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Abstract

Purpose — This policy paper compares the performance of state-owned enterprise (SOEs) versus private firms
in selected emerging economies in Asia, focusing on a number of performance indicators. The indicators are
internationally recognized quality innovation, product and/or service innovation, financing of operations,
dealing with government regulations and labor performance. To the best of the authors’ knowledge, there has
been no such comparative study for these indicators between SOEs and private firms and across countries.
Most studies of SOEs have been national case studies. As such, they give us little knowledge of how a country
compares with other countries at similar stages of economic development. A cross-country comparative
analysis can help us identify broader trends and patterns.

Design/methodology/approach — The authors compare and discuss the performance of SOEs versus
private firms in a number of emerging Asian countries, namely China, India, Indonesia, Malaysia and Vietnam.
To do so, the authors use data from the 2018 World Bank Enterprise Survey (which is the latest available) for
the period 2012-2015. The authors focus on a number of key performance indicators, namely internationally
recognized quality innovation, product and/or service innovation, financing of operations, dealing with
government regulations and labor performance.

Findings — The comparative analysis uncovers some interesting differences between the two types of firms.
For example, somewhat surprisingly, SOEs tend to innovate more than private firms. However, the single most
significant pattern the authors find is that in middle-income Asia both types of firms face formidable challenges
with respect to doing business — e.g. scarcity of relevant training programs for employees. Therefore, the
priority of policymakers must be to improve the overall business environment for all firms, regardless of their
ownership structure.

Research limitations/implications — The nature of this paper is a policy paper. This is because the data
used in this study is survey data, conducted every four—five years (or more) for each country in the study and
available for very few countries. As the data are not available for a continuous period of time, The authors could
not conduct empirical research for this topic and thus made it a policy paper that presents a comparison across
Asian countries as case studies.

Originality/value — The five selected Asian countries are interesting case studies for a comparative analysis
since they are middle-income countries where SOEs play a significant role in the economy. Furthermore, state
ownership is an important institutional dimension in emerging markets, and strong ties with the government
can influence the performance of SOEs through various market and non-market channels. Despite the potential
importance of the research theme, there is very little existing research on cross-country comparisons of the
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performance of SOEs vis-a-vis private firms. This could be explained by scarce data availability. With this in
mind, the study attempts to shed some light on SOEs’ performance and add to the rather limited literature.

Keywords Performance comparison, State-owned enterprises, Private firms, Asia
Paper type General review

1. Introduction

State-owned enterprises (SOEs) still play a major role in many economies, especially in
emerging and developing countries in Asia and elsewhere. SOEs are sometimes used by the
government to achieve development goals. Although SOES’ pursuit of development goals
may compromise efficiency and profitability, it can help mitigate market failures and expand
the supply of public goods. By doing so, SOEs can contribute significantly to the broader
economic and social development of a country. SOEs operate in a wide range of sectors in
Asian countries. The share of SOEs among the top 10 firms is 96% in China, 69% in
Indonesia, 68 % in Malaysia and 59% in India (Kowalski et al., 2013). Meanwhile, according to
the Vietnam report on the 500 largest enterprises of the country in 2017 (VNR500, 2017), SOEs
contributed more than half (52%) of the total revenue of the VNR500 list. They operated in all
the key sectors of the economy, including finance, food, electricity, minerals, petroleum and
telecommunications. Since China and India are among the fastest-growing economies in the
world while Malaysia, Indonesia and Vietnam are also growing rapidly, it is tempting to
conclude that SOEs are compatible with economic growth.

However, the shortcomings and failures of the SOEs are well documented. For instance,
while some studies documented that Chinese SOEs are larger and more profitable than their
private counterparts (Lardy, 2014, 2018) and employ more workers, this pattern was only
observed during recent periods, especially after the global financial crisis in 2008 (Yu, 2019).
However, over a longer time horizon, SOE reform was probably the single biggest structural
challenge facing the People’s Republic of China (PRC) as it continued its shift toward an
economic model driven by innovation and productivity growth [1]. The return on assets of
Chinese SOEs substantially lagged behind that of private firms (Holz, 2002).

Generally, the poor performance of SOEs can be attributed to lack of competition and
competitive pressures, lack of profit motive and accountability to shareholders, moral hazard
associated with the implicit guarantee of a bailout in case of failure and implicit lifetime
employment guarantee for workers which reduces their productivity (Lin, 2021; Singh, 2019).
Additional endemic problems of SOEs include internal corruption, nepotism and patronage in
managerial appointments, poor managerial decision-making due to lack of appropriate
incentives and inadequate staff training and professional development (Yu et al, 2020).

Theoretically, there are a number of reasons why SOEs are likely to underperform private
firms. First, since SOEs are largely financed by public sector resources, the owner’'s
responsibility and accountability are somewhat limited (Tang et al, 2006). Those who are
assigned by the state as representatives of equity (general directors) are merely salaried staff.
As such, we cannot expect them to play an active managerial role like private-sector owners. In
addition, private sector owners remain in control until the owner sells or transfers ownership to
another person, so they understand and grasp every facet of their business. On the other hand,
the representative of the state’s equity in SOEs usually serves for limited terms (Frazier, 2006).
This makes it impossible for them to have the same knowledge and experience about their firms
and markets as private firm owners.

