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Abstract

This paper examines a key aspect of the politics of stock markets in China—the distinct 
differences in interests between central government leaders and local governments. Central 
government leaders have a powerful incentive to promote macroeconomic stability and 
good performance of the stock market. Local leaders, for their part, are less concerned with 
the overall performance of the stock market than with gaining access to the stock market for 
companies under their own jurisdiction. The paper demonstrates that company listing brings 
tangible economic benefits to municipalities. Listed companies are associated with higher 
levels of gross domestic product (GDP), budgetary revenue, and industrial and commercial 
tax revenue. Therefore, it is not surprising that local officials put substantial effort into 
lobbying for the right to list additional companies on the national stock exchanges.



44 5

About the Author

Mary Comerford Cooper grew up in New York State. After graduating from Syracuse Uni-
versity, she moved to Washington DC, and spent four years working in Arthur Andersen's 
Economic Analysis Group, primarily doing intercompany pricing analysis for U.S. and foreign 
multinational clients. She subsequently returned to graduate school and earned an M.A. in 
international relations and a Ph.D. in political science from Yale University. During 2002–
2003, she is in residence at A/PARC as a Shorenstein Fellow, revising her dissertation on the 
politics of the stock markets in China for publication. Starting in September 2003, she will 
be an assistant professor in the political science department at the Ohio State University.



44 5

Acknowledgments

This paper is based on chapter six of my dissertation manuscript, “Returning Shares to the 
People? The Politics of the Stock Markets in China.” (Yale University, 2002)



66 7



66 7

Local Governments and the Chinese Stock Market

Mary Comerford Cooper

From the perspective of local governments, the stock market is a potential source of funds 
for the local economy. Local government officials, like those in the central government, are 
concerned with maintaining the political power of the Chinese Communist Party (CCP), since 
it is the source of their power and privileges. But the most immediate concern at the local 
levels is to generate local economic growth. 
   Whether a cadre is motivated by desire for advancement within the Party-state hierarchy, 
a more altruistic desire to benefit the local area and local population, or simply the desire 
to maximize personal gain, local economic growth is crucial in meeting these objectives. 
For those cadres focused on career advancement, and although ideological purity remains 
extremely important in appointment and promotion decisions, economic achievement is also 
a key consideration.1 For those cadres focused on advancing local interests, local economic 
development provides both jobs and tax revenue. More local revenue makes it possible for 
local governments to fund desired projects. Finally, if a cadre is focused on using his position 
for personal gain, economic growth provides opportunities for appointing family members 
and supporters to sinecure positions in local firms, as well as a broad range of opportunities 
for corruption. In addition, if economic growth is raising living standards for all, the local 
population is likely to be less resentful of the benefits enjoyed by leading cadres.
   The obvious question then becomes: what kind of economic growth do local officials pro-
mote? On the one hand, economic growth could be achieved simply by pouring resources 
into the local economy. Such economic growth, however, is not necessarily equivalent to 
economic development; development implies combining resources in new ways to produce 
output with both greater efficiency and long-term sustainability. Scholars have developed 
several models of the behavior of local government officials during the reform era. A large 
body of literature argues that local officials responded to the incentives created by decen-
tralized property rights by promoting local development. Several authors analyze China’s 
economic development under “de facto federalism.” (Montinola, Qian, and Weingast 1995; 
Wang and Chang 1998) Oi (1999) describes the pattern as “local state corporatism.” Local 
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officials take on a role akin to corporate CEOs, providing vital infrastructure to the various 
business units under their jurisdiction. Steinfeld (1998) proposes a vastly different model. He 
describes a “nested problems dynamic” in which predatory local officials extract resources 
from firms. In this model, there is still the appearance of economic growth, as enterprises 
report accounting profits and initiate showcase investment projects. But the process seems 
hardly sustainable, let alone capable of promoting long-term development.

