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ABSTRACT

A strategic initiative’s success or failure depends on its appropriateness for the “landscape” into which it is introduced.  This paper draws on institutional and political perspectives on organizations and their environments to propose a framework for describing this landscape in order to understand better the process by which problems arise, solutions are generated, and outcomes—often quite different from those intended—emerge.  In it, stakeholders, structural elements, and their interactions are linked to system-level phenomena.  Such a generalizable process model generates insights into the difficulties and outcomes of particular organizational change initiatives, and allows comparison across organizational, national and other contexts.  We apply the model to the case of a disappointing enterprise reform in China, Ma’Anshan Iron and Steel’s restructuring and listing, to show how the “right” reforms actually exacerbated rather than ameliorated the problems that served as the initial stimulus for reform.  

INTRODUCTION

This paper brings together institutional and political perspectives on organizations and their environments to propose a framework for analyzing the processes by which problems arise, solutions are generated, and outcomes—often quite different from those intended—emerge.  The objective is to expand the scope of relevant variables to better describe the complexity of the “landscape” in which the change is taking place, in terms of stakeholders, interests, power and both external and cognitive structures affecting stakeholders’ actions.  Such a framework is necessary for to understand the mixed success of organizations (and policymakers) to respond to the challenges represented by fundamental environmental and organizational change.  

Neither the need for nor the difficulty in successfully implementing strategic change is limited to any particular type of firm, industry or region.  However, the Chinese context presents a particularly relevant context for studying the complexities and difficulty of fundamental strategic organizational change.  The transition of China’s business system from one characterized by central planning and production output maximization to one emphasizing managerial strategic choice and economic performance has challenged the very existence of many Chinese organizations.  The difficulty for reform-oriented policymakers and managers in this transition period, however, has not been to identify the need to change, or even the performance objectives, but to find the way to link those stimuli to solutions, and those solutions to desired outcomes.  To this is the added dimensions of origin and pace of reforms, whether top-down shock therapy (e.g., Sachs, 1996) or incrementalism (e.g., Stiglitz, 1999), or bottom-up and emergent decentralized reform (Meyer et al, 2002).

Therefore, we illustrate this process model by applying it to the stylized paradox that many of China’s enterprise reforms, while well founded in principle, have gone awry (from the policymaker’s point of view) as they interacted with reality within and outside the organizations.  The institutions and organizations comprising China’s business system have undergone dramatic change over the twenty-year and still-ongoing transition from central planning to a (more) market-based economic regime.  Clearly, this transition has resulted in dramatically higher standards of living for most of its citizens and overall economic performance for the nation.  Some researchers have also shown enterprise-level performance benefits following reforms, such as Li and Wu’s (2002) positive correlation between moderate ownership diversification and SOE performance, and other studies’ conclusions that managerial reforms (i.e., granting greater autonomy, profit incentives) have lead to improved SOE performance (e.g., Groves et al,1994; Li, 1997).  Other researchers, however, have found that implementing change has been difficult and, too often, the results not very satisfactory.  Li and Wu (2002), for example, found only mixed results for managerial reforms and performance improvement, and Woo (1997) finds that there has been only a one-time increase in efficiency and little improvement since the mid-1980s.  In the worse cases, reforms have actually exacerbated the problems that originally motivated reforms (e.g., He and Lu, 2002; Liu & White, 2001; White & Liu, 2002; White & Linden, 2002).  This has particularly been the case for state-owned enterprises, which are the major firms in many of China’s industries but which are still generating negative returns to capital invested (e.g., Steinfeld, 1998; Broadman, 1995; World Bank, 1997).   

We use this process model to contribute to the burgeoning literature that investigates the difficulties, shortcomings and sometimes abject failure of reforms in China (as well as other transition economies; e.g. Buck, Filatotchev & Wright, 1998; Child & Czegledy, 1996; Whitley & Czaban, 1998).  The range of topics in this area is diverse, including studies that focus on governance mechanisms (Fan & Lu, 2002), capital markets (Young & McGuinness, 2001), and various specific reform measures (e.g., the contract responsibility system; Chen, 1995).  The primary objective of studies in this area has been to identify what might be called key factors for failure.  Typical culprits include, at the institutional, environmental and policymaking levels, China’s undeveloped legal system, immature financial markets, inefficient industrial structure, corruption, and lingering political ideology, or reformers’ focusing on organizational-level rather than systemic weaknesses (Steinfeld, 1998).  To these are added organization-level weaknesses, including insufficient managerial expertise, uncompetitive resources and capabilities, competing priorities, and employee resistance to change  

Although these studies achieve their objective of identifying factors that have hindered reforms, they have not provided a generalizable, system-level model that can account for the process by which these reforms are initiated and the unexpected or undesired outcomes realized.  The closest attempt to this has been the convergence of scholars from sociological, political and economic perspectives on the problems of incentive structure (e.g., Selznick, 1957; Pfeffer & Salancik, 1978; Fligstein, 1996; Guthrie, 1997; Scott, 1995).  Studies that address the problems of incentives and action, however, will focus on a particular set of actors (e.g., “top managers”, “policy makers”), and other actors are treated as part of the environment.  While choosing a focal actor may be necessary for discussing incentive structure, it at the same time makes it inadequate for describing the complex process generating system-level outcomes.  To do so requires identifying all relevant stakeholders and their incentive structures, not just those of the focal actors.  It would also be necessary to identify interdependencies among actors and among the elements defining their incentive structures.

