
Volume 3 Issue 1, 2022 

DOI: 10.6981/FEM.202201_3(1).0048 

398 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Mixed Reform of State-Owned Enterprises and Enterprise 
Financialization 

-- Based on the Perspective of Non-State Equity Director 
Appointment 

Fan Sun 
College of Economics and Management, Southwest University, Chongqing 400715, China. 

Abstract 
In the mixed reform of state-owned enterprises (SOEs),directors appointed by non-state 
equity may conflict with state-owned directors in board decisions for the long-term 
development of SOEs, or they may reach a tacit agreement with state-owned directors 
for personal interests. So, can non-state directors influence the financialization of SOEs? 
what is the mechanism? This paper selects listed entity SOEs in Shanghai and Shenzhen 
from 2007-2017 as a sample, and examines the relationship between non-state director 
appointment and SOEs’ financialization from mixed subject insight, in terms of both 
financialization behavior and results, and explores the moderating effects and 
mechanisms based on top echelon theory and agency theory. The study finds that the 
director appointment of non-state equity has a “governance effect” rather than a 
“boosting effect” on SOEs’ financialization, as evidenced by a significant reduction in 
financial asset allocation behavior and gains. After considering the realized and 
unrealized gains of financial assets, it is found that this kind of “governance” is mainly 
reflected in the suppression of realized gains. The group test of the moderating effect 
shows that the greater the heterogeneity of the board of directors, the more obvious the 
“governance effect”, which is manifested as a positive moderating effect. The mechanism 
test shows that non-state directors significantly reduce agency costs, thereby inhibiting 
SOEs’ financialization. The above research not only provides policy reference for the 
mixed reform of SOEs, but also provides experience and reference for the 
financialization of SOEs to formulate “grasp the scale and restrain excessive” plan. 
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1. Introduction 

In October 2019, the State-owned Assets Supervision and Administration Commission issued 
the “Operational Guidelines for the Mixed Ownership Reform of Central Enterprises”, marking 
the further deepening of mixed ownership reform (hereinafter referred to as “mixed reform”) 
at the level of central enterprises. Mixed reform is an important part of China’s economic system 
reform, which has gone through four stages: “decentralization and transfer of profits”, “system 
innovation”, “in-depth advancement”, and “strengthening of difficulties” [1]. Due to the 
predicament of the owner’s absence of SOEs, the mixed reform hopes to promote the cross-
holding and mutual integration of state-owned capital, collective capital, and non-state-owned 
capital through “state-owned capital giving way” and “non-state-owned capital filling the 
position”. In this way, various types of ownership capital can learn from each other’s strengths 
and develop together, thereby enhancing the vitality of SOEs and stimulating economic growth. 
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Therefore, the mixed reform is the focus of the reform of SOEs as well as a hotspot of academic 
research. Existing research is mainly carried out from two aspects. The first is the “state-owned 
capital giving way” aspect, that is, the diversity of mixed entities. The second is the “non-state-
owned capital filling the position” aspect, that is, the depth of mixed entities. This paper 
suggests that the diversity of mixed entities is only the formal completion of mixed reforms, 
and it is necessary to fully understand mixed reforms from the depth of mixed entities. The 
literature on the depth of mixed entities mainly studied the impacts of mixed reform on 
company performance[2], cash holdings [1], and executive compensation incentives [3], which 
focused on the shareholder level or the board level. Regrettably, neither the diversity of mixed 
entities nor the depth of mixed entities have found research on the impact of mixed reforms on 
the financialization of SOEs. 
In recent years, the “removal ofthe real to the virtual” of the economy has aroused the great 
attention of the Party Central Committee. General Secretary Xi Jinping pointed out: “We must 
always attach great importance to the development and expansion of the real economy, and we 
cannot take the path of single development and deviating from reality to virtual.” The Central 
Economic Work Conference has repeatedly pointed out the need to prevent and control 
financial risks. The report of the 19th National Congress of the Communist Party of China clearly 
proposed to deepen the reform of the financial system and promote finance to effectively 
support the real economy. Enterprise financialization is the important channel for the economy 
to “remove from the real to virtual” at the micro level. The main phenomenon include that 
financial investment activities are gradually active [4], and profits are gradually from financial 
assets. The financialization of entity enterprises could be understood from two aspects: 
behavior and results. From the behavior point of view, enterprise financialization means that 
non-financial enterprises have a high degree of enthusiasm to participate in the financial 
market, continuously increase the allocation of financial assets, and use more funds for financial 
asset investment. From the result point of view, enterprise financialization means that the 
profits of real enterprises come from financial channels rather than traditional production and 
trade channels [5]. Regarding the motives of the financialization of entity enterprises, this 
paper summarizes the literature and suggests that it is mainly due to two aspects. The first is 
strategic investment. According to the precautionary savings theory, the strong liquidity and 
lower realization cost of financial assets can provide funds for the production and operation or 
R&D activities of enterprises. The financial assets of real enterprises can be used as preventive 
savings to prevent the shortage of funds from adversely affecting business operations. This 
motive is also called “reservoir” or “precautionary measures” [6-7]. The appreciation of 
financial assets can improve the financial status of enterprises, which in turn facilitates 
refinancing and physical investment [8]. In addition, in order to enter the market, the entity 
enterprise needs to invest in the market enterprise, so the motive of holding the financial asset 
is for production and operation or R&D activities. Thus, the strategic investment in financial 
assets is conducive to “promote finance to effectively support the real economy”. The second is 
financial investment. Due to the declining gain on investment in the real market and the 
booming financial market, the financialization of entity enterprises can find new profit growth 
points through arbitrage, and pursue financial asset gains by reducing investment in operating 
assets. This motive is also called “replacement”, “crowding out” or “deciding what to do” [9-12]. 
In addition, due to financing constraints [4], small and medium-sized enterprises (SMEs) have 
to raise funds from large enterprises in order to raise funds. Large enterprises can obtain loans 
more easily because of their size and good credit [13], which could increase financial assets by 
refinancing these SEMs and then obtain returns. It can be seen that financial investment in 
financial assets is a way to “remove from reality to virtual”. 
From the above motives, it seems that the allocation of financial assets by real enterprises is 
two-sided, so they should not fall into the blind spot of “black or white” and “right or wrong”, 
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but should be rationally understood and dialectically  viewed. In general, it is necessary to 
“grasp the scale and restrain excess”. To achieve this, it is necessary to understand the 
influencing factors of the financialization of entity enterprises from both the behavior and the 
results. Because the analysis of influencing factors helps to find the implementation strategy of 
“grasping the scale” and the control plan of “inhibiting excessive”, so as to accurately control 
the degree of financialization of entity enterprises. Research on the factors affecting the 
financialization of entity enterprises has begun to increase in recent years. At the macro level, 
the research mainly focus on shareholder value orientation [14], economic policy uncertainty 
[15]. At the micro level, the research mainly focus on CEO’s financial background [12]. Existing 
studies have conducted a good exploration of the factors affecting the financialization of entity 
enterprises, but there are still some shortcomings. Firstly, there are certain limitations in 
macro-level research. It is difficult to observe the differences between micro-individuals, and 
the impact of macro-factors cannot be subjectively changed [12]. Secondly, research at the 
micro level does not distinguish the nature of corporate property rights. Financialization is the 
choice of enterprise resource allocation and business strategy. The nature of different property 
rights determines the enterprise governance structure [16], which in turn affects the choice of 
enterprise financialization. Therefore, it is necessary to distinguish the nature of property 
rights. Thirdly, it is not comprehensive to conduct research only from the aspect of 
financialization behavior without exploring the results of financialization. Different from 
previous studies, based on the background of the mixed reform of SOEs and the perspective of 
non-state-owned equity appointment directors, this paper explores the impact of “non-state 
capital supplementation” on the financialization of SOEs from two aspects: behavior and results. 
It is helpful to understand the impact of the mixed reform on the resource allocation and 
business strategy of SOEs. it can also provide experience and reference for the formulation of 
the plan of “grasping the scale and restraining excessive” of the financialization of SOEs. 
Specifically, the main research question of this paper is whether the appointment of non-state-
owned equity directors will have an impact on the financialization of SOEs? Is it a “governance 
effect” or a “boosting effect”? What is the performance in financialization behavior and results? 
According to the high-level echelon theory, the heterogeneity of board members will produce 
different cognitive models, and cognitive conflicts will occur in decision-making, which is easy 
to produce differentiated views. Can this differentiation play a moderating role in the 
financialization of SOEs? The improvement of enterprise governance can help reduce agency 
costs. So, can the appointment of directors with non-state-owned equity reduce agency costs, 
and thus affect financialization? Based on this, this paper selects 2007-2017 listed entity SOEs 
in Shanghai and Shenzhen stock exchanges as a sample for research. Research shows that the 
appointment of non-state equity directors has a “governance effect” on the financialization of 
SOEs, as evidenced by a significant reduction in financial asset allocation behavior and realized 
benefits. After considering the realized and unrealized benefits of financial assets, it is found 
that this kind of governance is mainly reflected in the suppression of realized benefits. The 
group test of the moderating effect shows that the greater the heterogeneity of the board of 
directors, the more obvious the “governance effect”, which is manifested as a positive 
moderating effect. The mechanism test shows that the appointment of a board of directors by 
non-state-owned equity significantly reduces agency costs, thereby inhibiting the 
financialization of SOEs. 
This paper may have three contributions. Firstly, in the existing literature on the economic 
consequences of the mixed reform of SOEs, no scholars have discussed the relationship 
between mixed reform and the financialization of SOEs. Financialization is an “activity-oriented” 
of business strategy and resource allocation and an “accumulation-oriented” of profit-making 
methods [5]. The long-term owner deficit has led to a bias in the financialization motive of SOEs 
toward financial investment, making these two orientations of SOEs deviate from maximizing 
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enterprise value. The research on the relationship between the appointment of non-state-
owned equity directors and the financialization of entity SOEs in the mixed reform helps us to 
evaluate the impact of the mixed reform on the management strategy and value orientation of 
state-owned enterprises from the view of governance. Therefore, the research results of this 
paper can enrich the related research on mixed reform of SOEs. Secondly, in the existing 
research on the causes of enterprise financialization, the measurement of financialization is 
mainly based on the allocation of financial assets. This paper conducts research from two 
aspects of the financialization behavior and results of SOEs. In the study of financialization 
results, we further distinguish between controllable results (realized financial asset benefits) 
and uncontrollable results (unrealized financial asset benefits) of SOE financialization, which 
enriches the research related to the financialization of entity enterprises. Thirdly, this paper 
not only studies the influence of non-state-owned equity board of directors on the 
financialization of SOEs, but also quantifies the heterogeneity of the board of directors of SOEs 
based on the high-level echelon theory, and explores the moderating effect of the heterogeneity 
of the board of directors. At the same time, we study the intermediary effect of agency costs in 
the appointment of non-state-owned equity directors and the financialization of SOEs. These 
studies can not only enrich the literature on the relationship between the mixed reform and the 
board of directors of SOEs, but also expand the relevant research on enterprise governance 
structure in the field of financialization. 