Central-Local Relations

Although the provinces (and subprovincial leaders, for that matter) do not have uniform 
preferences, Yasheng Huang has identified some regular patterns of local preferences, as well 
as patterns of divergence between central and local preferences. One difference relates to the 
nature of investment projects. Since the central government bears responsibility for overall 
national economic development, central officials tend to prefer that investment resources 
flow to priority sectors such as energy, raw materials, and infrastructure. In contrast, local 
officials are primarily concerned with local economic development, and prefer that invest-
ment flows to more profitable processing industries, and industries with good potential for 
job creation. (Huang 1996: 16-17)2

   One question for research is how company listings break down between “strategic” and 
“profitable” industries. The China Stock Market & Accounting Research Database sorts 
listed companies into six categories: Commercial, Conglomerate, Finance, Industries, Proper-
ties, and Utilities. It seems clear that commercial, finance, and properties companies would 
fall within Huang’s concept of “profitable” industries. Development of these service sector 
businesses brings great benefit to the local economy. Out of a total of 1,038 companies in 
the database, 7 are classified under finance, 32 are classified under properties, and 99 under 
commerce. Companies classified under utilities, by contrast, are prime examples of Huang’s 
concept of “strategic” industries. Companies providing key infrastructure such as express-
ways, airports, or water transportation not only provide benefits to the local area, but have 
positive externalities that are enjoyed by much wider region. Utilities companies accounted 
for 77 out of the 1,038 companies. The remaining listed companies include 195 classified as 
conglomerates, and 628 classified as industrial. These categories do not capture the distinc-
tion between strategic and profitable industries, so further analysis is required.
   The Appendix details the distribution of listed companies by sector. The table includes 
each provincial capital, and other major cities. The table illustrates that the overwhelming 
majority of listed companies in commerce, finance, and properties are located in provincial 
capitals. In addition, listed companies in these profitable sectors are spread across nearly all 
provinces. Only Jiangxi and Shanxi have no listed companies in these sectors. Industrial listed 
companies tend to be much less concentrated in provincial capitals.
   A second area of central-local divergence relates to the pace of investment. The central 
government prefers stability and low inflation. Too-rapid growth in investment can lead to 
an overheated economy. Huang argues that “central leaders absorb a disproportionate share 
of the costs of inflation, whereas to the local governments inflation control is a public good in 
that the benefits of its provision are small as compared with the costs.” (Huang 1996: 17) Local 
governments, since they are the ones directly confronted with protests by laid-off, unemployed, 
or unpaid workers, are more concerned with low unemployment than low inflation. 
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   There are likely to be more differences among local preferences with respect to the pace of 
investment. Dali Yang argues that the benefit of macroeconomic stability varies for different 
localities: “To begin with, all other things being equal and assuming an integrated economy, 
a high growth and high inflation environment mean that faster-growing areas export inflation 
to areas that grow more slowly. In other words, interior officials would like the centre to do 
more to establish macro-economic order.” (1994: 85) In contrast, coastal provinces generally 
prefer few restraints on growth. For example, Fujian and the central government have seen 
a series of disputes over growth rates. And in 1993, a central government campaign closed 
down several unauthorized development zones in the province. (Long 1994: 216-18)
   I have elsewhere argued that all else being equal, cities with higher levels of investment in 
fixed assets are more likely to gain approval for company listings. (Cooper 2002) Therefore, 
it is worth examining the politics of investment financing. Huang details a variety of sources 
of investment financing for local governments. These sources include direct budgetary al-
location, use of extrabudgetary funds, bank credits, local enterprise retained earnings, bond 
issues, and attracting foreign direct investment. (Huang 1996: 80-84) The relationship between 
local governments and banks is particularly interesting. In some cases, local governments 
use administrative leverage to pressure banks to issue loans. In other cases, they “pursue a 
set of policies that will create incentives or at least attenuate disincentives to the banks to 
make investment loans. They may pledge to be a guarantor to the banks and to safeguard 
its financial interests should the loans become uncollectible. Local governments assume the 
residual credit risks and subsidize bank losses with tax revenues.” (Huang 1996: 81) Local 
governments are able to do this because they enjoy all the benefit of wasteful credit autho-
rization, while bearing only a part of the cost. Local governments typically shift the burden 
of subsidizing bank losses to the central government by forgiving the banks’ joint central-
local taxes. (Huang 1996: 81-82) As long as loans keep flowing into enterprises under local 
jurisdiction, the local government can continue to extract revenue from these enterprises. 
(Steinfeld 1998)
   Although banking sector reforms in the mid-1990s introduced several important changes, 
empirical analysis reveals that these reforms have not reversed the pattern of lending based on 
policy concerns rather than economic considerations. In fact, Park and Sehrt find a “striking 
inverse relationship between the rate of financial intermediation and the level of economic 
development among Chinese provinces.” (2001: 626)
   Analysis of the pattern of company listing during the 1990s similarly found little relation-
ship between economic development and company listing at the prefecture level. (Cooper 
2002) As with bank loans, local governments want to maximize their ability to raise funds 
through company listing. There are two key factors that act as constraints on these local 
preferences. First, constraints on local leaders are built into the political structure. Political 
power remains much more centralized than economic power. As Yan argues, “Although the 
CCP is incapable of running the economy efficiently, it is highly effective in political rule.” 
(1995: 48) The central government, through the Department of Organization under the 
Central Committee of the CCP, and the Ministry of Personnel under the State Council, di-
rectly appoints all top provincial officials, and retains the ability to supervise personnel and 
administrative affairs at subprovincial levels. (Huang 1996: 89-122) The central government 
also uses the cadre exchange system (ganbu jiaoliu zhidu) to limit the development of local-
ism. (Zheng 1999) David Goodman argues that the relationship between center and region 
is characterized by “both negotiation and hard bargaining.” (Goodman 1994: 15) While 
local leaders may have economic interests that conflict with the center, they are well aware 
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that their “careers depend on their superiors within the CCP.” (Goodman 1994: 4) To retain 
one’s office, a local leader does not rely on the approval of a local constituency, but “any of-
ficial must follow closely both his patron and his patron’s faction, since they are the source 
of his authority.” (Hamrin and Zhao 1995: xxx) For the most part, “officials were always 
‘looking up,’ accountable mainly to those above. Only secondarily could they afford to look 
across or down the system in response to other pressures.” (Hamrin and Zhao 1995: xxxi) 
Furthermore, “local leaders and national leaders are often the same people wearing different 
hats.” (Goodman 1994: 13)
   The political system is able to limit the extent to which local leaders act on interests in a 
variety of areas that conflict with the center’s interests. In the specific case of stock market 
listings, there is a second factor that is an even stronger check on local leaders. In short, the 
stock market institutions are less easily diverted to serve local interests than are banking 
institutions. First, the stock market is much smaller than the banking system—both in terms 
of capitalization, and in the expectation that only select companies have access to raising 
capital through the stock market (in contrast to the expectation that all state-owned enter-
prises (SOEs) are eligible for bank loans). Second, the stock market is more centralized than 
the banking system. Unlike the bank branches found in every province, there are only two 
national stock exchanges. Furthermore, while a provincial official can increase loan disburse-
ments by pressuring local bank officials of equal or lower bureaucratic rank, access to the 
stock exchanges requires approval from Beijing. Third, the stock market is more public than 
the banking system. All of these factors make it easier for the central government to monitor 
access to the stock market. Central monitoring may not be able to ensure that access to the 
stock markets goes to the most efficient firms, but it can ensure that the annual quota for 
equity financing is not wildly exceeded.
   The location of the national stock exchanges is another area of central-local bargaining. 
Clearly, from the experience of Shanghai and Shenzhen, having a stock exchange brings 
a large influx of capital to a city. At the end of 2001, 21 percent of the firms listed on the 
Shanghai Stock Exchange were based in Shanghai. The Shenzhen stock exchange was slightly 
less concentrated, with local firms accounting for 14.5 percent of the total. Many Chinese 
cities have over-the-counter trading, through which local firms can raise capital from local 
investors. But a national stock exchange allows firms to raise capital on a larger scale, with 
local firms gaining disproportionate access to the national equity market. A clear example 
of the maneuvering between center and region was the establishment of a stock exchange in 
Shenzhen. During the 1980s there was much debate about the need to introduce a large-scale 
capital markets, and experiments in many cities. Goodman describes Shenzhen’s successful 
defiance of the central government:

During the second half of 1989, as part of its apparent attempt to 
recentralise control, central government proclaimed that the PRC’s first 
post-1949 official open stock exchange would commence operations in 
Shanghai in December 1990. The event was attended by considerable 
publicity in the official media. However, not to be outdone the Shenzhen 
Exchange moved from over-the-counter trading to an open exchange, 
ahead of the Shanghai launch, and clearly without the approval of the 
central authorities and against some of their wishes. (1994: 15-16)
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The central government rapidly authorized this development, and in a face-saving move, the 
official version of the story became that the Shenzhen Stock Exchange was “established” on 
December 1, 1990, but did not officially begin trading until February 1991.
One of the issues under consideration during the early 1990s was whether China should 
open additional stock exchanges. Some argued that since China is such a large country, with 
a huge number of enterprises, only two stock exchanges in Shanghai and Shenzhen would 
not be able to handle all the expected growth in trading. The city of Wuhan was most often 
cited as the proposed location for the country’s third stock exchange. The establishment of a 
stock market in Wuhan would be consistent with the goal of promoting inland development 
announced at the 14th National Congress of the CPC. Wuhan is one of China’s largest met-
ropolitan areas. It is also one of the cities selected by the state to experiment with economic, 
financial, scientific, and technical reforms. In 1992, the State Council approved it as an open 
city along the Yangtze River. There are at present over one hundred securities houses in 
Wuhan, more than in any other city in China. Its volume of trading in treasury bonds is the 
largest of any city in China. (Zhu, H. 1996: 96-101)
   In the end, the central government decided against opening a third stock exchange. The 
following passage illustrates the arguments that prevailed in this debate:

Open over-the-counter trading can easily lead to local fragmentation. For in-
stance, if over-the-counter trading is introduced in Wuhan, the local government 
in the city, in order to make the local trading prosperous, will be reluctant to 
allow the companies in the city to trade their shares in Shenzhen and Shanghai. 
Conversely, it will also be possible for Shenzhen and Shanghai to be unwilling to 
accept companies from other places. This will finally result in local embargoes. 
(Zhu, H. 1996: 103)

   More recently, there have been proposals to close the Shenzhen Stock Exchange. In 2000, 
the China Securities Regulatory Commission (CSRC) announced a proposal to merge the 
Shanghai and Shenzhen exchanges, and consolidate all trading in the Shanghai Stock Exchange. 
Needless to say, such a move would be extremely detrimental to Guangdong and Shenzhen. In 
return, a new high-tech exchange (popularly called “China’s NASDAQ”) would be opened in 
Shenzhen. Even with the proposed opening of a new exchange, Shenzhen resisted the closing 
of its main board. (Sito 2000) Although the second board was initially expected to open in 
early 2001, the opening was delayed due to the global market downturn. As of early 2003, a 
date for opening the high-tech board has not been announced. The issue was debated at the 
first session of the tenth National People’s Congress held in March 2003, but no conclusion 
was reached beyond the need to continue research on the idea of a second board. At least 
for now, China continues to have two national stock exchanges.

Local Government—Enterprise Relations

If implemented according to the idealized framework laid out in the official version of this 
reform program, corporatization and listing of SOEs would substantially alter the relation-
ship between local governments and enterprises. Clearly, local government officials would 
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be less likely to perceive the “separating government from enterprises” aspect of reform as 
a benefit. From their perspective, if implemented successfully, this separation would curtail 
their ability to promote local economic and social objectives. In addition, the transfer of 
social benefit provision from the enterprise to the local government places a fiscal burden on 
the local government. 
   The “clarifying property rights” aspect of reform draws mixed reactions from local gov-
ernment. In general, officials at all levels seek to claim ownership of profitable assets, while 
avoiding responsibility for unprofitable assets.
Xiaokai Yang identifies three patterns of relationship between the government and the new 
companies. The first is represented by the relationship in Guangdong where village enter-
prises, joint venture firms, and other nongovernment firms regularly pay substantial money 
to local governments. The local government’s income comes more from these firms than from 
the government payroll. Hence, in Guangdong, local governments become agents of local 
firms. Although this promotes a favorable business environment, it also generates rampant 
corruption.
   The second pattern prevails in Hainan province. The relationship between firms and the 
Hainan government is more like that in a western country. It only takes one day for any firm 
to get all the paperwork done for registration. There is no discrimination against domestic 
firms or private firms. Hainan attracts investment through institutional arrangements and 
policies that are more like those in a capitalist-developed economy; it identifies such arrange-
ments as “standard practice in international arena.”
The third pattern is a traditional one that still prevails in the interior of mainland China. In 
this pattern, local officials are closely involved in the day-to-day operations of subordinate 
enterprises, particularly with respect to investment decisions. Yang argues that this pattern 
will be replaced under pressure of competition between provinces. For example, the Sichuan 
government is pushing for a set of policies and institutional arrangements similar to those 
in Hainan. (Yang 1993: 206-8)