To cast the analytic lens wider in the hope of identifying more comprehensive explanations that are also comparable across contexts, we propose a system-level process model that brings together political and institutional perspectives on organizational change.  A central role is given to (multiple) stakeholders, both inside and outside the organization, using what power they have to pursue their interests in a system encompassing both the external and internal organizational environments.  Stakeholders’ actions are both motivated and constrained by formal and institutional structure, which we reframe as external structure and cognitive structure.  These three sets of elements—stakeholders, external and cognitive structure—define the process context by which organizational change is initiated and from which outcomes emerge.  Process outcomes, however, depend on how these elements are related—their interdependencies and coherence—and the system’s resulting potential for positive and negative feedback loops, degree of uncertainty, and integrity (i.e., the system’s relative resistance or responsiveness to change stimuli).  


The following section introduces this general process model, integrating relevant theoretical perspectives that allows for both choice and institutional pressures.  We apply it to the analysis of the corporatization (restructuring and public listing) of Ma’anshan Iron and Steel (Magang), a case that is illustrative not only of a dominant reform initiative in state-owned enterprises, but also of the gap between expected and realized outcomes of such reforms.  The data for this analysis is drawn from Steinfeld’s (1998) excellent in-depth analysis of this firm in his broader critique of enterprise reforms in China.  He provides insights into both enterprise-specific and more general problems of reform initiatives.  Our objective, however, differs from Steinfeld in that we are proposing a process model that can be generally applied to the analysis of organizational change, not just the specific context of transition-era China.  In other words, his primary concern is with a particular context, whereas we are proposing a general model—emphasizing both system elements and the nature of their interaction—that can generate rich insights into a particular context and, at the same time, provide the basis for making comparisons across contexts and cases of organizational change.  Such improved understanding and ability to compare not only improves theoretical discussion, but also informs policymaking and managerial practice.  

A PROCESS MODEL OF REFORM STIMULUS, SOLUTION AND OUTCOME


The process model we propose for studying phenomena related to organizational reform (Figure 1) has four basic features: 1) it is an open systems model, 2) the system is comprised of stakeholders and structural elements (external and cognitive), 3) the interactions among stakeholders and structural elements generate system-level characteristics, and 4) system-level outcomes emerge from the complex interactions among stakeholders and structural elements.  First, in adopting an open systems perspective (Ashby, 1968; Scott, 1998), we explicitly recognize the interactions between “internal” and “external” elements across organizational boundaries.  This is particularly important in the case of enterprise reform in transition economies, since initiatives for change often originate with policymakers outside the firm, but outcomes are also largely dependent on implementation of those changes by actors within the firm.  Furthermore, as Scott (1998) notes, since organizations depend on interactions with their environment for their survival, defining an organizational boundary is arbitrary.  Therefore, while we maintain an organizational focus—i.e., the types of enterprise-level “solutions” that are generated, and their outcomes—the model is explicitly system-level, incorporating elements of what other scholars distinguish as firm-level or environmental features.


The second feature of the model flows from the first; i.e., the system can be described in terms of elements and the nature of their interactions.  One set of elements are the actors in the system.  We draw on political perspectives on organizations and adopt the term “stakeholder” to denote the individuals or groups in the system who have a stake in an organization (Freeman, 1984) because it affects their particular interests.  They are the “agents” in Beckert’s (1999) framework for understanding institutional change, and they can take action, both proactively or reactively.  A key attribute used to distinguish among stakeholders is the degree and source of their power to pursue their interests (Morgan, 1986:159).  To power and interests, Mitchell et al (1997) adds legitimacy and urgency to identify what he calls “salient” stakeholders.  

Our model diverges from the stakeholder approach of most scholars who implicitly or even explicitly distinguish between “managers” or “organization” and “stakeholders” (e.g., Hill & Jones, 1992; Jones, 1999; Donaldson & Preston, 1995; Jawahar & Mclaughlin, 2001).  We do not designate any stakeholder—such as “organization management”—as focal or central.  Rather, like Calton and Kurland (1995), we see stakeholder relations as multilateral, only distinguishing among stakeholders in terms of their interests and relative power.  This leads to a true multiparty, network view of stakeholders, rather than the manager-centric perspective of most management scholars who have used a stakeholder approach for such issues as corporate social responsibility and ethics (e.g., Donaldson & Preston, 1995), or some who have advocated a “network” approach to stakeholder management that still has “management” at the center (e.g., Rowley, 1997).  