2. Theoretical Analysis and Research Hypothesis 

2.1. Causes and Motives of Soes’ Financialization 
The separation of the two powers of SOEs has led to serious agency problems, resulting in the 
absence of owners [17]. This mainly comes from in the different goals of owners and operators. 
Under the assumption of a rational broker, the owner’s goal is to maximize the value of the 
enterprise, stimulate economic growth, and benefit the people. However, the goal of the 
operator is to maximize personal interests The inconsistency of goals triggers the opportunistic 
motives of the operators, distorts the investment behavior, and leads to the overinvestment of 
the enterprises. In addition, the non-marketization of the selection and appointment 
mechanism of SOEs’ operators have resulted in a lack of effective supervision and sufficient 
incentives for operators. As a result, SOEs’ operators eager to behave in seeking a political 
future [18], and they have a strong motivation to overinvest in order to achieve diversification 
goals to obtain job promotion [19]. Research shows that SOEs’ operators are more likely to 
overinvest. The investment in financial assets can satisfy the “urgent performance” of SOEs’ 
operators, help them complete their tasks and obtain excess returns. Even if the investment 
fails, the cause can be attributed to the external environment. And operators always hope that 
financial asset investment returns will be realized during their tenure. The pressure to increase 
short-term returns will encourage operators to tend to invest in financial assets rather than 
operating assets [8]. Coupled with the good credit and political resources of SOEs, they can 
easily obtain bank loans and act as a financial intermediary. More and more SOEs have acted as 
financial intermediaries, and more than half of SOEs’ re-lending interest rate is higher than the 
market interest rate, up to 24.5%. This kind of re-lending behavior has further deepened the 
degree of financialization of SOEs. In summary, SOEs’ financialization stems from the 
inconsistency of interests between owners and operators, and the motivation for 
financialization is financial investment. Studies have shown that the suppression of the main 
business performance and the financialization of real enterprises are more obvious in SOEs [4], 
and the behavior and results of financialization of SOEs are higher than that of non-state-owned 
enterprises. 
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2.2. Non-State-Owned Equity Director Appointment and Soes’ Financialization 
SOEs have formed a diversified shareholding structure through mixed reforms. The 
shareholding structure is the main determinant of corporate governance [17], and the board of 
directors is an important part of corporate governance [20]. The key to the ability of non-state 
equity to achieve supervision and governance of SOEs’ operator is to have a voice on the board 
of directors. The appointment of directors by non-state equity is a way to gain a voice. Studies 
have shown that about 15% of listed SOEs have non-state equity directors appointed directors, 
and the proportion of such appointments varies significantly among SOEs [3]. 16% of the 
directors of listed SOEs were appointed from non-state equity between 2008 and 2014. The 
assignment of non-state equity directors may have both a “governance effect” and a “boosting 
effect” on SOEs’ financialization. 
From the perspective of “governance effect”, non-state equity has clearer property rights than 
state equity, and is more willing to monitor the self-interest SOEs operator, which can alleviate 
the inconsistency of interests between owners and operators to a certain extent. It is conducive 
for non-state equity to conduct more business activities based on the value maximization 
objective, and motivates SOE operators to reduce financial asset allocation and subjective 
pursuit of financial asset gains. As non-state equity gains a voice on the board of directors, its 
“governance” over the financialization of SOEs becomes not only a willingness to monitor at the 
shareholder level, but also the ability to discipline at the board level. Corporate governance can 
curb excessive investment behavior of enterprises, constrain operators' rights and narrow the 
space for rent-seeking by increasing participation in decision making and realigning the power-
responsibility-benefit relationship [21]. Thereby improving management’s short-sighted goals, 
prompting them to pursue the long-term development of the enterprise [22], and reducing 
opportunistic or moral hazard behaviors [3]. The appointment of non-state equity directors can 
achieve the governance of SOE operators’ “urgent performance” and self-interest goals, and can 
also rely on the board of directors to improve the short-sighted goals of SOEs and form a long-
term development value orientation. SOEs will not subjectively pursue financial assets for 
short-term performance growth, so they will reduce the over-allocation of financial assets to a 
certain extent and allocate more resources to business activities that contribute to the long-
term development of the enterprise, such as production and R&D. Based on the above analysis, 
hypothesis 1-1 is proposed: 
H1-1:Directors appointed by non-state-owned equity has a “governance effect” on SOEs’ 
financialization, which may reduce financial asset allocations and realized benefits significantly. 
From the perspective of “boosting effect”, on the one hand, the non-state shareholders  coming 
from the mixed reform may be passive shareholders. It is not clear whether the voice obtained 
by its appointed directors will play a role. They choose to “piggyback” on the rational cost-
benefit analysis and form a tacit agreement with the state-owned directors in the board to gain 
their own returns by supporting the over-allocation of financial assets. Moreover, the liquidity 
of stocks provides them with an exit mechanism and investment space. They hope to improve 
the short-term performance of state-owned enterprises to boost stock prices and bring them 
profit. On the other hand, the purpose of non-state-owned equity entering SOEs may also be to 
use the political resources and good credit of SOEs [2] to deal with the resource and 
institutional constraints, and to obtain rent-seeking income through non-market transactions. 
In order to avoid damage to their own interests, directors appointed by non-state-owned equity 
are unwilling to disagree with state-owned directors in the decision-making process of the 
board. They will achieve their goals by helping SOE operators with their “urgent performance” 
and self-interest goals. In this scenario, the non-state equity-appointed board of directors helps 
financialize SOEs. Based on the above analysis, hypotheses 1-2 is proposed. 
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H1-2:Directors appointed by non-state-owned equity has a “boosting effect” on the 
financialization of SOEs, which may increase  the financial asset and realized benefits 
significantly. 