Second, the difference in ownership structure leads to differences in governance
structure and business management. For SOEs, if the general directors are unable to meet
their performance targets, they can usually ask the authorities to adjust their targets. As a
result, some general directors of SOEs are less subject to pressure related to firm
performance (Hu and Leung, 2012). On the other hand, for private businesses, the chief
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executive, whether an owner or a hired professional manager has much less room to adjust
performance targets. Firm performance is the only litmus test for assessing private sector
chief executives but the litmus test for assessing public sector chief executives is not clear
cut and is often clouded by political considerations.

Third, human resources are often the decisive factor in firm performance. Human resource
management determines the success or failure of the business. Private enterprises tend to hire
the best talent and invest appropriately in employees. They also have effective human
management tools. In contrast, SOE general directors may not have full discretion over hiring
and personnel decisions and furthermore, those decisions may be subject to political
interference. Additionally, due to entrenched personnel management traditions and
institutional pressures, SOEs may be slower than private firms to introduce modern human
re source management practices (Feng et al, 2014).

Fourth, the growth of a business depends on the innovation and creativity of the staff. The
managers of SOEs are often determined by political authorities. Management based on political
factors not only discourages incentives for creativity and innovation but also hampers the
spread of knowledge and experience within a business (Belloc, 2014). Furthermore, most
groundbreaking progress has often come from the exchange of ideas and talent with outsiders,
from both industry peers and other businesses, especially with foreign-invested enterprises.
For private economic enterprises, the exchange of ideas and personnel with outside
organizations is regular and easy. However, such interaction with the outside world is much
more difficult and less common for SOEs.

Fifth, in order to encourage employees to devote themselves and create value for their
businesses, people need to be treated and assessed fairly. This is another limitation of the
management mechanism of SOEs compared to private sector firms. The performance and
assessment of personnel are based more on firm performance and less on other factors in
private firms relative to SOEs. In line with this, compensation is more strongly related to
performance appraisal in private firms than in SOEs (Feng et al,, 2014).

Empirically, however, it remains to be seen whether and to what extent SOEs and private
firms differ in terms of their performance. Therefore, the central objective of our study is to
analyze and compare the performance of the two types of firms [2]. To do so, we look at a
number of well-known performance indicators, namely internationally recognized quality
innovation, product and/or service innovation, financing operations, dealing with
government regulations, and labor performance. We examine the existence and nature of
performance gaps between SOEs and private firms in these indicators in selected emerging
Asian countries. In the context of this study, we define a SOE as a business enterprise where
the state has majority ownership (at least 50.01%) at the national or sub-national level.

For our comparative analysis, we selected five emerging Asian countries—China, India,
Indonesia, Malaysia and Vietnam. The five Asian countries are interesting case studies for a
comparative analysis since they are fast-growing middle-income economies where SOEs play a
significant role in the economy. Specifically, in these countries, SOEs account for more than half
of the top 10 firms (Kowalski ef al, 2013). Furthermore, at a broader level, state ownership is an
important institutional dimension in emerging markets, and strong ties with the government
can influence the performance of SOEs through various market and non-market channels (Wu
et al, 2016). Furthermore, these five countries are geographically close to each other since all of
them are in South Asia and Southeast Asia. They may thus influence each other in their
economic reform and development strategies. This explains our selection of this group of
countries.

Despite the potential importance of this research theme, there is little existing research on
cross-country comparisons of the performance of SOEs vis-a-vis private firms for these
countries (except for China). Specifically, a number of studies compare a range of issues
between SOEs and private firms for China. These include Chun (2009) for employees, Amighini



et al. (2013) for internationalization strategies, Fryxell and Lo (2001) for environmental ethics,
Lu et al (2009) for manager’s occupational stress, Chen ef al (2021) for performance feedback
and firm’s research and development (R&D) strategy, Shahab et al (2019) for corporate social
responsibility (CSR) ratings and financial distress, Ding et al. (2007) for earnings management,
Lietal (2021) for the optimal subsidies and Feng et al. (2010) for political capital and loan access.
Meanwhile, for the other four countries, to the best of our knowledge, there are only a few
studies. These include Gupta and Kumar (2020), Locke and Duppati (2014), Nagale (2017) for
India; Fauzi et al (2010), Sutiyono (2007) for Indonesia; Ramasamy et al. (2005), Bhatt (2016) for
Malaysia; and Hakkala and Kokko (2007), Nguyen and Van Dijk (2012) for Vietnam. All of them
are national studies. Only Le et al (2021) look at the same group of countries as ours. This could
be explained by scarce data availability, together with different definitions of state ownership
and state control across countries. With this in mind, the study attempts to shed some light on
SOEs’ performance and add to the rather limited literature.

The rest of this study is organized as follows. Section 2 reviews the relevant literature.
Section 3 presents the data and discusses the comparative analysis of the performance of
SOEs versus private firms in selected emerging Asia. Differences and/or similarities across
countries are also discussed. Section 4 concludes the paper.