These salient stakeholders, however, are not unconstrained in their options for pursuing interests and exercising power.  This leads to another set of elements in our model; namely, those that structure the actions of stakeholders by either constraining or motivating particular behaviors.  Institutional theory suggests a broad range of such structural elements, including both formal rules and informal norms (Scott, 1995).  For the purposes of analyzing enterprise reform, however, we find it useful to distinguish between structural elements that exist independent of a particular stakeholder, what we call “external structural elements”, and those that are subjective and cognitive, including the “ideational” forces suggested by Weber (1964).  Child (2000) also drew on Weber to make a similar distinction among different bases of the institutions that, in turn, constrain or enable managerial choice.  As external structural elements, in addition to the economic and technical imperatives cited by Weber and Child, we add other elements that constrain or motivate particular behaviors by stakeholders, including laws, regulations, formal procedures, and precedent or accepted practice.  In Child’s model, these are the structural elements generated by key institutions of the state, legal system, financial system, and family (Child, 2000:40).  Cognitive structural elements, in contrast, include culture, values, beliefs, assumptions (e.g., Schein, 1985), or stakeholders’ schemas for perception and action (Weick, 1974).  These cognitive elements may be implicit, even to the stakeholders themselves, and their existence discerned only indirectly based on the types of behavior that stakeholders consider natural, normal, expected or preferred.  


By incorporating stakeholders along with structural elements, this model builds on the notion of institutional entrepreneurs (e.g., Dimaggio, 1988; Fligstein, 1997; Kondra and Hinings, 1998).  This perspective represents a compromise between the two extremes of, on one hand, strategic choice (Child, 1972) and its “great leader” image of organizational functioning and, on the other hand, institutional theory and the impotence of actors in the face of isomorphic pressures (DiMaggio & Powell, 1983; Greenwood & Hinings, 1996).  In practice, stakeholders pursue interests and exercise power, but their opportunities are constrained by the structural elements of the system in which they are acting.  As already discussed, in our model these structural elements may be external constraints—laws, rules, regulations, technical or economic imperatives—or cognitive, such as values, assumptions, beliefs and priorities.  While it is clear that external and cognitive structures interact to create, reinforce or diminish each other (to the extent that Child (2000) presents institutions as the manifestation of their interaction), we distinguish between them to provide greater richness to the description that the model generates. 

These structural elements are not fixed and may be altered by stakeholder action, as represented by Giddens’ (1979, 1984) concepts of structuration and the conflation of action and structure.  Archer (1995) proposes a more specific cyclic model relating structure and action, where it is not just the objectification of reality that is reconstructed, but actual structure.  She proposes a process including three sequential but overlapping phases: structural conditioning, socio-cultural interaction, and structural elaboration (Friedman and Miles, 2002).  In other words, stakeholders take actions subject to a socially constructed reality, and those actions may in turn alter that reality.  In the specific case of organizational reform and change, stakeholders may attempt to change some parts of the system’s structure, but at the same time are constrained by other structural characteristics of the system.  Archer (1996) describes this interaction in terms of how the structural elements put prices and premiums on different interpretations of reality, as well as on particular actions by stakeholders.  New structures emerge from the complex interaction among stakeholders and existing structure.


The aggregate nature of the relationships among these stakeholders and structural elements in the system lead to the third feature of our model; namely, that a system can be characterized in terms of its integrity, which is a function of the degree of interdependence and coherence among elements of the system.  This builds on Archer’s (1995) attention to a) the relative importance of relationships and b) compatibility between actors and social structure, which she uses to predict the type of strategic action based on different situational logics.  Unlike Archer, who focuses on the element-level—particular stakeholder action and resulting changes in structure—we are using these dimensions to describe the system’s relative openness to change.  A system of high integrity, in which the elements are both tightly coupled and mutually reinforcing, is highly resistant to change.  As either of these characteristics weakens, however, there is greater likelihood that conflict between stakeholders, or stakeholders’ incentives to change structure, will increase and result in changes in the system (Greenwood & Hinings, 1996; Scott, 1998).  These inconsistencies create opportunities for certain stakeholders, the “institutional entrepreneurs” (Beckert, 1999), to pursue their interests.  The result of their actions may be relatively minor, local accommodations and adjustments in structural elements or stakeholders (particularly if interdependence is relatively low), or may be major changes in the system, as power shifts dramatically among stakeholders with different interests and they cause changes in structure that may ripple through the system or be amplified because of interdependencies.  

Finally, the dimensions of interdependence and coherence among stakeholders and structural elements (external and cognitive) provide the basis for describing the process by which system-level phenomena emerge in a context such as that of enterprise reform initiatives.  Like Archer (1995), we propose a temporal sequence of processes in which stakeholders and structure interact and recreate structure.  In addition to specific changes in stakeholders, their attributes and structural elements, we are also concerned with the outcomes (changes in behavior and performance) of the change process.  In our model, there are therefore three temporal stages: stimulus generation and recognition, followed by solution generation, and finally implementation and solution outcomes.  We treat them in this order because it represents the logical ordering of the stages; i.e., solutions are generated in response to a stimulus, and outcomes follow implementation of solutions.  We do recognize, however, that the process is circular; specifically, behaviors and performance outcomes may in turn become a stimulus for stakeholders to generate new solutions, and so on.  