2.3. The Moderating Role of Board Heterogeneity 
According to the high-level echelon theory, the demographic characteristics of the board team 
have shaped different cognitive models, which in turn have an impact on decision-making. The 
heterogeneity of the decision-making team reflects the cognition, skills, social and professional 
connections of team members [23]. It provides the decision-making team with different 
resources to overcome the problems faced by the globalization process such as information 
excess and domestic market short-sightedness and other issues [24]. Team heterogeneity is 
divided into two categories. The first category is related to occupations, such as education level, 
professional experience, and career duration. The second category is related to society, such as 
age, gender, ethnicity. Generally speaking, the first type of heterogeneity is more important in 
decision-making and stimulate discussion [25]. Therefore, this paper uses education level, 
tenure time and professional skills to measure the heterogeneity of the board of directors for 
research. 
There are significant differences in the moderating effect of the heterogeneity of the board team 
of state-owned enterprises in financial decision-making. On the one hand, the directors with 
small heterogeneity cannot produce cognitive conflicts in the decision-making process due to 
the small differences in professional backgrounds. It is difficult to critically consider the 
opinions of team members and put forward different opinions form a group thinking model 
[26], and promote harmony between non-state-owned equity appointed directors and others. 
This has shown a positive regulatory effect in the “boosting effect” of the non-state-owned 
equity directors on the financialization of SOEs. On the other hand, the highly heterogeneous 
board team provides different cognitions and perspectives for the board to evaluate the 
financialization of SOEs due to differences in education. The heterogeneity of tenure means that 
directors has different experience to understand the financialization of SOEs. The heterogeneity 
of professional skills makes the directors have different abilities and relationships to 
understand the financialization of SOEs. Different evaluations and understandings provide 
different perspectives in the financial decision-making of SOEs. It plays an important role in 
improving the short-sighted goals of the board of directors, and prompts them to make 
decisions that are conducive to the long-term development of enterprise. Thus, it has a 
favorable regulatory role in the “governance effect” of the non-state-owned equity directors on 
the financialization of SOEs. Based on the above analysis, hypothesis 2 is proposed: 
H2-1:The greater the heterogeneity of the board, the more obvious the “governance effect” of 
non-state-owned equity appointed directors on the financialization of SOEs. 
H2-2:The smaller the heterogeneity of the board, the more obvious the “boosting effect” of non-
state-owned equity appointed directors on the financialization of SOEs. 

2.4. The Mediating Effect of Agency Costs 
We have analyzed the “governance effect” and “boosting effect” of the non-state directors on 
the financialization of SOEs. Then, what is the mechanism of this governance and boosting effect? 
Agency costs have become the main factor affecting the competitive advantage of the enterprise 
system. The nature of property rights determines the governance structure, leading to 
differences in agency costs [16]. Enterprises invested entirely by individuals have the lowest 
agency costs. Enterprises that are wholly invested by the state have the highest agency costs. 
And the agency cost of mixed property right enterprises is somewhere in between. In terms of 
manifestations, management agency costs include excessive public funds consumption, 
placement of relatives in certain positions, and rebates for purchases. Controlling management 
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agency costs requires corporate governance. The introduction of non-state equity by “giving 
way to state equity” can form mixed property rights, but whether it can improve governance 
and reduce agency costs depends on the quality of the investor. Qualified strategic investors 
can promote changes in corporate governance [21], effectively restrain the “urgent 
performance” and self-interest goals of SOEs’ operators, thereby reducing agency costs. 
However, negative investors may participate in on-the-job consumption and contribute to 
“urgent performance” by “piggyback” and drawing on SOEs resources and credit [2], thus 
increasing SOEs agency costs. Moreover, Existing cases have shown that negative investors will 
also bribe SOEs operators to facilitate their own hollowing out and increase the agency costs of 
SOEs. The above analysis shows that the appointment of directors by non-state-owned equity 
may reduce agency costs and may increase agency costs. The key depends on its quality. 
The greater the agency cost of SOEs, the more serious the overinvestment and the higher the 
degree of financialization. On the one hand, the higher the agency cost of SOEs, the stronger the 
operator’s control over the free cash flow of the enterprise, and the cash flow will be invested 
in projects that bring private benefits [27]. The short term return pressure of SOEs operators 
makes cash investment in financial investment, which leads to the financialization of SOEs. On 
the other hand, abnormal remuneration is an alternative choice for operators to make up for 
compensation constraints. The greater the agency cost of SOEs, the more the operators pursue 
abnormal remuneration. And more investment provides convenience for obtaining more 
abnormal returns. Therefore, the agency cost of SOEs is positively related to financialization. 
Based on the above analysis, hypothesis 3 is proposed: 
H3-1:The appointment of non-state-owned equity directors will reduce agency costs and 
govern the financialization of SOEs. 
H3-2:The appointment of non-state-owned equity directors will increase agency costs, thereby 
promoting the financialization of SOEs. 
 