Effects of Listing

This paper argues that local governments at all levels lobby for the right to list their companies 
on the national stock exchanges. The discussion above suggests that local government officials 
prefer to increase GDP, enterprise profits, and local tax revenue, and to decrease unemploy-
ment. The question that remains is whether success in the quest for company listing brings 
the expected benefits to the locality. To answer this question, I constructed a municipal level 
data set. Because there is wide variation in economic conditions within provinces, the analysis 
focuses on the effects of company listing at the prefectural city level.3 For each prefecture, 
data was collected, including the number of enterprises, population and employment data, 
measures of industrial output and value-added, profitability of the industrial sector, local tax 
revenues, etc. from the Statistical Yearbook of Chinese Cities (Zhongguo Chengshi Tongji 
Nianjian) and various provincial-level statistical yearbooks.
   The first analysis tests whether cities with higher numbers of listed companies or greater 
funds raised through listing are likely to have higher GDP. The dependent variable is GDP, in 
RMB 100 million.4 All of the variables are identified by prefecture (i) and year (t). Therefore, 
GDPit indicates the gross domestic product of prefecture i in year t. The independent vari-
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ables are CList, indicating the cumulative number of companies listed in a given prefecture, 
and CFunds, indicating the cumulative amount of funds raised through A share IPOs. These 
variables are lagged by one year.5 Obviously, other factors will influence the level of GDP, 
and accordingly, the analysis includes several control variables. China’s coastal regions tend 
to be wealthier than central and western regions. Therefore, dummy variables were coded 
to account for the effects of geographic region. Cities were designated according to location 
in a “Coastal” or “Central” province, with cities in Western provinces forming the residual 
category. Another dummy variable indicates whether prefectures are designated as a Special 
Economic Zone (SEZ). “Population” is simply the total population of the prefecture. “FDI” 
is the annual amount of realized foreign direct investment, in US $100 million. As a proxy for 
the amount of human capital available in a given prefecture, “College” indicates the number 
of students in institutions of higher education.

Table 1. Cross-Sectional Time Series Regression

Variables GDP

CListt-1 16.841 ***
(0.595)

CFunds t-1 0.090 ***
(0.003)

Coastal 259.631 ***
(92.816)

-251.531 ***
(87.091)

-142.327 *
(82.435)

Central -38.977
(57.277)

-17.547
(50.984)

-48.930
(49.499)

SEZ 72.617 **
(32.080)

-28.850
(30.207)

40.307
(27.988)

Population 0.751 ***
(0.079)

0.498 ***
(0.069)

0.508 ***
(0.067)

FDI 24.778 ***
(1.068)

6.077 ***
(1.026)

10.299 ***
(0.962)

College 25.164 ***
(2.854)

22.707 ***
(2.444)

21.083 ***
(2.331)

Constant -50.799
(51.348)

10.494
(45.591)

-3.198
(43.352)

N 1407 1270 1270

Note: Models are calculated using Maximum Likelihood Estimation, including fixed effects 
for province and year. Provincial and year dummies are excluded from the table.
* = significant at 0.1 level, ** = significant at 0.05 level, *** = significant at 0.01 level
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   This analysis suggests that securing approval to list local companies on the national stock 
exchanges does boost municipal GDP.
   A similar regression tested whether company listing affects the profitability of a city’s in-
dustrial sector. Two dependent variables were calculated. “Profitability” indicates the return 
on capital for all enterprises with independent accounting systems within each prefecture. The 
return on capital consists of total profit and tax as a percentage of total capital. “Change in 
Profitability” measures the change in return on capital from one year to the next (Profitabilityt 
- Profitabilityt-1). If company listing promotes improvements in corporate governance, cities 
with greater numbers of listed companies should enjoy more profitable industrial sectors, 
and steady improvements in profitability. Unfortunately, the data do not support this argu-
ment. Neither the listing variables nor the control variables have much power to predict the 
profitability of a city’s industrial sector.
   This picture may be clarified by examining a city in more detail. Zigong is a medium-sized 
city (falling right at the mean of population by prefecture) located in Sichuan province. By 
2001, four companies from Zigong had listed A shares (one on the Shenzhen Stock Exchange 
and three on the Shanghai Stock Exchange). As illustrated in Table 2 below, although Zigong 
contains less than one percent of the cumulative number of listed companies nationwide, it is 
well above the median number of listed companies per prefecture. In contrast, the cumulative 
amount of funds raised through IPOs by Zigong’s listed companies is lower than the median 
amount.