For descriptive purposes, we will begin with a system—comprised of stakeholders and structural elements—that is in dynamic equilibrium.  This does not deny the possibility that there is tension, competition, conflict or other pressures within the system.  These forces, however, are balanced and represent a status quo.  Path a in Figure 1, however, represents a shift in any part of the system that could upset the equilibrium.  Examples include a dominant stakeholder losing power over other stakeholders with different or competing interests; a new regulation changing the relationship between certain stakeholders or their relative power and dependence; or a new set of values emerging and challenging the legitimacy of previously dominant values.  Such shifts could serve as stimuli for change within the system, whether limited to only one or a few stakeholders or structural elements, or more broadly.  Path b represents that stimulus entering the system and the beginning of the first of the two stages proposed in our model; namely, stakeholders (but not necessarily all of them) respond to the stimulus and generate a response, which we term a “solution” (Path c).  This corresponds to the perceived pperformance and pressures to change constructs in Sastry’s (1997) model, although our recognizing multiple stakeholders also holds the possibility that not all of the stakeholders will sense the same problem (stimulus).  Similarly, some but probably not all stakeholders will be involved in generating a response to that stimulus.  Thus, at the end of Path c we have a solution, generated by a subset of stakeholders who are acting based on their interests, power to pursue those interests, and in consideration of (but not necessarily slave to) the external and cognitive structural elements to which they are related.  This is general conceptualization of the situation that some but not all stakeholders perceive a problem and generate a solution to that problem; a weakness in this process is that not all stakeholders perceive the stimulus and, of those who do, not all of them perceive it as a problem.  The danger arises because the solution generated by one or more stakeholders is similarly subjective, considered either best or appropriate for those but not necessarily all stakeholders.  In other words, both perceiving stimuli and generating solutions are likely to be “local” rather than global in terms of the stakeholders and structural elements. 

On the other hand, just because one or more stakeholders perceive a stimulus, that does not necessarily result in a solution being generated.  The system of multiple stakeholders and structural elements could either dampen the impact of the stimulus so that no solution is generated, or amplify it so that the entire system backs it.  For example, if only weak stakeholders perceive a stimulus for change, any initiative they attempt may be blocked by structural elements or dominant stakeholders.  The process may be active—the dominant stakeholder(s) block the discourse or other action necessary to generate a solution.  It may also be passive; for example, while a stakeholder may sense a need for change, they may feel impotent in the face of either stakeholders or structural elements that they feel would make any initiative futile.  

How the system responds—either generating a solution or not in response to a stimulus—is also affected by the degree of interdependence and coherence among the stakeholders and structural elements of the system.  If the system is high on both of these dimensions, it would work against any stimulus for change that is in opposition to the (shared) interests and consistent incentive structure of the system.  On the other hand, if the stimulus coincides with those interests and incentive structures, then we would expect it to facilitate the generation of a solution.  It is critical to note that there is no ex ante assumption about whether generating a solution or not is “good”; it is easy to see how an organization or other system could be crippled if it were overly receptive to stimuli and spent too much effort on generating solutions.  Nor, in the case of a solution that was generated by a highly interdependent and coherent system, is that solution necessarily good or bad.  These issues are discussed in more detail as implications for research and practice because they relate to the difference between objective and subjective (or stakeholder-based) analyses.

Given that a system has generated a “solution”, regardless of the extent to which different stakeholders or range of structural elements were involved, there is no direct path to the outcomes resulting from that solution.  Indeed, this begins the second stage of the process, in which solutions go back into the system (Path d), interact with stakeholders and structural elements and, if “implemented”, have consequences in terms of behavior and performance (Path e).  Of course, even if a solution is generated and goes back into the system, that does not necessarily mean that the solution is implemented.  As in the first stage, the solution may be squelched by dominant stakeholders whose interests would be threatened, or it may be contained or even neutralized by existing structural elements.  This is the case, for example, when stakeholders are able to exploit loopholes in new laws that otherwise would have constrained their behavior or, in the US system, when the Supreme Court strikes down a law that it judges to be unconstitutional based on legal precedent.  

Even if a solution “survives” active or passive challenges, it is still subject to manipulation and opportunistic interpretation by stakeholders, or to contradictory existing structural elements, in the implementation stage.  Even solutions that are explicit attempts to change elements of the system or the nature of the relationship among a subset of them, such as a new disclosure law for listed companies or elimination of tariffs, are often ambiguous enough for stakeholders to dampen their effects.  Stakeholders may themselves be able to create new structural elements that enable them to continue to satisfy their interests; in other words, to reproduce the condition that served as the stimulus to generate that solution in the first place.  This is the case, for example, when non-tariff barriers are erected to reduce market access, even as a government implements cuts in tariffs and “official” protectionist measures.  

Once the complex, cross-level interactions of elements of any system undergoing change—whether a single organization, industry or nation—is recognized, it is clear why it is difficult to predict with any certainty whether any particular solution will result in the outcomes that may have been originally used to legitimize implementation of that solution.  This complexity increases exponentially as the number of salient stakeholders and structural elements increases, and is moderated by the degree of interdependence and coherence of these elements of the system.  The purpose of our descriptive process model, however, is not to predict specific outcomes.  Indeed, the only propositions we offer (and which we discuss in more detail as implications for research) is that a system’s responsiveness to a stimulus—whether or not it generates a solution in response to a stimulus, and whether the performance and behavioral outcomes match those that motivated the particular solution implemented—is closely related to the interdependencies and coherence among elements of the system.  Rather, our process model is offered as an heuristic, a organizing device for studying complex reality in a structured way (Buck & Filatotchev, 1998).  This provides a much needed conceptual base to generate more insightful analyses of organizational change, especially those cases in which seemingly rational and well-intentioned solutions result in outcomes that are not only below expectations, but even represent a worsening of the problems that motivated the solution in the first place.  To illustrate this process model, as well as address the empirical question of why the expected benefits of enterprise reforms in China have proven elusive, we apply the model to the case of Magang’s corporatization.        