 
Figure 1. Analysis of the influence mechanism of the non-state equity director appointment 

on the financialization of SOEs 

3. Research Design 

3.1. Samples and Data 
This paper selects 2007-2017 state-owned listed enterprises in Shanghai and Shenzhen as the 
sample[30]. The state-owned enterprises is that the ultimate controller is “state-owned 
enterprise 1100” or “state-owned institution 2100”. The reasons for selecting state-owned 
listed enterprises are as follows. Firstly, non-listed state-owned enterprises generally hold 100% 
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of state-owned equity. Compared with listed state-owned enterprises, its mixed ownership 
reform is weaker, and there are fewer non-state-owned equity delegation data. Secondly, the 
information disclosure of listed enterprises is more comprehensive, true and easy to obtain, 
which can increase the reliability of research conclusions [3]. In this paper, the proportion of 
non-state-owned equity directors appointed is manually collected and sorted according to the 
CSMAR database. The missing part is queried through Juchao Information Network, and the 
remaining data mainly comes from the CSMAR database. And we clean the data according to 
the following principles. Firstly, we exclude listed companies in the financial, insurance and real 
estate industries. Secondly, we eliminate samples with missing relevant data. Finally, a total of 
8092 annual observations were obtained. To avoid interference by extreme values, all 
continuous variables were Winsorized at the 1% level. Data processing and analysis were 
performed by WPS2019 and Stata 15 software. 

3.2. Variable Definition 
(1) Enterprise financialization. ① Financialization behavior. It refers to the allocation of 
financial assets, measured by the degree of financialization, and is tested for robustness by the 
size of financial assets. Referring to Du et al. (2017) [4] and Peng et al. (2018) [15], this paper 
includes a total of nine items in the category of financial assets: trading financial assets, 
derivative financial assets, net loans and advances issued, net available-for-sale financial assets, 
net held-to-maturity investments, net investment properties, net long-term equity investments, 
net dividends receivable, and net interest receivable. It should be noted that the definition of 
financial assets in this paper is slightly different from “Accounting Standards for Business 
Enterprises No. 22-Recognition and Measurement of Financial Instruments”.Firstly, we exclude 
monetary funds and accounts receivable. Operating activities themselves generate currency, 
and accounts receivable are more generated from operating activities. Therefore, the financial 
assets in this paper do not include monetary funds and accounts receivable. Secondly, we 
include investment real estate. Investment real estate has the characteristics of virtualization, 
and its holding purpose is to earn rent or capital appreciation, or both. Therefore, this paper 
includes net investment real estate items in the process of measuring enterprise 
financialization. ②Financialization results. It is defined as the ratio of financial asset gains to 
total assets, and the robustness test is carried out with the ratio of financial asset gains to net 
assets. This paper defines investment gains and fair value change gain or loss as financial assets 
gains. Although asset impairment losses include gains on financial assets, they are more likely 
to be impairment of operating assets (accounts receivable, inventories, fixed assets, intangible 
assets, etc.). Therefore, they are not included in financial asset gains in this paper. Referring to 
the definitions of realized and unrealized, realized gains on financial assets = investment gains 
- portion to associates and joint ventures. The amount of this portion of earnings is primarily 
related to decision making and can be controlled to a greater extent by SOEs. For example, 
deciding whether to sell financial assets according to market conditions and thus controlling 
disposal proceeds, and contractually agreeing on interest rates and thus controlling interest 
gains and dividend gains. Unrealized gains on financial assets = Gains on investments in 
associates and joint ventures + Gain or loss on changes in fair value. This part of the gain is 
determined by the market and the operating conditions of the investee, which is difficult for 
SOEs to control. 
(2) Percentage of non-state equity directors appointed. Referring to Cai et al. (2018) [3], it is 
defined as the percentage of the number of directors appointed by non-state shareholders and 
the number of board members, indicating the influence of non-state equity at the board level. 
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Table 1. Variable definition and description 
Variable 
classification 

Variable name Variable symbol Variable definition 

Dependent 
variable 

Financialization 
behavior 

Financialization 
degree 

Financial1 

(Trading financial assets + derivative 
financial assets + net loans and 
advances granted + net available-for-
sale financial assets + net held-to-
maturity investments + net investment 
properties + dividends receivable + 
interest receivable)/total assets 

Financialization 
size 

Financial2 
Add 1 to the amount of financial assets 
and take the natural logarithm 

Financialization 
results 

Financial assets 
gains 

Gains1 
(Investment income + fair value gain or 
loss)/total assets(Gains2 indicates that 
the denominator is net assets) 

Realized gains Gains_real1 

(excluding investment income in 
associates and joint ventures)/total 
assets (Gains_real2 indicates that the 
denominator is net assets) 

Unrealized gains Gains_unreal1 

(Gain on investments in associates and 
joint ventures + gain or loss on changes 
in fair value)/total assets 
(Gains_unreal2 indicates that the 
denominator is net assets) 

Independent 
variable 

Percentage of non-state equity directors 
appointed 

Non_ds 
Number of directors appointed by non-
state shareholders as a percentage of 
the number of board of directors 

Adjustment 
variables 

Board heterogeneity in SOEs Board_hete 

Measured by three dimensions of board 
members’ education, time in office and 
professional skills, as detailed in the 
variable definitions 

Intermediary 
variables 

Agency costs Agency 
Administrative expenses/operating 
income 

Control 
variables 

Enterprise size Size 
Natural logarithm of the total assets of 
the enterprise at the end of the year 

Asset-liability ratio Leverage 
Total liabilities divided by total assets at 
the end of the year 

Enterprise performance Profit Profit divided by total assets 

Asset structure AS Current assets divided by total assets 

Net cash flow from operations CFO 
Ratio of net cash flow from operating 
activities to total assets at the end of the 
period 

Board size Board 
The number of board members is taken 
as the natural logarithm 

Percentage of independent directors Independent 
Number of independent directors as a 
percentage of the number of board of 
directors 

Percentage of independent directors Dual 
The chairman and general manager are 
both assigned a value of 1, otherwise 0 