2. Literature review

This study compares the performance of SOEs versus private firms in selected emerging
economies in Asia, focusing on a number of performance indicators. The indicators are
internationally recognized quality innovation, product and/or service innovation, financing
of operations, dealing with government regulations and labor performance. To the best of our
knowledge, there has been no such comparative study for these indicators between SOEs and
private firms and across countries. Most studies of SOEs have been national case studies
[Chun (2009), Amighini et al. (2013), Fryxell and Lo (2001), Lu et al. (2009), Chen et al. (2021),
Shahab et al. (2019), Ding et al. (2007), Li et al. (2021), and Feng et al. (2010) for China; Gupta
and Kumar (2020), Locke and Duppati (2014), and Nagale (2017) for India; Fauzi et al. (2010)
and Sutiyono (2007) for Indonesia; Ramasamy et al (2005) and Bhatt (2016) for Malaysia;
Hakkala and Kokko (2007) and Nguyen and Van Dijk (2012) for Vietnam]. As such, they give
us little knowledge of how a country compares with other countries at similar stages of
economic development. A cross-country comparative analysis can help us identify broader
trends and patterns. In this section, we review the relevant literature.

Due to data unavailability, there is a very small number of studies on the innovation of
SOEs in Asia, and most of them are for China (for instance, Girma et al., 2009; Choi et al, 2011;
Li, 2011a, b, Wu et al., 2016). The economic transition from central planning to a decentralized
market-driven economy makes China a particularly interesting case study to investigate the
relationship between ownership and innovation (Choi et al, 2011). While bureaucratic nature
and inefficient effects of state ownership might have negative effects on the financial
performance of firms, they do not necessarily have unfavorable impacts on the innovation
performance of firms (Choi ef al, 2011). In transition economies such as China, the
government plays a pivotal role in the process of industrialization. The government also
plays a vital role in developing innovation capabilities through direct intervention and its
industrial and science and technology policies (Le et al., 2016). A wider set of government
objectives and long-term policy choices beyond the specific aim of short-term profit
maximization have a positive effect on firms’ innovation. Furthermore, SOEs have significant
incentives and access to essential infrastructure that can facilitate government-initiated
innovation (Chang et al, 2006). Therefore, we predict that:

HI. The innovation or innovative activity of SOEs outperforms that of private firms.

SOEs versus

private firms in
Asia

29




JABES
30,1

30

Innovation or innovative activity is essential to improve the efficiency and competitiveness of
a firm (Girma et al, 2009). Through the innovative activity, firms (1) develop new processes or
methods to produce existing goods or services more efficiently and/or (2) develop newly or
significantly improved products or services that allow them to expand sales and improve
their market performance. Girma et al (2009) referred to these two types of innovative
activities as process and product innovation. The study examined Chinese SOEs during
1999-2005 and showed that, at the firm level, foreign investor participation is associated with
the higher innovative activity. On the other hand, at the sector level, on average there is an
unfavorable impact of foreign direct investment (FDI) on innovative activity in SOEs.
Meanwhile, sectoral FDI has a positive effect on SOEs that export, invest in human capital, or
undertake R&D.

Li (2011a, b) examines the pattern of innovation and learning among SOEs in Chinese
high-tech sectors during the period 1995-2004 using a panel data set including 21 high-tech
sectors. Based on an augmented knowledge production function, the study empirically
investigates the impact of three types of investment for acquiring technological knowledge to
boost the innovation capabilities of firms, namely in-house R&D, importing foreign
technology and purchasing domestic technology. The results reveal that importing foreign
technology is conducive to fostering innovation in Chinese high-tech SOEs only if there is also
in-house R&D. Domestic technology purchases, however, are found to have a direct favorable
influence on a firm’s innovation performance.

The second strand of literature discussed in this study relates to the options for financing
the operations. In this regard, the majority of the studies focused on SOEs in Asia (see, for
example, Poncet et al,, 2010; Hale and Long, 2011; Bilgin et al, 2012; Herve-Mignucci et al.,
2015; again, most of them are conducted for China). Having stable sources of finance for
operations is essential to cover the normal and/or extra needs of capital for business
operational activities such as daily operational activities, business expansion, covering the
loss of an order or unexpected expenses incurred by external parties (Le and Tran-Nam, 2018;
Le et al, 2019). Hale and Long (2011) examined internal and external, formal and informal,
financing sources of Chinese firms during the period 1997-2006 and found that state-owned
firms continue to enjoy more favorable access to external finances than other types of Chinese
firms. In addition, the study finds that the Chinese formal financial sector does provide
Chinese private firms with substantial financial resources, especially for their short-term
needs during daily operations, even though private firms are disadvantaged vis-a-vis SOEs.
Poncet et al. (2010) utilized a unique micro-level data set of Chinese firms in 1998-2005 to
examine the presence of credit constraints. The empirical findings are consistent with the
predictions from the political pecking order hypothesis that different types of firm ownership
face different degrees of financial constraints. Private firms, which are commonly regarded as
the engine of growth of the Chinese economy, are shown to face the highest degree of financial
constraints. Meanwhile, SOEs and foreign firms do not experience any financial constraints.
Therefore, we propose that:

H2. SOEs have easier access to financing for business operations than private firms.