Table 2. Company Listing, Zigong City

Year New List Cum. List
% of 
National 
Total

“Median 
City” 
Cum. List

Cum. 
Funds 
Raised

% of 
National 
Total

“Median 
City” Cum. 
Funds

1990 0 0 0 0 0 0 0
1991 0 0 0 0 0 0 0
1992 0 0 0 0 0 0 0
1993 1 1 0.55 % 0 18 0.07 % 0
1994 0 1 0.34 % 0 18 0.04 % 0
1995 1 2 0.62 % 0 43 0.10 % 0
1996 1 3 0.57 % 0 67 0.10 % 0
1997 0 3 0.41 % 1 67 0.05 % 67.5
1998 0 3 0.36 % 1 67 0.04 % 130
1999 0 3 0.32 % 1 67 0.03 % 215
2000 0 3 0.28 % 1 67 0.02 % 257
2001 1 4 0.36 % 1 NA NA NA

   The chart below illustrates the return on capital for enterprises with independent accounting 
located in Zigong. There appears to be little connection between company listings and overall 
profitability. From 1992 to 1998, profitability of enterprises in Zigong was consistently lower 
than the national median. After Zigong’s first company listing in 1993, the city’s profitability 
fell dramatically.
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Figure 1

Return on Capital, Zigong City
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   Another area of concern for local officials is the unemployment rate. A regression analysis 
found no evidence that company listing influences the level of registered unemployment in 
a given city. The control variables, with the exception of the dummy variables for year, also 
appear to have little explanatory power. 
   Tax revenue is also a performance indicator of great interest to local officials. In the following 
analysis, the first dependent variable is total local budgetary revenue. The second dependent 
variable is total revenue from industrial and commercial taxes. Both of these variables are 
measured in RMB 100 million. The independent variables are the same as those used in the 
previous regression, with GDP added as an additional control variable.
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Table 3. Cross-Sectional Time Series Regression

Variables Budget 
Revenue

Industrial & Commercial
Tax Revenue

CListt-1 1.135 ***
(0.063)

1.681 ***
(0.183)

CFunds t-1 0.007 ***
(0.000)

0.011 **
(0.001)

Coastal -15.031 
***
(5.389)

52.278 ***
(6.582)

61.440 ***
(6.558)

85.332 
***
(16.179)

-9.570
(18.458)

-14.655
(19.073)

Central -3.313
(4.115)

-4.241
(3.727)

-5.305
(3.827)

-4.263
(9.726)

-1.340
(9.196)

-3.456
(9.228)

SEZ 11.362 
***
(2.218)

4.307 **
(2.152)

10.155 ***
(2.126)

24.975 
***
(5.070)

7.072
(5.173)

14.454 
***
(4.956)

Population 0.015 **
(0.006)

0.015 ***
(0.005)

0.014 **
(0.006)

-0.001
(0.015)

0.013
(0.014)

0.008
(0.014)

GDP 0.068 
***
(0.002)

0.038 ***
(0.002)

0.039 ***
(0.002)

0.073 ***
(0.006)

0.043 ***
(0.006)

0.043 ***
(0.006)

FDI 0.641 
***
(0.095)

0.126
(0.089)

0.432 ***
(0.086)

-1.599 ***
(0.253)

-1.983 ***
(0.242)

-1.699 ***
(0.240)

College -0.485 
**
(0.201)

0.043
(0.184)

0.010
(0.185)

0.541
(0.463)

0.614
(0.437)

0.678
(0.440)

Constant 7.122 **
(3.627)

8.129 **
(3.364)

9.791 ***
(3.379)

-0.543
(8.987)

-2.094
(8.502)