Industry effects Industry Industry 

Year effects Year Year 

 
(3) Board Heterogeneity (Board_hete). Referring to Anderson et al. (2011) [28], this paper 
standardizes board heterogeneity using three dimensions of board members’ education, 
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Tenure, and title. 1)Education Heterogeneity(Educate). Board members with different levels of 
education will have very different reserves of knowledge and perceptions of things. In this 
paper, directors are assigned according to their different education levels, with 3 for doctoral 
and master’s degrees, 2 for bachelor’s degrees, and 1 for college degrees and below. The 
Herfindahl index was calculated for each board’s educational attainment, divided by quartiles 
and assigned values of 4, 3, 2, and 1. The value obtained is the educational heterogeneity of each 
board. 2) Tenure heterogeneity (Tenure). It indicates the length of time the board member has 
been a director of the SOE, measured in months. Calculation formula =

directors of office oflength  Average

 tenuresdirector' ofdeviation  Standard
, divided by quartiles and assigned values of 4, 3, 2, and 1. The values 

obtained represent tenure heterogeneity. 3)Title heterogeneity(Title). Measured by the 

number of titles acquired by the board. Calculation formula =
directors ofNumber 

 titlesalprofession with directors ofNumber 
, 

divided by quartiles and assigned values of 4, 3, 2, and 1. The values obtained represent title 
heterogeneity. Board_hete=Educate+Tenure+Title. 
(4) Agency costs (Agency). Existing studies mainly use two alternative indicators to measure 
agency costs: one is the overhead rate and the other is the asset turnover ratio [16], [29]. The 
management expense ratio is more appropriate for measuring agency costs arising from the 
misalignment of shareholders’ and managers’ interests. Although depreciation is included, 
SOEs have poor monitoring mechanisms and insufficient incentives. The value of fixed assets 
and intangible assets in SOEs is inflated compared to private enterprises and contains a large 
amount of in-service consumption and slack. Therefore, the level of depreciation expense can 
reflect the level of agency cost to some extent [16]. Based on this, this paper measures agency 
costs by the overhead ratio, defined as the ratio of overhead to operating income of SOEs. 
(5) Control variables. According to the existing literature, this paper considers the following 
factors that may affect the financialization of SOEs. ①Enterprise size(Size), defined as the 
natural logarithm of the enterprise’s total assets at the end of the year. ②Asset-liability 
ratio(Leverage), defined as total liabilities divided by total assets at the end of the year of the 
enterprise. ③Enterprise performance(Profit), defined as total profit divided by total assets. 
④Asset structure(AS), Defined as current assets divided by total assets. ⑤Net cash flow from 
operations(CFO), defined as the ratio of net cash flow from operating activities to total assets 
at the end of the period. ⑥Board size(Board), defined as the number of board members taking 
the natural logarithm. ⑦Percentage of independent directors(Independent), defined as the 
number of independent directors as a percentage of the number of board members. 
⑧Leadership structure(Dual),.The chairman and general manager are both assigned a value of 
1, otherwise 0. In addition, we control for industry (Industry) and year (Year) effects in the 
model. 

3.3. Research Model 
To test the research hypothesis proposed in the previous paper, with reference to Du et al. 
(2019) [12], the following two models to be tested are constructed in this paper: 
 

itititititititit BoardCFOASroofitPrLeverageSizeds_NonFinancial 7654321    
it111098 Dual ε itititit YearIndustrytIndependen                                           (1)  

 
Model (1) is used to test the effect of non-state equity director assignments on the 
financialization behavior of SOEs. itFinancial  indicates the ratio of financial assets to total assets 
in year t of the i-th SOE, and is for robustness test by taking the natural logarithm of financial 
assets plus one. it_o dsnN  indicates the proportion of non-state directors. If 1  is significantly 
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negative, then H1-1 holds on financialized behavior; if 1  is significantly positive, then H1-2 
holds. 
 

itititititititit BoardCFOASofitLeverageSizedsNoninsG 7654321 Pr_a    
it111098 Dual ε itititit YearIndustrytIndependen                                         (2) 

Model (2) is used to test the effect of non-state equity director assignments on the 
financialization results of SOE. itainsG  denotes the ratio of financial asset gains to total assets in 
year t of the i-th SOE, and is for robustness test by the ratio of financial asset gains to net assets, 
distinguishing between realized gains itreal_ainsG  and unrealized gains itunreal_ainsG . If 1  is 
significantly negative for realized gains, then H1-1 holds for financialized results; if 1  is 
significantly positive for realized gains, then H1-2 holds.  

4. Empirical Results and Analysis 

4.1. Descriptive Statistics 
Table 2. Descriptive statistical characteristics 

Variable 
symbol N Mean Min Max St. 

Dev. 

Correlation 
coefficient 
Financial1 

Correlation 
coefficient 

Gains_real1 

Financial1 

8092 

0.0767 0 0.5748 0.11   

Financial2 17.7876 0 23.6889 4.9807   

Gains1 0.0088 -0.0119 0.1138 0.0191   

Gains_real1 0.0055 -0.0046 0.0928 0.0141   

Gains_unreal1 0.003 -0.0139 0.0632 0.0099   

Non_ds 0.3453 0 0.7778 0.1879 -0.0397*** -0.0476*** 

Agency 0.0838 0.0077 0.4357 0.0675 0.1681*** 0.1540*** 

Size 22.3859 19.5641 26.1661 1.3719 -0.0687*** -0.1098*** 

Leverage 0.5055 0.0782 0.9994 0.2022 -0.1653*** -0.0623*** 

Profit 0.0419 -0.196 0.2549 0.0643 0.0076 0.0879*** 

AS 0.4846 0.0624 0.9157 0.2181 -0.2092*** 0.0357** 

CFO 0.0509 -0.1501 0.2552 0.0704 -0.1099*** -0.1154*** 

Board 2.2234 1.6094 2.7081 0.1986 -0.0816*** -0.0472*** 

Independent 0.3633 0.2308 0.5714 0.052 -0.0017 0.0026 

Dual 0.0966 0 1 0.2955 -0.0176 -0.0017 

Notes: The correlation coefficient indicates the correlation coefficient of Fanincial and Gains 
with the corresponding variable,***p<0.01, **p<0.05, *p<0.1. 
 
Table 2 demonstrates the results of descriptive statistics for the variables. The data show that 
financialization degree of SOEs (Financial1) has a mean value of 0.08, a minimum value of 0, 
and a maximum value of 0.57, which indicates that there are significant differences in the 
financialization behavior of different SOEs. The mean value of financialized earnings is positive, 
but the standard deviation of both realized gains (Gains_real1) and unrealized gains 
(Gains_unreal1) is greater than the mean value, indicating that financial asset gains are volatile 
and subject to operational risk. From the data on the proportion of non-state directors, about 
one-third of directors of SOEs are appointed from non-state equity, which is largely consistent 
with existing studies in terms of sample interval selection and growth trend. The mean value of 
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agency cost is 0.0838, the minimum value is 0.0077, and the maximum value reaches 0.4357, 
reflecting that the agency cost varies significantly across SOEs. 
The correlation coefficients between the proportion of non-state equity directors appointed 
and the financialization behavior and results of SOEs are -0.04 and -0.05, respectively, and both 
are significant at the 1% level. The correlation coefficients between agency costs and the 
financialization behavior and results of SOEs are 0.1681 and 0.154 respectively, which are 
significant at the 1% level. Preliminary descriptive statistics support the previously proposed 
hypotheses H1-1 and H3-1, but more rigorous proofs need to be obtained by controlling for 
other factors that may affect the results in multiple regression analysis and mediating effects 
tests. 