Bilgin et al. (2012) use a rich firm-level data set to examine how training, technology adoption,
finance channels and exporting behavior affect the performance of small and medium
enterprises (SMEs), measured as profits per worker. The study finds that since in-house
innovation is expensive to SMEs in developing countries, these companies might benefit from
technology spillovers, in the form of importing more foreign materials inputs and utilizing
foreign technologies from technologically advanced economies. Furthermore, the study finds
that both informal finance sources and formal finance channels do not strengthen the
performance of smaller enterprises in financing daily operations. Interestingly, informal
channels hamper a firm’s performance. The study also found no evidence of a significant effect



of on-the-job training on firm performance. Herve-Mignucci et al (2015) study the role of finance
in the state-owned and state-controlled companies which dominate the coal power industry in
China. The study finds that SOEs have increasingly become financially self-sustaining because
their asset base has grown sufficiently large to enable them to fund their coal capital
expenditures internally. SOEs have been increasingly independent of external finance. Instead,
they rely on self-finance through various ways such as increased integration, diversification,
access to public markets and most importantly, through reinvestment of profits and tariff
revenues to cover asset depreciation expenses (Herve-Mignucci et al, 2015).

With regard to dealing with government regulations, SOEs may have an intrinsic
advantage due to the triple role of the government as a regulator, regulation enforcer and owner
of assets (Buge et al, 2013). These advantages can take the form of direct subsidies,
concessionary financing, state-backed guarantees, preferential regulatory treatment,
exemptions from antitrust enforcement or bankruptcy rules. They may be justified in the
domestic context to correct market failures, provide public goods and foster economic
development. However, if their effects extend beyond borders, they may undermine the benefits
from international trade and investment, which are predicated on the basis of non-
discrimination and respect for market principles (Buge et al, 2013). Billon and Gillanders
(2016) used data from the World Bank’s Enterprise Surveys and failed to find a relationship
between state ownership and bureaucratic constraints such as the number of days it takes for
imports and exports to clear customs, time spent dealing with government regulations and
losses due to crime. These findings are somewhat inconsistent with those of Fan et al. (2009)
who found a link between their state ownership dummy and the frequency of bribery for
purposes of business licenses, tax collection, government contracts, public utilities, customs
and law courts. Therefore, we predict that:

H3. SOEs have an advantage in dealing with government regulations compared to
private firms. However, the likelihood of bribery is also higher.

The fourth strand of literature relates to the association between employee qualification and
firm ownership. Several studies documented that skilled and ambitious workers self-select
into private sector enterprises which are unconstrained by the rigid wage systems of SOEs
(Adamchik and Bedji, 2000; Miinich et al., 2005). On the other hand, credit constraints can limit
the demand of domestic private firms for skilled workers in developing countries like
Vietnam (Phan and Coxhead, 2013; Baccini ef al,, 2019). Meanwhile, SOEs in Vietnam enjoy
preferential access to skilled labor as well as capital, land and protection from foreign
competition (Pincus, 2016).

In the same vein, SOEs in China pay higher wages than private firms (Sun, 2018). The
significant wage gap between SOEs and non-SOEs in China can be attributed to the fact that
SOEs recruit a lot of highly skilled workers. Related to this, SOEs are heavily represented in
many skill-intensive industries (Sun, 2018). Therefore, we propose that:

H4. The employees of SOEs have higher qualifications than the employees of
private firms.

3. Performance comparison of state-owned enterprises versus private firms in
selected emerging Asian countries

In this section, we compare and discuss the performance of SOEs versus private firms in a
number of emerging Asian countries, namely China, India, Indonesia, Malaysia and Vietnam.
To do so, we use data from the 2018 World Bank Enterprise Survey (which is the latest
available) for the period 2012-2015. The Enterprise Survey is a firm-level survey conducted
by the World Bank. It uses standard survey instruments to collect data on the quality of the
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business and investment climate across countries. The surveys are answered by business
owners and top managers from a representative sample of firms in the economy. They cover a
wide range of issues, including performance indicators. Enterprise Surveys are conducted
once every three or four years and the years of the surveys vary across countries [3]. The
survey years of data used in this study for China, India, Indonesia, Malaysia and Vietnam are
2012, 2014, 2015, 2015 and 2015, respectively. These are the most recent data available for
these countries from Enterprise Surveys. Table Al provide descriptive statistics of the data.

Innovation is the key ingredient of economic dynamism in an economy. Table 1 compares
the innovation performance of the five selected Asian countries. With 87.2% of its SOEs having
an internationally recognized quality certification, China outperforms India and Indonesia
(83.3%), Vietnam (73.3%) and Malaysia (50.0%). Interestingly and somewhat surprisingly, for
all five countries, SOEs outperform private firms in innovation. Furthermore, in India,
Indonesia and Vietnam, SOEs outperform private firms in terms of different types of product
innovation over the last three years. Such innovation includes newly or significantly improved
products and services, methods of manufacturing products or offering services, organizational
structures or management practices and marketing methods. The share of SOEs that invest in
formal R&D activities and provide employees with formal training for the introduction or
development of newly or significantly improved products or services and processes exceeds the
corresponding share for private firms. Similarly, the percentages of firms that purchase or
license any patented or non-patented inventions or other types of knowledge for the
development of new or significantly improved products or services and processes is higher
among SOEs.

The finding that SOEs innovate more than private firms in the selected countries is
consistent with our proposed hypothesis and the view that while state ownership may reduce
efficiency and adversely affect the financial performance of firms, it may not necessarily harm
innovative activity (Choi ef al, 2011). For instance, in transition economies like China and
Vietnam, the government continues to play a key role in the socialist market economy. As such,
there is a strong political commitment to develop innovative capabilities through direct
government intervention as well as industrial and science and technology policies (Le et al,
2016). In this connection, SOEs may have a longer investment time horizon than private firms
which are much more subject to the pressures of short-term profit maximization. As such, they
may be better positioned to undertake riskier long-term investments with uncertain payoffs
such as R&D. In addition, to the extent that innovation is one of the development objectives that
the government wants to pursue with SOEs, the government may encourage SOEs to invest in
mnovation. In this context, the government may give SOEs significant incentives, such as
privileged access to essential infrastructure that will facilitate government-initiated innovation
(Chang et al, 2006). Meanwhile, our result supports the finding from Kokko and Thang (2014)
that in developing countries credit-constrained domestic private firms face limited access to
technology.

