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Ownership, Marketization Reform and Financing Dis-
crimination: Evidence from the Investment-Cash Flow
Sensitivity of Chinese Listed Firms

Liu Jinyu', Wang Zhengwei’, Zhu Wuxiang’
1. Department of Finance, School of Economics and Management,
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ment, Tsinghua University
Abstract This paper provides an insight into the existence of
financing discrimination in reference to enterprises with differ-
ent ownership. A growing body of literature has indicated that in
transition economies, credit unfairly tilts towards state-owned en-
terprises, which poses potential encumbrance to capital allocation
and prosperity of economy. Despite widespread discussion, extant
literature primarily examines the ownership discrimination by fo-
cusing on the difference of debt ratios and structures between state-
owned and non-state-owned enterprises. This proxy confuses the
concept of “status quo” and “discrimination” and does not rule out
the possibility that enterprises may strategically select their capital
structure without the impact of ownership. By employing the dy-
namic multi-equation model of investment-cash flow sensitivity, we
consider the interdependent and inter-temporal nature of corporate
financing decisions. Compared with the static debt ratios, the cash
flow sensitivity serves as good “touchstone” for the real external
financing environment for the two types of enterprise. Our em-
pirical results of Chinese capital market suggest that state-owned
enterprises have no significant investment-cash flow sensitivity
and can maintain stable investment levels when they are confronted
with cash flow shocks. They tend to have more privileged access to
the external financing channels which are dominated by the state-
owned banks. In contrast, non-state-owned enterprises are inferior
in seeking external financing and cannot fully offset the cash flow
fluctuations, thus exhibiting significant cash flow sensitivity. The-
ses conspicuously different results convincingly indicate the exis-
tence of ownership discrimination in Chinese market. Furthermore,
we find evidence of the role played by China's split-share structure
reform in eliminating ownership discrimination by improving mar-
ket efficiency and providing a relatively fair financing environment
for non-state-owned enterprises. Compared with the pre-reform
period, no investment-cash flow sensitivity exists for the non-state-
owned enterprises after the reform and the significant difference
in the cash flow sensitivity between the two types of enterprises is
eliminated. These findings provide useful implications for the deep-
ening of China’s marketization reforms and for the construction of a
well-functioning financial system.
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