4.2. The Proportion of Non-State Equity Directors Appointed and the 
Financialization Behavior of Soes 
Table 3. Analysis of the impact of non-state equity director appointment ratio on 

financialization behavior of SOEs 

Variable 
Financialization behavior of SOEs 

Financial1 
(1) 

Financial2(Robustness test) 
(2) 

Non_ds 
-0.0204*** 

(-3.6) 
-1.7446*** 

(-6.64) 

Size 
-0.0001 
(-0.12) 

1.7089*** 
(36.12) 

Leverage 
-0.1068*** 

(-14.25) 
-2.3036*** 

(-7.14) 

Profit 
0.0735*** 

(2.98) 
-3.1808*** 

(-2.89) 

AS 
-0.1439*** 

(-21.96) 
-0.9755*** 

(-4.14) 

CFO 
-0.3362*** 

(-16.52) 
-2.263** 
(-2.54) 

Board 
-0.0388*** 

(-6.11) 
-0.5499** 

(-2.04) 

Independent 
-0.0278 
(-1.22) 

0.4011 
(0.45) 

Dual 
-0.0038 
(-1.01) 

-.0679 
(-0.39) 

Industry Yes Yes 

Year Yes Yes 

N 8092 8092 

R2 0.1772 0.2040 

F statistic 38.28*** 98.93*** 

Notes: The parenthesis are t values, ***p<0.01, **p<0.05, *p<0.1.(The following tables are the 
same). 
 
Table 3 shows the test results of model (1) . Column (1) tests the effect of non-state equity 
director assignments on financialization degree of SOEs (Financial1). The data show that the 
estimated coefficient of the proportion of non-state equity director (Non_ds) is about -0.02 and 
is significant at the 1% level, which indicates that non-state equity director assignments 
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significantly inhibit financialization degree of SOEs. In column (2), the scale of financialization 
of SOEs (Financial2) is used to replace the independent variable for robustness test. The 
estimated coefficient of Non_ds is about -1.74, which is significant at the 1% level. The above 
results support hypothesis H1-1 in terms of SOEs’ financialization behavior, and the higher the 
proportion of non-state directors, the more significant the inhibitory effect on SOEs’ financial 
asset allocation behavior. 

4.3. The Proportion of Non-State Equity Directors Appointed and 
Financialization Result of Soes 
Table 4. Analysis of the impact of non-state equity director appointment ratio on 

financialization result of SOEs 

Variable 
Financialization result of SOEs 

Gains1 
(1) 

Gains_real1 
(2) 

Gains_unreal1 
(3) 

Gains2 
(4) 

Gains_real2 
(5) 

Gains_unreal2 
(6) 

Non_ds 
-0.0023** 

(-2.11) 
-0.0026*** 

(-3.19) 
0.0003 
(0.53) 

-0.0022 
(-0.94) 

-0.0039** 
(-2.05) 

0.001 
(0.87) 

Size 
-0.0007*** 

(-3.50) 
-0.0012*** 

(-7.00) 
0.0006*** 

(5.59) 
-0.0014*** 

(-2.79) 
-0.0024*** 

(-6.26) 
0.0012*** 

(5.17) 

Leverage 
-0.0019 
(-1.18) 

0.0009 
(0.70) 

-0.0034*** 
(-5.23) 

0.0319*** 
(8.18) 

0.0258 
(8.43) 

0.0037** 
(2.43) 

Profit 
0.0861*** 

(12.87) 
0.0418*** 

(8.01) 
0.0317*** 

(12.41) 
0.1667*** 

(11.26) 
0.0819*** 

(7.36) 
0.0648*** 

(11.43) 

AS 
-0.0136*** 

(-11.78) 
-0.0035*** 

(-4.20) 
-0.0082*** 

(-13.04) 
-0.0246*** 

(-9.78) 
-0.0062*** 

(-3.28) 
-0.0148*** 

(-11.56) 

CFO 
-0.0708*** 

(-14.30) 
-0.037*** 

(-9.86) 
-0.0252*** 

(-11.91) 
-0.1348*** 

(-12.49) 
-.0722*** 

(-8.78) 
-0.0469*** 

(-10.95) 

Board 
-0.0004 
(-0.33) 

0.0001 
(0.02) 

-0.0004 
(-0.69) 

0.0005 
(0.18) 

-.0013 
(-0.62) 

0.0001 
(0.03) 

Independent 
0.0043 
(1.01) 

0.0051 
(1.55) 

-0.0016 
(-0.70) 

0.0197** 
(1.94) 

0.0086 
(1.15) 

0.0039 
(0.81) 

Dual 
-0.0015** 

(-2.13) 
-0.0007 
(-1.31) 

-0.0007** 
(-2.40) 

-0.0021 
(-1.37) 

-0.0009 
(-0.74) 

-0.0015** 
(-2.34) 

Industry Yes Yes Yes Yes Yes Yes 

Year Yes Yes Yes Yes Yes Yes 

N 8092 8092 8092 8092 8092 8092 

R2 0.1092 0.0686 0.0753 0.0878 0.0635 0.0642 

F statistic 16.55*** 11.91*** 15.61*** 16.17*** 10.93*** 16.94*** 

 

Table 4 shows the test results of model (2). Column (1) tests the effect of non-state equity 
director assignments on the financial gains of SOEs (Gains1). The data show that the estimated 
coefficient of the proportion of non-state equity director assignments (Non_ds) is about -0.0023, 
which is significant at the 5% level. This indicates that non-state equity director assignments 
significantly inhibit the financialization results of SOEs. Columns (2) and (3) test the effect of 
Non_ds on realized and unrealized gains on financial assets, respectively. The results show that 
the estimated coefficients of Non_ds are about -0.0026 and 0.0003, which are significant and 
insignificant at the 1% level, respectively. And the absolute value of the coefficient of realized 
gains 0.0026 is greater than that of financial asset gains 0.0022, which indicates that the 
governance of financialization results of SOEs by the appointment of non-state equity directors 
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is mainly a suppression of realized gains. This indicates that with the appointment of non-state 
equity directors, SOEs subjectively reduce their pursuit of financial asset gains. Columns (4) to 
(6) replace the dependent variable with gain on net assets to obtain the same results. Based on 
the variable definitions and regression results, the following tests of moderating and mediating 
effects mainly use realized financial gains to measure the financialization results of SOEs. 
The results in Tables 3 and 4 show that the appointment of non-state equity directors 
significantly inhibits the financialization of SOEs as a “governance effect”. Behaviorally, the 
allocation of financial assets to SOEs is inhibited, and resultantly, the realized gains on financial 
assets are significantly reduced. Thus, H1-1 passes the test and H1-2 does not pass the test. 

4.4. Other Robustness Tests[31] 
To avoid endogeneity problems, in addition to the above regressions on replacement variables, 
the following robustness tests are conducted in this paper: 
(1) The propensity score matching method (PSM) is used to estimate the treatment effect of 
non-state equity director assignments on SOEs’ financialization. The results show that the 
average treatment effect of financialization and realized financial gains of SOEs is significantly 
negative, which is generally consistent with the above regression results. 
(2) The endogeneity problem arising from causal inversions is eliminated by regressing the 
financialization degree of SOEs and realized gains on financial assets using a one-period lag. 
The regression coefficient for the proportion of non-state equity directors appointed remains 
significantly negative. 