THE CASE OF MA’ANSHAN STEEL’S CORPORATIZATION


The saga of Ma’anshan Iron and Steel’s (“Magang’s”) corporatization is both an illustrative and cautionary tale about how the results of a seemingly well-founded reform measure can fall far short of expectations.  The stylized chain of events, at the system level, begins with the growing recognition by some Chinese policymakers in the early 1990s that the operational and financial performance of SOEs like Magang was disintegrating, even after fully implementing earlier reforms, i.e., profit contracting and the managerial responsibility system.  Magang continued to depend on government subsidies to continue operations, and managers continued to invest in money-losing production.  This then, the short story goes, served as the stimulus for policymakers to accept corporatization as the only realistic solution.  They then valued Magang’s assets, allocated ownership of shares, created a corporate board, and even floated some of the shares on the domestic and international markets.  The paradox that draws our attention, however, is that this well-grounded and informed solution generated exactly the opposite outcomes expected.  Rather than a steady improvement in performance and more “market-oriented” behavior by its managers following corporatization, Magang’s short-term liabilities and tax debt to the state have increased, it’s dependence on bank subsidies was increasing, and the links between owners and managers became even murkier.


This chain of events, however, is only a series of snapshots—poor performance, reform measures, exacerbated problems and worsening performance—that alone does not provide insights into the processes generating these states.  In the generalized terms of the analytic framework presented in the preceding section, these states represent the stimulus, solution and outcome of a change initiative.  Linking these states, however, is a complex interaction process involving the political and external and cognitive structural elements of Magang as an organization and its environment.  Applying the framework allows us to identify key elements and interactions in these processes.

From Stimulus to Solution


The first stage of the process we describe is that linking the recognition of a stimulus to generation of a solution (path b to c in Figure 1).  The stimulus in this situation was the continued poor performance of Magang, in spite of earlier enterprise reform measures.  This was not, however, a stimulus for all of the stakeholders (Table 1).  Of those listed in Table 1, the radical reformers and reform-oriented bureaucracies, as well as certain members of the leadership of the Chinese Communist Party (CCP), had long recognized that China could not continue to support the perpetual loss-making operations of many of China’s largest SOE that, in many industries, were the largest domestic firms.  The financial drain of continued subsidies to these firms reduced the capital that was available for the infrastructure and other initiatives that the government was undertaking as part of it’s modernization efforts.  More fundamentally, some also recognized that the debt they owed to the state-owned banks also represented a threat to the stability of the financial system.


For most of the other stakeholders, however, the status quo—high levels of fixed asset investment and capacity expansion, subsidies in the form of bank loans, employment—was comfortable.  The industrial bureaucracy (the Ministry of Mining and Industry, MMI) could exercise its control over Magang, other government bureaucracies at each hierarchical level (municipal, provincial, central) were able to extract taxes and fees to support their own activities, top managers could claim high performance in terms of increased output and high-profile investment projects, and employees and pensioners maintained their benefits.  


The external and cognitive structural elements surrounding these actors at this time (Table 2) were more coherent with the perpetuation of this status quo rather than reform.  First, Magang (like many of the largest industrial enterprises in China) was a major source of revenues for many bureaucratic stakeholders, extracted in the form of taxes and levies.  Such enterprise sources of revenue had become even more important as the central government continued to transfer both social welfare and budgetary responsibilities to lower government levels (e.g., provincial, municipal).  At the same time, there were no rules in practice that limited the ability of these bureaucratic actors to extract from enterprises like Magang, or to intervene in decisions ranging from personnel appointments to investment decisions to product output and mix.  In any case, even if decisions lead to continuing financial losses, bank loans could be rolled over, in effect, indefinitely.


The cognitive structural elements similarly served to preserve this status quo.  A fundamental belief that has persisted throughout the reform era has been that the central government neither would nor should allow an SOE, especially a major one like Magang that was perceived to be a national champion, to go bankrupt.  A similarly widely held belief was that an SOE exists for the benefit of employees and, through the government bureaucracies who extract revenues from it, the public.  These assumptions provided the justification for most stakeholders not to worry too much about chronic operational losses and, at the same time, continue grabbing as much of Magang’s revenues as they could.  


While reformers perceived the need to improve the financial performance of Magang, at the same time they faced these other elements of the system and organizational environment that could counteract almost any reform efforts.  Out of both wisdom and necessity, however, the reformers introduced a “solution”—restructuring Magang as a joint stock company—that did not threaten the interests of key stakeholders, nor represent major changes in the structural elements.  Even if they did not consider it an optimal solution, they did see it as viable and, even if only partial, at least a movement closer to a corporate structure resembling that of private firms in the West.  


