit significantly lower valuations than NSOEs on average

2 Listing age and idiosyncratic volatility are more significant
variables

3 The NSOE dummy becomes insignificant in multivariate
regressions
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Ownership structure in detail

1 State-owned enterprises

2 Private-owned enterprises

3 Others

Foreign ownership
Collective ownership
Etc

Question: Is the valuation difference between SOEs and NSOEs
driven by POEs?
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Finding 3: Predictive panel regressions based on POEs
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Finding 4: Contemporaneous panel regressions based on
POEs
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Finding 5: Predictive panel regression based on Others
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Finding 6: Contemporaneous panel regressions based on
Others

Takeaway: The valuation difference is not driven by other
ownership types.
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A model of firm valuation
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Overview
Sources of heterogeneity between SOEs and NSOEs

1 Effi ciency
2 Real frictions
3 Financial constraints
4 Market power

Choices of firms in the model

1 Real (investment and hiring) & financial (debt and equity) choices

Three types of shocks:

1 Standard TFP shocks
2 Industry-level shocks
3 Firm-level productivity shocks

Based on Belo, Hao, Lin, Qiu and Tong (2024) who explores the
relationship between state ownership, asset prices, and monetary policy
transmission mechanism
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Technology

Let O denote ownership type

Demand
Pt(O) = X︸︷︷︸

Demand shifter

Y
−η(O)
t

Output
Yt = At︸︷︷︸

Agg

St︸︷︷︸
Industry

Zt(O)︸ ︷︷ ︸
Idio

K
α(O)
t L

1−α(O)
t

Standard capital and labor accumulation

Kt+1 = (1− δk)Kt + It

Lt+1 = (1− δl)Lt +Ht

Convex capital and labor adjustment costs

Gt(O) =
ck(O)

2

(
It
Kt

)2
Kt︸ ︷︷ ︸

Capital adj costs

+
cl(O)

2

(
Ht

Lt

)2
Lt︸ ︷︷ ︸

Labor adj costs
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Debt financing

Debt collateral constraint

Bt+1 ≤ ϕ(O)︸ ︷︷ ︸
Tightness

Kt+1

Debt adjustment cost

ΦB
t (O) = φB(O)

(∆Bt+1
Bt

)2
Bt

]
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Equity financing
Firms’budget constraint (Et firm’s net payout before issuance
cost)

Et(O) = Pt(O) ∗ Yt(O)−WtO)Lt︸ ︷︷ ︸
Gross profit

− [It +Gt(O)]︸ ︷︷ ︸
Inv+adj costs

+Bt+1 − [1 + rf (O)]Bt − ΦB
t (O)︸ ︷︷ ︸

Net debt issuance

External equity issuance Ht

Ht =

{
−Et, if Et < 0

0, otherwise

Equity issuance cost

Ψt(O) = ψ(O)Ht︸ ︷︷ ︸
Equity issuance cost

1{Ht>0}
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Firms’maximization problem

Net payout of equity after issuance cost

Dt(O)︸ ︷︷ ︸
Payout after iss. cost

= Et(O)︸ ︷︷ ︸
Payout before iss. cost

− Ψt(O)︸ ︷︷ ︸
Iss. cost

SDF Mt,t+1: aggregate TFP shocks

Value maximization

Vt(O) = max
It,Kt+1,Bt+1

Dt(O) + Et[Mt,t+1Vt+1(O)]
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Interpretation
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Heterogeneity and valuation: Effi ciency channel

SOEs

Subject to agency frictions

May pursue non-commercial objectives, including overstaffi ng

Tend to be more bureaucratic and risk-averse

Potential for capital misallocation

POEs

Emphasize cost control and leaner operations

Rely on performance-based incentives and streamlined hiring

More responsive to market changes and competitive pressures
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Heterogeneity and valuation: Effi ciency channel

SOEs are less effi cient, exhibit lower valuations, and face higher risk
premia
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Heterogeneity and valuation: Financial frictions channel

SOEs

Access to bank loans due to implicit state guarantees and political
ties

Lower interest rates and more favorable terms

More likely to receive regulatory approval for IPOs and bond
issuance

Often benefit from policy-driven credit allocation and bailouts

POEs

Face discrimination and require more collateral in access loans

Higher borrowing costs and stricter terms

Encounter more regulatory hurdles for IPOs and bond issuance

Less likely to receive direct or indirect government support
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Heterogeneity and valuation: Financial frictions channel

SOEs have preferential access to external financing, and exhibit higher
valuations and lower risk premia 25 / 30



Heterogeneity and valuation: Adjustment cost channel

Higher adjustment costs lead to lower valuation and higher risk premia
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Heterogeneity and valuation: Adjustment cost channel

The empirical impact of adjustment costs on firm valuation is not
clear-cut.

SOEs typically face low capital adjustment costs due to state
support and soft budget constraints, but high labor adjustment
costs driven by political and social considerations.

POEs, in contrast, often encounter high capital adjustment costs
due to market-based constraints, but benefit from low labor
adjustment costs due to greater operational flexibility.

The net effect of these opposing forces on valuations remains
ambiguous.

Other sources of heterogeneity including entry barriers often favor
SOEs, granting them preferential access to markets and limiting
competition from POEs.
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Major takeaways

Heterogeneity contribute to the valuation difference between SOE
and NSOE differently

SOEs POEs
Effi ciency — +
Financing + —
Real frictions Unclear Unclear

These different effects are not additive due to the model’s
nonlinearity.

Heterogeneity drives both cash flow and discount rate differences
between SOEs and POEs.

Earnings, age, and idioVol relate to all heterogeneities, worth
probing underlying mechanisms.
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Heterogeneity and valuation: Differences in Objective
Functions

SOEs often pursue non-commercial goals, while POEs focus on value
maximization, leading to valuation differences.

Vt(O) = max
It,Kt+1,Bt+1

wt(O)︸ ︷︷ ︸
weight on the objective

[Dt(O) + EtMt,t+1Vt+1(O)]

+ (1− wt (O)) [Employment stability]

1 SOEs’objectives can be viewed as a weighted average of
shareholder value and broader goals (e.g., employment stability).

2 These objectives may empirically affect profitability.

3 As a result, interpreting valuation differences purely through the
lens of traditional valuation theory may be problematic.
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Conclusions

Nice and interesting paper!

The valuation gap between SOEs and NSOEs is an important
finding

It would be helpful to further explore the mechanisms driving this
empirical result
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