5. Group Test for Moderating Effects 

To investigate the moderating effect of board heterogeneity in SOEs, the regressions of model 
(1) and model (2) are grouped. Board heterogeneity (Board_hete) of SOEs that are above the 
median of the sample (7) are considered as the group with high board heterogeneity, and those 
that are below or equal to the median of the sample are considered as the group with low board 
heterogeneity. board_hete is measured according to the method described above. 

5.1. Non-State Equity Director Appointment, Board Heterogeneity and 
Financialization Behavior Of Soes 

Table 5. The moderating effect of board heterogeneity in the financialization behavior of 
governance 

 

Financial1(1) Financial1(2) Financial2(3) Financial2(4) 
low board 

heterogeneity group 
(≤7) 

high board 
heterogeneity group 

(>7) 

low board 
heterogeneity group 

(≤7) 

high board 
heterogeneity group 

(>7) 

Non_ds 
-0.0009 
(-0.12) 

-0.0402*** 
(-5.05) 

-1.619*** 
(-4.25) 

-1.8689*** 
(-5.19) 

_cons 
0.2740*** 

(8.27) 
0.4189*** 

(11.49) 
-17.4180*** 

(-11.88) 
-14.6067*** 

(-9.89) 
CVs Yes Yes Yes Yes 

Industry Yes Yes Yes Yes 

Year Yes Yes Yes Yes 

N 4177 3915 4177 3915 

R2 0.1497 0.2191 0.2063 0.2042 
F 

statistic 18.19*** 21.95*** 51.19*** 49.56*** 

Notes: CVs represent control variables.(The following tables are the same). 
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Table 5 reports the results of group tests of model (1), where the dependent variable in columns 
(1) and (2) is financialization degree of SOEs (Financial1), column (1) is the low board 
heterogeneity group, and column (2) is the high board heterogeneity group. The data show that 
in the low board heterogeneity group, the absolute value of the estimated coefficient of Non_ds 
is small at 0.0009 and insignificant. In the high board heterogeneity group, the absolute value 
of the estimated coefficient of Non_ds is 0.0402, which is much higher than 0.0009 and 
significant at the 1% level. Columns (3) and (4) replace the dependent variable with the 
financialization size of SOEs (Financial2) for robustness tests and obtain the same results. This 
indicates that the higher the heterogeneity of SOE boards, the more significant the inhibition of 
financialization behavior of SOEs by non-state equity director appointments. 

5.2. Non-State Equity Director Appointment, Board Heterogeneity and 
Financialization Result of Soes 

Table 6. The moderating effect of board heterogeneity in the financialization result of 
governance 

 

Gains_real1(1) Gains_real1(2) Gains_real2(3) Gains_real2(4) 

low board 
heterogeneity 

group(≤7) 

high board 
heterogeneity 

group(>7) 

low board 
heterogeneity 

group 
(≤7) 

high board 
heterogeneity 

group(>7) 

Non_ds 
-0.0013 
(-0.99) 

-0.0037*** 
(-3.32) 

-0.0007 
(-0.29) 

-0.0068** 
(-2.42) 

_cons 
0.0367*** 

(7.26) 
0.0310*** 

(6.28) 
0.0553*** 

(5.39) 
0.0601*** 

(4.95) 
CVs Yes Yes Yes Yes 

Industry Yes Yes Yes Yes 

Year Yes Yes Yes Yes 

N 4177 3915 4177 3915 

R2 0.0706 0.0754 0.0583 0.0797 
F 

statistic 6.56*** 6.20*** 5.69*** 6.56*** 

 
Table 6 reports the group test results of model (2), where the dependent variable in columns 
(1) and (2) is realized gains on financial assets of SOEs (Gains_real1), with low board 
heterogeneity group in column (1) and high board heterogeneity group in column (2). The data 
show that in the low board heterogeneity group, the absolute value of the estimated coefficient 
of Non_ds is relatively small, 0.0013, and insignificant. In the high board heterogeneity group, 
the absolute value of the estimated coefficient of Non_ds is 0.0037, which is higher than 0.0013 
and significant at the 1% level. Columns (3) and (4) replace the dependent variable with gain 
on net assets (Gains_real2) for robustness tests and obtain the same results. This indicates that 
the higher the heterogeneity of SOE boards, the more significant the inhibition of non-state 
equity director appointments on SOEs realized gains on financial assets.  
The results in Tables 5 and 6 show that board heterogeneity has a facilitative effect in the 
“governance effect” of non-state equity director appointments on SOEs’ financialization. Thus, 
H2-1 is tested and H2-2 is not tested. 
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6. Mediating Effect Test 

The “governance effect” of non-state equity director assignments on SOEs’ financialization is 
verified above, and the moderating and facilitating effect of board heterogeneity is 
demonstrated. The following three models are constructed to test the mediating effect: 
 

it43210 _   ititititit YearIndustryCVdsNonFinancial                              (3) 
 

it43210 _   itititit YearIndustryCVdsNonAgency                                 (4) 
 

it543210 _   ititititit YearIndustryCVAgencydsNonFinancial                   (5) 
 

The specific test steps are as follows: Firstly, model (3) is used to test the effect of non-state 
equity director appointment on enterprise financialization. If the coefficient 1  is significant, 
continue to step 2, otherwise stop the test of mediating effect. Secondly, model (4) is used to 
test the effect of the independent variable (Non_ds) on the mediating variable (Agency). If the 
coefficient 1  is significant, continue to step 3, otherwise stop the test of mediating effect. 
Thirdly, model (5) incorporates both independent variable (Non_ds) and mediating variable 
(Agency) for analysis. If coefficient 2  is significant but 1  is not, then it is a full mediating 
effect. If both coefficient 2  and coefficient 1  are significant, then it is a partial mediating 
effect. If coefficient 2  is not significant, then the mediating effect does not hold. Finally, if the 
Sobel test result is significant, then Agency’s mediating effect is significant, otherwise the 
mediating effect is not significant.  