-0.546
(8.530)

N 1407 1270 1270 703 703 703

Note: models are calculated using maximum likelihood estimation, including fixed effects for 
province and year. Provincial and year dummies are excluded from the table.
* = significant at 0.1 Level, ** = significant at 0.05 Level, *** = significant at 0.01 Level

   Listed companies have a positive and significant effect on both total budget revenue and 
industrial and commercial tax revenue within their locality.
A final question concerns the extent to which listed companies benefit the residents of a 
particular locality. Two variables are available to assess such benefits. The average wage of 
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staff and workers provides one measure of local well being. Nevertheless, regression analysis 
indicates that company listing does not have much explanatory power with respect to either 
the average level of wages, or the rate of growth in average wages. As a second indicator of 
local well being, total local government budgetary expenditure is a fairly broad measure of a 
local government’s ability to provide goods and services to residents. This figure includes ex-
penditures on subsidies, education, science and technology, health, and cultural activities. 

Table 4. Cross-Sectional Time Series Regression

Variables Budget Expenditure

CListt-1 1.723 ***
(0.076)

CFunds t-1 0.010 ***
(0.000)

Coastal -6.530
(6.186)

31.091 ***
(7.767)

40.110 ***
(7.185)

Central 1.381
(4.733)

-0.439
(4.406)

-0.993
(4.213)

SEZ 2.576
(2.532)

-6.756 ***
(2.544)

0.483
(2.316)

Population 0.002
(0.007)

0.006
(0.006)

0.005
(0.006)

GDP 0.097 ***
(0.002)

0.055 ***
(0.003)

0.054 ***
(0.003)

FDI 1.274 ***
(0.114)

0.527 ***
(0.104)

0.921 ***
(0.099)

College -1.217 ***
(0.235)

-0.482 **
(0.217)

-0.485 **
(0.205)

Constant 2.616
(4.185)

2.653
(3.977)

4.904
(3.735)

N 1407 1270 1270

Note: Models are calculated using Maximum Likelihood Estimation, including fixed effects 
for province and year. Provincial and year dummies are excluded from the table.
* = significant at 0.1 level, ** = significant at 0.05 level, *** = significant at 0.01 level

   This analysis suggests that securing approval to list local companies on the national stock 
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exchanges does increase local budgetary expenditures.
   In summary, company listing brings certain benefits to municipalities. Listed companies are 
associated with higher levels of GDP, budgetary revenue, and industrial and commercial tax 
revenue. In contrast, there seems to be no relationship between listed companies and local 
unemployment levels. Listed companies also seem to have no effect on the overall profitabil-
ity of enterprises within a city. From the perspective of local government officials, however, 
the lack of relationship between company listing and overall enterprise profitability is not 
a serious concern. Local officials’ careers do not depend on the economic performance of 
enterprises under their jurisdiction. For local officials, the increased GDP and tax revenue 
associated with company listing provides a strong incentive to lobby for additional listing 
approvals. Whether a cadre intends to promote local economic development, or is simply 
interested in maximizing personal gain, the availability of local funds is a necessity. Finally, 
it should not be overlooked that listing local companies on the national stock exchanges is 
not simply a matter of economic cost-benefit calculations, but is also a source of prestige.6 
A listed company has great symbolic value, demonstrating that a city is “advanced” and 
“modern.”

Notes

1 The importance of economic achievement to promotion decisions seems to vary according 
to the level of government. For provincial leaders, economic performance began to be 
important during the Deng Xiaoping era. See Bo (2002); Zheng (2000). In contrast, 
Landry (2002) finds that municipal-level economic performance has no effect on the career 
prospects of mayors.
2 This phenomenon is essentially the same as the divergence in trade policy preferences 
between the U.S. President and Congress. The conventional wisdom is that because the 
President’s constituency is national, he tends to consider the aggregate economic impact of 
trade policy, and is generally in favor of free trade. In contrast, congressional preferences on 
trade policy tend to be based on conditions within the local district.
3 The point of analyzing the distribution of company listing at the prefecture level is to gain 
additional detail that would be lost at the provincial level of aggregation. Most of the cities 
in the data set are “prefecture-level cities” (dijishi). In some provinces, the administrative 
division of territory does not follow the designation of “prefecture-level cities”. For example, 
Shanxi province is divided into eleven sub-provincial areas, consisting of six prefectures and 
five “administrative offices” (xingzheng gongshu). For the most part, this analysis is not 
concerned with the differences in bureaucratic rank between these different types of cities.
4 The analysis was also attempted using annual real GDP growth rates as the dependent 
variable. These regressions did not produce statistically meaningful results. It appears that 
the wide fluctuations in annual growth rates are not explained well by patterns of company 
listing, or any of the control variables.
5 Varying the time lag had little substantive impact on the results.
6 I am grateful to Carsten Vala for emphasizing this point to me.
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Appendix 