Financing is a key ingredient of a firm’s performance. Table 2 compares the sources
of financing for the operations of SOEs and private firms in the five countries. The
statistics show that in all countries except China, the percentage of SOEs that have a line
of credit or a loan from a financial institution is higher than that of private firms. This is
in line with our proposed hypothesis as well as Fan and Kalemli-Ozcan (2016) and Pincus
(2016) who documented that SOEs tend to have easier access to bank loans and capital.
Furthermore, the study shows that the easing of credit constraints due to financial
reforms makes SOEs less likely to obtain bank loans but makes private entrepreneurs
more likely to obtain bank loans, reducing their need for self-finance (Fan and Kalemli-
Ozcan, 2016).

Furthermore, for SOEs, state-owned banks or government agency is the major source of
financing, with a share of at least 50%. For China, India and Indonesia, the figures are 100%,
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Table 1.

Innovation comparison
between SOEs and
private firms across
selected emerging
Asian countries
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Table 2.

Financing the
operations: comparison
between SOEs and
private firms across
selected emerging
Asian countries

Percentages of firms that were granted the most Percentages
Percentages recent loan by (k9)* of firms that
of firms that require
have a line of collateral for
credit or a the financing
loan from a State-owned of the most
financial Private banks or Non-bank recent line of
institution commercial ~ government financial credit or loan
k8) banks agency institutions  Other (k13)*
China SOEs 14.89% 0% 100% 0% 0% 42.86%
Private 30.45% 15.80% 77.62% 4.80% 0.50% 73.07%
firms
India SOEs 33.33% 0% 100% 0% 0% 50%
Private 15.56% 21.86% 75.65% 1.04% 0.20% 80.14%
firms
Indonesia  SOEs 33.33% 0% 100% 0% 0% 50%
Private 32.12% 45.97% 50% 3.55% 0% 87.68%
firms
Malaysia  SOEs 50% 50% 50% 0% 0% 0%
Private 37.15% 72.16% 20% 5.68% 1.08% 47.03%
firms
Vietham  SOEs 60% 44.44% 55.55% 0% 0% 88.89%
Private 48.01% 54.78% 41.19% 1.49% 1.91% 92.99%
firms

Note(s): Percentages are calculated based on number of firms responded (not leaving blank answers)
Source(s): Authors’ calculations based on 2018 World Bank Enterprises Survey Data

only state-owned banks or government agencies provide credit to SOEs in those countries.
Our result is consistent with Healey (2014) who found that state-owned banks remain major
lenders for Indian SOESs, which can borrow more easily from state-owned banks than other
banks. Furthermore, banks seem to be more comfortable lending to SOEs than to private
firms since the borrowings of SOEs are often backed by explicit or implicit government
guarantees. State-owned banks are also the top source of loans for private firms in China,
India and Indonesia, followed by private commercial banks. The reverse is true for Malaysian
and Vietnamese private firms. They received their most recent loans mostly from private
commercial banks, followed by state-owned banks or government agencies. Non-bank
financial institutions and other sources play virtually no role in financing SOEs and account
for less than 5.7% of the loans to private firms. It is not surprising that the percentage of SOEs
that require collateral for obtaining loans is less than that of private firms for all five
countries.

Our finding is in line with the evolution of the financial system in China, where a series of
market-oriented reforms were implemented starting in 1978. The post-reform financial
system is dominated by financial intermediaries, especially four state-owned banks, while the
capital market is still at a relatively early stage of development with the limited scale of direct
finance (Chen, 2006). Loans are regarded as the primary source of external funding for
Chinese firms. On the other hand, direct finance through bond and stock markets still plays a
relatively limited role although it is expanding rapidly. In particular, the access of the
corporate sector to the bond market is limited since this market is essentially reserved for the
central government to raise funds (Chen, 2006).

As shown in Figure 1, in all five countries, the major reason why SOEs and private firms
did not apply for any line of credit or loan is that they have sufficient capital and do not need
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Note(s): SOE = state-owned enterprises. Percentages are calculated based on the number of
firms responded (not leaving blank answers)
Source(s): Authors’ Calculations based on 2018 World Bank Enterprises Survey Data

to take loans. For Chinese SOEs, complex application procedures are the second biggest
obstacle, followed by unfavorable interest rates. This is also true for private firms in China
and Vietnam. For private firms that did not apply for any line of credit or loan in India,
Indonesia and Malaysia, unfavorable interest rates are the second biggest constraint,
followed by excessive collateral requirements. In the case of Malaysia, complex application
procedures also came into play.

Our finding for Indonesia is in line with the Farida et al. (2015) study, which finds that high
interest rates are a major drawback of loan schemes available to local micro-enterprise
households in Indonesia. The schemes were launched to meet the country’s financial
inclusion goals. Furthermore, our finding for Malaysia is consistent with Ramlee and Berma
(2013), which finds that unaffordable market interest rates are the main deterrent to
participating in the formal financial sector for micro and small enterprises in Malaysia.