6.1. Non-State Equity Director Appointment, Agency Costs and Financialization 
Behavior of Soes 

Table 7. Non-state equity director appointment, agency costs and financialization behavior of 
SOEs 

Variable 
(1) (2) (3) 

Financial1 Agency Financial1 

Non_ds 
-0.0204*** 

(-3.60) 
-0.0084** 

(-2.36) 
-0.0185*** 

(-3.28) 

Agency   
0.229*** 

(9.54) 

_cons 
0.3434*** 

(14.15) 
0.4925*** 

(28.07) 
0.2306*** 

(9.17) 

CVs Yes Yes Yes 

Industry Yes Yes Yes 

Year Yes Yes Yes 

N 8092 8092 8092 

R2 0.1772 0.1887 0.1933 

F statistic 38.28*** 69.00*** 38.95*** 
Sobel Z 

(Pvalue) 
  

-2.808*** 
(0.005) 
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The results of the test for mediating effects on financialization behavior are shown in Table 
7[32]. Step 1: Column (1) examines model (3) with an estimated coefficient of Non_ds of 
approximately -0.0204, which is significantly negative at the 1% level. Step 2: Column (2) 
examines the effect of the independent variable (Non_ds) on the mediating variable (Agency) 
according to model (4) and the estimated coefficient of Non_ds is approximately -0.0084, which 
is significantly negative at the 5% level. This indicates that non-state equity director 
appointment can significantly mitigate agency costs in SOEs. Step 3: According to model (5), 
both the independent variable (Non_ds) and the mediating variable (Agency) are included in 
column (3). The estimated coefficients of Non_ds and Agency are significantly negative and 
positive at the 1% level, respectively, and the absolute value of the estimated coefficient of 
Non_ds decreases. It indicates that Agency cost plays a partially mediating role between the 
appointment of non-state equity directors and the financialization behavior of SOEs. Step 4: 
Sobel test shows that the z-statistic is -2.808 and significant at the 1% level, indicating a 
significant mediating effect. The above test results suggest that non-state equity director 
appointment inhibits the financialization behavior of SOEs by mitigating the agency costs and 
thus the financialization of SOEs. 

6.2. Non-State Equity Director Appointment, Agency Costs and Financialization 
Result of Soes 

Table 8. Non-state equity director appointment, agency costs and financialization result of 
SOEs 

Variable 
(1) (2) (3) 

Gains_real1 Agency Gains_real1 

Non_ds 
-0.0026*** 

(-3.11) 
-0.0084** 

(-2.36) 
-0.0023*** 

(-2.84) 

Agency   
0.0293*** 

(6.93) 

_cons 
0.0344*** 

(9.97) 
0.4925*** 

(28.07) 
0.0199*** 

(5.51) 
CVs Yes Yes Yes 

Industry Yes Yes Yes 

Year Yes Yes Yes 

N 8092 8092 8092 

R2 0.0686 0.1887 0.0844 

F statistic 11.91*** 69.00*** 12.00*** 
Sobel Z 

(Pvalue) 
  

-2.823*** 
(0.0048) 

 

The results of the test for mediating effects on financialization results are shown in Table 8[33]. 
Similarly, the estimated coefficient of Non_ds in step 1 is about -0.0026, which is significantly 
negative at the 1% level. Step 2 is the same as Table 7. The estimated coefficients of Non_ds and 
Agency in step 3 are both significant at the 1% level, and the absolute value of the estimated 
coefficient of Non_ds decreases. It indicates that Agency cost plays a partially mediating role 
between the appointment of non-state equity directors and the realized financial gains of SOEs. 
The z-statistic of the Sobel test in step 4 is -2.823 and significant at the 1% level, indicating a 
significant mediating effect. The above test results suggest that non-state equity director 
appointment reduce the realized financial gains by mitigating the agency costs of SOEs. 



Volume 3 Issue 1, 2022 

DOI: 10.6981/FEM.202201_3(1).0048 

415 

Frontiers in Economics and Management 

ISSN: 2692-7608 

The results in Tables 7 and 8 indicate that non-state equity director appointment has a 
“governance effect” on SOEs’ financialization by mitigating agency costs. Thus, H3-1 is accepted 
and H3-2 is rejected. 

7. Conclusion and Recommendations 

The study of the factors influencing the financialization of real enterprises can help to find the 
implementation strategies to “grasp the scale” and the control solutions to “restrain excessive”. 
Different from previous studies, this paper takes the deep reform of SOEs’ property rights as 
the macro context and non-state equity director appointment in mixed reform as the 
perspective. We select a sample of listed entity SOEs from 2007-2017 and examine the impact 
of non-state equity director appointment on SOEs’ financialization. The study finds that the 
appointment of non-state equity directors has a “governance effect” rather than a “boosting 
effect” on SOEs’ financialization, as evidenced by a significant reduction in financial asset 
allocation behavior and gains. After considering both realized and unrealized gains on financial 
assets, this “governance effect” is found to be mainly reflected in the suppression of realized 
gains. The group test of moderating effect shows that the greater the heterogeneity of the board 
of directors, the more pronounced the “governance effect” is, as evidenced by a positive 
moderating effect. The mechanism test shows that the non-state equity-appointed directors 
significantly reduces agency costs and thus inhibits the financialization of SOEs. 
Based on the above conclusions of the study, this paper proposes the following three 
recommendations. ①The identi ication of investor quality should be enhanced in the mixed 
reform. The new round of mixed reform guiding documents and studies in recent years have 
emphasized the need to protect the voice of non-state shareholders, which is very necessary. 
But if the non-state equity introduced is itself a negative shareholder, then safeguarding its 
voice can hardly alleviate the dilemma of the lack of owners of SOEs. Therefore, this paper 
argues that the identification of investor quality should be strengthened in the further 
deepening of the next mixed reform. The introduction of suitable strategic investors can lead to 
positive changes in the business strategy and firm governance of enterprises, thus achieving 
“enhancing the vitality of SOEs and stimulating economic growth”. ②In the allocation of board 
members of an enterprise, we should try to find heterogeneous directors. Heterogeneous 
directors can generate cognitive conflicts in the decision-making process, form critical opinions 
and put forward different views, avoid the formation of a group thinking mode, and make 
scientific and reasonable decisions, which is conducive to the long-term development of the 
enterprise. ③Improving governance and optimizing the system go hand in hand. The research 
in this paper provides evidence for financialization governance from the improvement of 
governance structure, but the governance of the system is more important. The reason why 
entity enterprises are unscrupulously inclined to financialization is that it is difficult for 
ordinary investors to distinguish the source of enterprise financial performance and asset 
allocation methods, and cannot find the irrational prosperity and operating risks of enterprise 
financialization, which will not affect their stock market prosperity and financing. Therefore, it 
is necessary to distinguish between operational activities and financial activities in the balance 
sheet and the income statement, so as to facilitate the analysis and judgment of investors, and 
make real enterprises have some scruples in financialization. Only when improving governance 
and optimizing the system go hand in hand, can we better manage the path of single 
development and break away from reality. 
There are still some shortcomings in our research. ①We did not further classify SOEs. 
According to the “Guiding Opinions on the Definition and Classification of State-owned 
Enterprises” jointly issued by the State-owned Assets Supervision and Administration 
Commission and other three departments, the intensity and method of mixed reform of 
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commercial SOEs and public welfare SOEs are different. Since this paper focuses on the impact 
of the in-depth study of mixed entities on the overall financialization of real SOEs, we have not 
conducted a classified study. ②There are inconsistencies in the calculation caliber of the 
financial results data. In the financial asset gains, the investment gains of associates and joint 
ventures are the after-tax amounts, while the other financial asset gains are the pre-tax amount. 
Because the enterprise income tax rate has been adjusted during the sample period, and the 
preferential enterprise income tax policies are different in different industries and under 
different circumstances. It is difficult to adjust the after-tax amount to pre-tax. 
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