The corporatization plan for Magang adopted at the end of 1992 can be described in terms of the changes it introduced in terms of stakeholders (Table 3) and structural elements (Table 4).  The main changes were in the external structural elements; namely, Magang’s being divided into a holding company (Holding) and operating company (Steel).  Holding took on the mining and ancillary operations of Magang, such as housing, hospitals, and other social welfare services, including 23 units and 30,000 workers plus pensioners.  Steel took on the steel production operations, including 30 units and 53,000 workers.  Holding also owned a majority share of Steel (62.5%) and acted as the representative of all government and bureaucratic interests.  Most of the remaining shares of Steel would be sold to the public through the Shanghai and Hong Kong exchanges; the listing in 1993 brought in RMB 6.6 billion (US$ 800 million), mostly from foreign investors.  To outside observers, China had made a major step towards true market-oriented reforms and private ownership.  While not full privatization, the joint stock restructuring resulted in an organization incorporating the key elements of corporate governance, organizational structures and other processes similar to those in developed market economies. 

  
While these changes were viable, they did not result in as major a change in the stakeholders and their interests and power, nor in key structural elements.  First, all of the diverse stakeholders were involved in the discussions leading to the decision to pursue joint stock reform and corporatization.  This included the two reform-oriented bureaucracies as well as 13 other central ministries and numerous officials from Anhui and 13 other provinces.  Second, no part of the changes affected the ability of these organizations to continue to pursue claims to parts of Magang’s revenue stream.  Although Holding represented all bureaucratic interests, their relative shares (and thereby relative rights to revenue streams) were not specified, so no bureaucracies experienced any new limits on their ability to extract from Holding.    Second, the reformers seemed to interpret the failure of prior enterprise reforms as evidence that more radical, but still enterprise-level, reforms were necessary; they did not pursue any system-level changes in, for example, the banking and financial system, corporate legal system, or enterprise rights vis-à-vis government bureaucracies.  At the same time, they did not challenge the assumption of key stakeholders that actual control over SOEs like Magang should be retained by the government.  

From Solution to Outcomes


Just as the solution adopted—joint stock restructuring of Magang—emerged from the interaction of stakeholders and external and cognitive structures, so too did the outcomes emerge from the interaction of this solution with the existing system.  Rather than introduce major changes to any elements of the original system, implementation of the reform proceeded largely through an adjustment to rather than change in existing stakeholders’ interests and power, and no fundamental beliefs or assumptions were challenged.  Thus, the changes in structural elements that were introduced (Table 4), in particular organizational structure, formal lines of authority and responsibility among stakeholders, had essentially no effect on bureaucratic stakeholders’ ability to extract assets.  Furthermore, the new set of stakeholders—directors and top managers in the two new firms—either did not have the ability to pursue firm-level value-creating activities (the case of Holding) or the incentive to pursue value-creating activities that were not simply asset transfers from an impotent owner (the case of Steel).  As a result, the restructuring not only did not meet the expectations of those stakeholders who initiated reforms, but actually exacerbated the existing problems.  Specifically, bureaucrats continued to extract revenues from the enterprise (Holding), managers at Steel continued to invest in money-losing asset expansion that hurt the financial interests of its major shareholder, and budgets constraints at both Steel and Holding remained soft.  Rather than creating a strong, market-oriented competitor, reforms in practice actually created a weaker, even more dependent state-owned firm.

How did a “solution” that raised the hopes of both reformers within China as well as foreign observers—the joint stock restructuring of Magang—eventually result in worse rather than improved performance?  We may describe the process that generated such a surprising outcome by examining the changes and persistence in key elements of the system as joint stock restructuring was implemented.


First, the original set of stakeholders and their interests and power presented in Table 1 was largely unaffected by the restructuring.  It did, however, involve two changes in stakeholders that were expected to be important (Table 3).  First, top managers at Magang were divided into two groups representing Holding and Steel.  In terms of top managers, each of the new organizations was assigned a board of directors and chairman, general manager (equivalent of CEO) and vice general manager, and top vice managers of the reorganized departments within each of the two new firms.  A second change, once Steel was listed on the Shanghai and Hong Kong stock markets, was the creation of minority shareholders as a stakeholder group.    

The interests and power of these groups, however, do not correspond to what might be expected based on standard (e.g., “western”) models of corporate governance.  The reasons for this are based in structural elements that were adopted as part of implementing joint stock reform (Table 4).  The overall results of the structural elements adopted in the implementation plan were, first, that the top managers of Holding still had to try to satisfy all of the bureaucratic actors just as before the restructuring.  Since shares had not been allocated among the bureaucracies, there was no objective way to prioritize or decide among competing claims by these bureaucracies, nor to control unilateral intervention in decision-making by these same bureaucracies.  

In contrast, the top managers of Steel had no interest in satisfying Holding, even though it was Steel’s majority shareholder.  Although formally charged with “controlling” Steel, neither the top managers of Steel nor Steel’s board of directors, which would usually enforce the interests of the major shareholder, were accountable to Holding.  This situation is largely a result of the personnel appointment system put in place; all top managers at both Holding and Steel are appointed by the Anhui Provincial government, in consultation with the CCP and MMI.  It was reinforced by the largely unchallenged belief that the State and Party should retain control over enterprises as large and as important as Magang, despite the formal structure.  These same structural and cultural elements undermined any practical importance of minority shareholders as participants in managerial oversight and corporate governance.  Their only “power” was to simply buy and sell shares, and perhaps influence management indirectly through analyst reports and the media.  