Meanwhile, our finding for Vietnam is consistent with the results of a survey of business
trends of 2014 announced by the General Statistics Office of Vietnam (GSO, 2014). The survey
finds that complex and time-consuming application procedures are a major reason why 23%
of enterprises could not get a bank loan. If this problem of inefficient administration is not
resolved, the large amount of capital requirements would be wasted, despite the relatively low
level of interest rates in Vietnam. The finding for China is also in line with the Li ef al. (2016)
study which finds that the high percentage of credit-constrained rural households from
Jiangxi province could be explained by complex loan application procedures and lending
processes.
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Table 3 compares the performance of SOEs versus private firms in dealing with
government regulations. Before discussing the results, it is important to mention that apart
from the Enterprise Surveys, the World Bank has another survey titled “Doing Business
Surveys” that assesses the business climate and includes the issue of dealing with
government regulations. The principal difference between the two surveys is that Doing
Business Surveys focus on de jure processes whereas Enterprise Surveys concentrate on de
facto practice. The assumption underlying the Doing Business Surveys is compliance and no
deals. That is, firms fully comply with the rules and that no direct or third-party facilitation
(monetary or otherwise) is involved. Furthermore, the respondents of the World Bank’s Doing
Business Surveys are local experts, not firms. On the other hand, the Enterprise Surveys
report the experiences of firms, and firms are explicitly questioned about how they make
deals (for example, payment of bribes and time spent with officials). It turned out that these
two opposite assumptions explain the large gaps found between the two sources of data
(Hallward-Driemeier and Pritchett, 2015). Many firms in Enterprise Surveys report engaging
in a wide variety of influence-gaining activities in their dealing with government regulations.

For most countries, except China, there was a higher percentage of SOEs that were visited
or inspected by tax officials compared to private firms. In China, India and Malaysia, SOEs
face a higher number of visits by or meetings with tax officials. The opposite is observed for
Indonesia and Vietnam. Many SOEs refused to reveal whether they were expected to give an
informal gift or payment related to an import license or an operating license, resulting in
insufficient data for analysis. While several private firms also refused to answer this
question, responses from private firms showed that a substantial proportion (14-27%) gave
an informal gift or payment for an import and/or operating license in all five countries.
Furthermore, compared to SOEs, private firms are more likely to be expected to give an
informal gift or payment related to construction-related permits in all five countries.

While these findings do not show clear support for our proposed hypothesis, they are
consistent with the fact that most of these countries had a very poor record in ease of doing
business. According to the World Bank’s Doing Business Indicators report, as of 2015, China,
India, Indonesia, Malaysia and Vietnam ranked 84th, 130th, 109th, 18th and 90th, respectively,
out of 189 countries in terms of the ease of doing business (Figure 2). Furthermore, corruption is
also pervasive in these economies. The alarming level of corruption is shown by Transparency
International’s Corruption Perceptions Index (2015). In particular, China, India, Indonesia,
Malaysia and Vietnam ranked 83rd, 76th, 88th, 54th and 111th, respectively, out of 167
countries. It is widely believed that corruption is a significant factor behind weak investment
and productivity performance.

For instance, despite the overall success of Chinese economic reforms, high levels of
corruption remain an obstacle to doing business in China. This is attributable to an inadequate
legal system and traditions such as “guanx:”, which loosely translates to personal connections,
relationships or social networks (Hwang, 2004). Guanxi has long been considered essential in
Chinese business practices as well as other domains of life, society and polity. To warm up
relationships, gifts are offered to the counterparty or government officials. Once the gift is
accepted, there is a high possibility (which likely positively correlates with the amount of the
gift) that the receiver would return the favor given by, for example, granting official permission
or license (Li, 2011a).

The labor performance of SOEs versus private firms is compared in Table 4. With regard
to the average number of years of education for a typical permanent full-time production
worker, the figures of SOEs and private firms are quite close to each other in China, Indonesia
and Vietnam. On the other hand, the figures for SOEs in India (12.5 years on average) are
significantly higher than those for private firms (9.75 years on average). This pattern also
holds for the proportion of full-time permanent workers who completed secondary school. In
China, Indonesia and Vietnam, these figures of SOEs and private firms are similar to each
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other. In contrast, the gap is quite wide for India and Malaysia. A significantly higher
proportion of SOEs has full-time permanent workers with minimum secondary school
education (77.5%) compared to private firms (50.8%) in India. The reverse is true for
Malaysia, where the corresponding figures are 61.5% for SOEs and 79.2% for private firms.

Regarding the provision of formal training programs for permanent, full-time employees,
SOEs in most countries except Malaysia seem to invest more than their private counterparts.
Specifically, the figures for SOEs are very high for China and India (100% for India and
approximately 95% for China), moderately high for Indonesia with about 67 %, followed by
Vietnam (33.33%) and Malaysia (25%). Table 5 shows that the primary focus of formal
training programs varies across countries. In Malaysia, the highest percentages of both SOEs
and private counterparts focus on work ethic and commitment. This could be explained by
Islamic principles since Malaysia is a Muslim-majority country. Our result is consistent with
Ramalu et al. (2016) who indicated that Islamic work ethic has become the most influential
factor in shaping Malaysian work value systems and workplace behavior. In Vietnam, both
types of firms concentrate on technical skills (other than IT), vocational and job-specific skills,
which are also the central themes of training programs for the majority of private firms in
Indonesia. For Indonesian SOEs, the most popular themes of formal training programs are
interpersonal and communication skills.