Table 5. Listed Companies by Sector

Province/
City 

Commerce Finance Properties Conglomerates Industrials Utilities Grand 
Total

Anhui
Hefei 1 1 4 1 7
Others 4 12 16
Total 1 5 16 1 23
Beijing 9 1 1 18 25 3 57
Chongqing 1 1 2 15 4 23
Fujian
Fuzhou 1 2 6 8 17
Xiamen 7 7 1 15
Others 1 6 1 8
Total 1 2 14 21 2 40
Gansu
Lanzhou 1 1 10 12
Others 1 2 3
Total 1 2 12 15
Guangdong
Guangzhou 2 1 1 5 3 12
Shantou 1 1 1 3
Shenzhen 3 1 9 12 36 9 70
Zhuhai 1 4 1 6
Others 2 1 4 22 29
Total 7 1 11 19 68 14 120
Guangxi
Nanning 1 2 3 1 7
Others 5 4 1 10
Total 1 7 7 2 17
Guizhou
Guiyang 1 1 1 4 1 8
Others 1 1
Total 1 1 1 5 1 9
Hainan
Haikou 1 3 5 5 4 18
Others 1 2 1 4
Total 1 3 6 7 5 22
Hebei
Shijiazhuang 1 1 5 1 8
Others 1 1 16 18
Total 2 2 21 1 26
Heilongjiang
Harbin 1 7 11 2 21
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Others 1 8 9
Total 1 1 7 19 2 30
Henan
Zhengzhou 1 8 9
Others 2 13 15
Total 1 2 21 24
Hubei
Wuhan 5 6 9 3 23
Others 5 24 1 30
Total 5 11 33 4 53
Hunan
Changsha 3 1 1 9 1 15
Others 1 5 10 16
Total 4 1 6 19 1 31
Inner Mongolia
Hohhot 1 3 1 5
Others 3 9 12
Total 1 3 12 1 17
Jiangsu
Nanjing 2 6 8 3 19
Others 1 7 25 33
Total 3 13 33 3 52
Jiangxi
Nanchang 1 4 2 7
Others 1 7 8
Total 2 11 2 15
Jilin
Changchun 3 1 4 8 2 18
Others 1 10 1 12
Total 3 1 5 18 3 30
Liaoning
Dalian 4 5 6 3 18
Shenyang 3 1 3 12 19
Others 1 13 14
Total 7 1 1 8 31 3 51
Ningxia
Yinchuan 1 5 6
Others 4 4
Total 1 9 10
Qinghai
Xining 1 6 7
Others 1 1
Total 1 7 8
Shaanxi
Xian 5 1 3 9 18
Others 1 3 4
Total 6 1 3 12 22
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Shandong
Jinan 1 3 4 8
Qingdao 2 1 5 8
Others 2 8 26 36
Total 5 12 35 52
Shanghai 17 2 9 14 59 12 113
Shanxi
Taiyuan 2 7 2 11
Others 6 6
Total 2 13 2 17
Sichuan
Chengdu 3 4 15 22
Others 1 1 27 3 32
Total 4 5 42 3 54
Tianjin 3 2 6 4 15
Tibet
Lhasa 1 2 4 7
Total 1 2 4 7
Xinjiang
Urumqi 1 1 5 3 10
Others 1 6 7
Total 1 1 6 9 17
Yunnan
Kunming 1 3 8 12
Others 1 5 6
Total 1 4 13 18
Zhejiang
Hangzhou 4 3 7 2 16
Ningbo 3 3 5 2 13
Others 2 5 12 19
Total 9 11 24 4 48
Total 99 7 32 195 628 77 1038
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