An unintended outcome (from the reformers’ points of view, at least) of the interaction of interests and structure within the process of implementing the joint stock restructuring was that the interests and power of major stakeholders—particularly the bureaucracies—were not changed.  Instead, they continued to pursue (and satisfy) separate interests through the two new organizations.  Holding was the vehicle for the bureaucracies to pursue their revenue-extracting activities.  Steel, on the other hand, represented China’s willingness and, more importantly, ability to achieve both seemingly incompatible interests; on one hand, remain loyal to the ideology of state ownership and control and, on the other, recreate large-scale enterprises to resemble those of developed market economies in terms of both structure and performance.  Just as with the issue of control, this dual approach—let Steel report growth in assets, production, sales and profits at the expense of Holding’s financial performance—was only possible because of a fundamental belief; i.e., that the State and Party would never let either Steel or Holding fail, and would therefore ensure that any deficits were met with credits, loans and other subsidies.  

Magang’s reforms from a system perspective


The Magang case illustrates a system that has been able to essentially neutralize attempts by some stakeholders to introduce fundamental changes to either the power of other stakeholders satisfied with the status quo, or to the structural elements that could lead to changes in those stakeholders’ behavior.  The reformers were also not able to create an effective new stakeholder, nor did one emerge, with the power to either directly challenge embedded stakeholders or their interests or power, or change the structural elements of the system significantly.  Ironically, the changes that were implemented both encouraged and enabled the value-destroying behavior that had served as the stimulus for reform in the first place (Steinfeld, 1998).  


Sastry (1997) and others have recognized that, following a major change, most organizations will experience a period of lower performance before any performance improvements emerge.  Certainly, joint stock restructuring and an apparent shift to maximizing shareholder value (at least in the case of Steel) do qualify as major changes, and would in the best of circumstances require a period of time for managers to shift their priorities or, if they cannot adapt, be replaced.  However, in Magang’s case, value-destructing behavior and persistent poor financial performance have continued for nearly a decade so far.  Over that period, the market value of Steel has more than halved and continues to decrease, and there is no publicly available or reliable data to estimate the degree to which even that declining market value is supported by valueless assets (receivables with little prospect of being collected), loans from state-owned banks officially taken on by Holding, and unmet or unfunded liabilities (e.g., pensions, service contracts to Holding).  Steel continues to be a domestic producer, relying on state-supported prices and government purchases to maintain revenue figures that are not fully translated into cash flow (Salomon Smith Barney, 2002).

The system perspective of the process model proposed in this paper not only provides a systematic approach to identify key political and structural elements affecting the outcomes of Magang’s restructuring, but also suggests a way of interpreting the system’s resilience in the face of attempted reforms.  First, the elements in this system were both highly interdependent and coherent.  The interests of the most powerful stakeholders were compatible, and depended on each other element of the system.  These are the characteristics of a system with high integrity.  Reforms were introduced into such a system, and the reformers had neither the power nor the will to introduce cracks into this system of mutually-reinforcing stakeholders and structural elements.  Instead, they were only able to introduce changes that had no effect in practice on the stakeholders and structural elements (e.g., listing a company but not having to cede control or key information to those shareholders) or which were compatible with the system as it was (e.g., top managers chosen by the provincial government, a party committee with essentially the same mandate as the board of directors).  

IMPLICATIONS FOR RESEARCH AND PRACTICE

The process model introduced and applied to the case of Magang’s restructuring has important implications for research and practice related to organizational change, whether in the context of a transitional economy like China, or other contexts involving fundamental change.  First, it provides an explicitly system-level approach to analyzing the sources of failure or difficulty in realizing the promise of organizational reforms, whether introduced by policymakers, managers, or other stakeholders in a system.  Most scholars examining the course of enterprise reform in China, for example, have focused on the level at which reforms have been attempted; i.e., either enterprise-specific or system-level changes, and one is treated as an epiphenomenon of the other.  Such a distinction, however, implies that there is a clear boundary between what happens within and outside the firm.  It is more appropriate to discuss transition era reforms in terms of what is happening across the firm’s boundaries.  As the Magang case clearly shows, the behaviors of stakeholders within and outside the firm(s) were tightly linked and also interdependent with structural elements that spanned the enterprise boundaries.  Understanding why reforms have not lead to the intended outcomes of the reformers requires a systematic understanding of these linkages.  Attempting to categorize sources of failure as either “internal” to the organization or “external” in its environment does not provide a useful vocabulary for discussing these crucial linkages between elements across the organizational boundary.  Indeed, from the perspective of improving enterprise performance, are there any “system-level” elements that are salient but not linked with “internal” stakeholders or structure?  


The process model also provides a useful means of structuring the analysis of the process by which a particular type of change—in the case of Magang, corporatization—was chosen as a solution to a particular type of performance problem, and the ensuing process that generated unforeseen or unintended outcomes.  The insights it offers are based on a systematic analysis of the particular configuration of stakeholders, their power and interests, and the structural elements affecting their action and which they in turn affect.  In the Magang case, it becomes clear that the reformers and reform measures did not make a fundamental change in any of the elements of this system.  On the contrary, reforms provided already powerful stakeholders additional means to pursue their interests, leading to even worse financial performance by the combined entities than that of the original organization before restructuring and corporatization.  In this regard, our conclusions are consistent with those of Steinfeld (1998), although the explanation is structured quite differently.