SOEs and private firms that do not have formal training programs for their employees do
not see a need for such investments (See Figure 3). For Indonesian and Vietnamese SOEs, the
second biggest factor is the lack of relevant training programs while for Malaysian SOEs, it is
the lack of external agencies that can provide training. For Indonesian and Malaysian private
firms, the second-biggest constraint is the high cost of training programs while for
Vietnamese private firms, it is the lack of relevant training programs. Our finding is
consistent with the findings from Nguyen ef al. (2011) for Chinese and Vietnamese firms.
Vietnamese employers often favor acquiring modern equipment and expanding factories
rather than training and developing workers. Furthermore, the quality of general education is
inadequate for the needs of employers.

In many developing Asian countries, institution-based technical vocational education and
training (TVET) capacity is insufficient to meet the training needs even for the new entrants
to the labor force (Ra et al, 2015). For instance, the current capacity of India’s training system



China
Private
firms

Vietnam
Private
firms

Indonesia
Private
firms

India
Private
firms

Malaysia
Private

SOEs SOEs SOEs SOEs firms SOEs

Average number 9.9 10.2 125 9.8 11.0 1068 113 883 107 10.66
of years of
education of a
typical permanent
full-time
production worker
(19a)*

Average
percentages of full-
time permanent
workers who
completed
secondary school
(19b)

Percentages of
firms that have
formal training
programs for its
permanent, full-
time employees
(110)

Percentages of - - - -
firms that

terminate any

permanent full-

time workers due

to lack of the

required skills

(eall2)

Percentages of - - - -
firms that

terminate any

permanent full-

time workers due

to poor

performance

(eall3)

Note(s): Percentages are calculated based on number of firms responded with specific numbers (not leaving
blank answers)

Source(s): Authors’ calculations based on 2018 World Bank Enterprises Survey Data
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can only accommodate the training needs of approximately 13 million new entrants into the
labor force every year (Panth, 2013). This low capacity of the country’s training system is due
to the low level of overall public spending on TVET. Less than 5% of total GDP is allocated to
the education budget in South Asia (Panth, 2013). Furthermore, firms are not willing to make
up for the shortfalls in the training capacity of TVET providers. Consequently, in many
Asian countries, especially in transition economies where SMEs and informal sector jobs
account for a significant portion of total employment, employers provide employees with
very limited on-the-job training. Such underinvestment can be explained by many factors,
including rapid economic restructuring, poor investment climate and the risk of newly
trained employees being poached by competitors (Ra et al., 2015).
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4. Concluding observations

In this study, we analyze and compare the performance of SOEs versus private firms in five
middle-income Asian countries — China, India, Indonesia, Malaysia and Vietnam. To do so, we
focus on a number of key performance indicators, namely internationally recognized quality
innovation, product and/or service innovation, financing of operations, dealing with
government regulations and labor performance. The analysis was conducted using data from
the World Bank’s Enterprise Surveys for the five countries for the 2012-2015 period. The
evidence points to performance gaps between SOEs and private firms in innovation
performance, operational financing and bribery activities in dealing with government
regulations.

However, more significantly, SOEs and private firms face common challenges in doing
business in those countries. These include limited access to financing and a lack of
professional training programs. Our most significant finding is that in middle-income Asian
countries, there is plenty of scope for improving the business climate for both SOEs and
private firms. Such an improvement will significantly improve the performance and
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efficiency of both types of firms. We now discuss the most significant findings that emerge
from our comparative analysis, along with potential policy implications associated with those
findings.

First, we find that SOEs seem to innovate more than private firms. In this context,
policymakers in the five countries may learn from the experiences of Japan. Success in
innovation transformed Japan into one of the world’s leading economies and technology
powerhouses. Competitive challenges from the newly industrialized economies, China and other
Asian countries spurred the innovation that remains the key to the country’s international
competitiveness. Private firms in general and equity-financed small firms, in particular, have
proven adept at developing new ideas and bringing them to the market. However, in contrast to
SOEs, these private firms face a range of obstacles when they seek to bring new products and
processes to the market (National Research Council, 2009). Public policies are thus needed to
mitigate this problem by reducing the structural challenges and financial difficulties facing such
innovative firms so that national innovative capacity can be strengthened (National Research
Council, 2009). Strong technological and digital innovation capabilities enhance the firm’s
capacity to cope with crises, even unprecedented crises such as the coronavirus pandemic.

Second, the results suggest that in emerging Asia, unaffordable interest rates and
excessively complex procedures are major obstacles for firms to access financing options
from the formal financial system. Hence, financial development and financial inclusion
should be further promoted, especially in India, Indonesia and Malaysia. Along with efforts to
improve the soundness and efficiency of the banking system, which continues to dominate
Asia’s financial systems, equity and bond markets should be developed. Financial
development can bring down the cost of capital and improve the access of both SOEs and
private firms to reasonably priced credit. At the same time, efforts must be made to promote
financial inclusion, particularly to improve the access of SMEs to formal finance at a
reasonable cost. Liquidity support and government assistance are especially important for
SMEs during COVID-19. Without such public intervention, the pandemic could have caused a
three-fold increase in aggregate SME bankruptcy rates in 17 OECD countries (Gourinchas et
al., 2020).

For Vietnam and China, administrative procedures related to the loan application and
lending processes should be simplified and made straightforward to facilitate access to
finance of private firms in general and SMEs in particular. Due to excessively complex
application procedures for business loans, many micro-enterprises tend to rely on personal
loans to finance their business operations. Consequently, these enterprises are required to pay
much higher interest rates. As a result, more cost-effective financing options remain
underutilized. This is evident in the Shi (2017) study which examined SMEs in China. The
study found that complex loan application procedures and long cycles are a major reason that
this group of enterprises relies on private lending. Fortunately, the use of technology in
financial services picked up during the COVID-19 pandemic, thereby mitigating the complex
application problem.

Third, the results indicate that informal gifts are generally expected for private firms in
dealing with government regulatory agencies. High and growing informal payments to public
officials contributed to the deterioration of manufacturing firms’ productivity in India (Sen,
2017). This suggests that a higher level of bribery impedes the labor productivity of an average
firm. Furthermore, firms that bribe officials are shown to experience lower productivity than
other firms (Sen, 2017). The negative influence of bribe taxes on firm performance is also
documented in previous studies at both the micro (for instance, De Rosa et al, 2015; Kochanova,
2012) and macro levels (for example, Campos et al, 2010; Mauro, 1995). Vershinina et al (2014)
found that informal gift imposes a heavy financial burden on financially constrained small and
micro businesses with already scarce resources. Furthermore, most significantly, the necessity
of paying a bribe might discourage start-ups and entrepreneurship, dampening broader



economic dynamism. Corruption can act as a prohibitive tax on risk-taking by innovative
entrepreneurs who could develop new products and technological processes.

Anti-corruption legislation is now increasingly enforced in China, Vietnam and elsewhere
in Asia but much more needs to be done to fundamentally tackle the virus of corruption. For
instance, Guanxi-related gifts can be considered bribery by foreign companies according to
national and international anti-corruption laws. The Anti-Unfair Competition Law in China
provides regulation on Guanxi-related gifts and hospitality to some extent, but enforcement
has been poor and thus needs to be strengthened further.

Fourth, technical knowledge and soft skills are identified as key priorities in training
programs provided by employers to employees. However, only a relatively small number of
firms, especially private firms, were reported to have such official training programs that are
tailored to their needs. Lack of relevant training programs and high training costs are major
obstacles that prevent firms from offering formal training programs to their employees.
Relatively low rates of access to various types of TVET can diminish economic competitiveness
and cause skills mismatches (Ra et al, 2015). A 2013 International Labour Organization (ILO)
survey of Association of Southeast Asian Nations (ASEAN) Employers on skills and
competitiveness documented the lack of vocational training as the second greatest source of
skills gaps (Emerging Markets Consulting, 2014). Many Asian countries are saddled with
inefficient education and training systems, a problem that was exacerbated by COVID-19
(Daniel, 2020). Policymakers need to address this challenge by working with businesses and
other stakeholders to implement medium-to long-term solutions. These include expanding online
and technology-based teaching and learning as well as developing appropriate accreditation,
assessment and vocational qualification systems to bring about improvements in the quality,
relevance, efficiency and equity of national education and vocational training systems.

Notes
1. See https://english.ckgsb.edu.cn/knowledges/state-owned-enterprise-reform-china/
2. While the nature of the industry may affect the performance of a firm, due to data unavailability, we

do not have enough data to make a comparison of performance across firms in the same industry or
the average performance of firms across industries.

3. See: https://www.enterprisesurveys.org/en/about-us/frequently-asked-questions
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Table Al.
Descriptive statistics
of the data

Appendix

China India  Indonesia Malaysia Vietnam

Number of 2,700 9,281 1,320 1,000 996
firms

Percentage of indicators
Size of locality ~ City with population over 1 9863% 3879%  72.27% 22.70% 80.99%

million

Over 250.000 to 1 million 041% 3224%  22.80% 40.60% 0.20%

50.000 to 250.000 096%  23.36% 3.86% 29.20% 1.01%

Less than 50.000 0.00%  561% 1.06% 7.50% 17.81%
Size of firm Micro <5 0.00%  0.00% 0.00% 0.00% 0.70%

Small > 5and <19 36.70% 3362%  34.62% 3830%  38.35%

Medium > 20 and < 99 3519% 4375%  34.70% 3220%  34.54%

Large > 100 2811% 2264%  30.68% 2950%  2641%
Ownership SOEs 357%  012% 0.61% 0.90% 1.51%

Private firms 96.43%  99.88%  99.39% 99.10%  9849%
Firm’s current ~ Shareholding company with 204%  218% 0.76% 841% 3.94%
legal status shares trade in the stock market

Shareholding company with 511%  830% 0.23% 19.22% 18.08%

non-traded shares or shares

traded privately

Sole proprietorship 4804%  4740%  54.17% 24.12% 44.04%

Partnership 859% 19.38%  36.67% 39.44% 2.32%

Limited partnership 34.15% 19.79% 8.18% 8.81% 23.13%

Other 207%  296% 0.00% 0.00% 8.48%

Source(s): Authors’ Calculations based on the World Bank’

s Enterprise Surveys
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