The added value of our model over other analytic approaches, however, is that it provides a generalizable framework for analyzing the origins and outcomes of organizational change in other contexts, and a basis for making comparisons across contexts.    In terms of its explanatory power, it strikes a compromise between low-context and reductionist perspectives on one hand, and high-context, thick description perspectives on the other (e.g., Child, 2000).   The building blocks of the model—stakeholders with interests and power, structural elements constraining and motivating stakeholder action—are relevant to any context, whether a state-owned enterprise or private firm, transition economy or developed market, Asian or Western.  The derivative constructs of interdependence and coherence among these elements are also generalizable, providing the basis for characterizing a system’s integrity and resulting resistance or receptivity to stimuli for change (or “problems”), ability to generate responses to those stimuli (the “solutions”), and the linkage between intended and realized outcomes of those responses and solutions.   Change initiatives in whatever context can fail from a breakdown in any of these system-level outcomes, either by squelching initiatives for change or diverting action towards different outcomes.  The model, by providing a structured approach to describing the system and its component elements, can provide insights into such breakdowns.  


Although perhaps paradoxical at first glance, the model is based on an assumption that stakeholders behave rationally, and that this can lead to “irrational” system-level outcomes.  This assumption is not contradictory, once it is accepted that rationality does not have a single form, but can vary across social bodies (Weber (1930), discussed by Redding (2002:227).  Applying this to our focus on stakeholders and interests, it is easy to see how differences in ends suggest different means (or action); even more fundamentally, there may be different beliefs in what means are most appropriate or effective.  Therefore, while reformers may see particular solutions as appropriate for achieving particular ends, other stakeholders (local governments, for example) may place priority on very different ends that, as it happens, are in direct conflict with those of the reformers.  The system-level outcomes—whether reforms are adopted, and the results the produce when implemented—are an outcome of the contest among these stakeholders, all of them acting “rationally.”


A view of rationality as contingent is a basic premise of our model emphasizing multiple stakeholders without specifying any particular stakeholder’s interests as focal, uniquely rational, or legitimate.  Such a position is necessary for analyzing a system as an “outside” observer.  We argue that it is also useful as a first step even for an interested stakeholder; i.e., to generate an “objective” view of the system to inform strategizing within that system.  Indeed, it could be argued that reformers in the Magang case were guilty of a strategic error; namely, they underestimated the willingness and ability of other stakeholders to protect their own interests, and they did not identify the structural elements that were critical for realizing reform objectives.  


Finally, although descriptive and generalizable, the model is not predictive.  Indeed, because organizational changes typically involve numerous stakeholders and structural elements, and system complexity increases exponentially with the number of interacting elements involved, we are dubious of any attempts to derive predictive models for such contexts.  On the other hand, a more comprehensive and detailed understanding of the interactions among stakeholders and structure should have two benefits.  First, it should generate more complete ex post analyses of organizational change initiatives.  Second, it should enable more informed simulations ex ante of change initiatives and their nth order effects, from the point of view of either “outside” observers or stakeholders—whether managers or policymakers—with an interest in the change and its outcomes.
   

CONCLUSIONS


In this paper, we have reframed the challenges of realizing desired outcomes from organizational change in terms of the complex processes linking stimuli to solutions, and solutions to outcomes.  These processes involve a complex interaction among stakeholders and structural elements of a particular system, and that complexity makes it difficult to manage or predict outcomes.  The process model we have proposed in this paper, however, is intended to provide a structured way for analyzing that complexity, to improve understanding and analysis both ex ante and ex post.  In this model, element-level characteristics and interactions are related to system-level characteristics and outcomes.  Illustrated by the case of Ma’anshan Iron and Steel’s corporatization, it leads to insights into how reforms may lead to a worsening of the problems that motivated reform efforts in the first place.  In this case, reforms did not thwart key stakeholders or change the structural elements that had generated performance problems; ironically, the reforms enhanced the ability of those stakeholders to extract even more from the organization and thereby worsen its performance.  While the model does not have predictive power, it does provide the basis for understanding why reform outcomes did not match intentions.  We can only speculate that using this model could have enabled reformers to act more strategically vis-à-vis those stakeholders and structural elements and come closer to realizing the behavioral and performance objectives that motivated them.     
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	TABLE 1

	
	
	
	
	

	STAKEHOLDERS IN STAGE 1:

	DECISION TO PROCEED WITH JOINT STOCK REFORM

	
	
	
	
	

	
	
	
	
	

	Stakeholders
	 
	Interests
	 
	Power

	
	
	
	
	

	Radical reformers (within China, mainstream economists in the West, IMF, World Bank)
	
	Promote changes that move China closer to privatization and away from state ownership. 
	
	Allowed to participate in debate to influence policy; expression limited by other stakeholders' good graces; ability to form coalition and provide policy guidance to reform-oriented bureacracies and politicians.

	Reform-oriented bureaucracies (State Commission for Economic Structure Reform, State Council's Office of Productivity)
	
	Increase efficiency of SOEs; gain power vis-à-vis other bureaucracies.
	
	Central government position and backing by influential (but certainly not all) members of the CCP.

	Industrial bureaucracy (Ministry of Mining and Industry)
	
	Maintain control or influence over key enterprise decisions (production, investment, personnel).
	
	Legacy of control under central planning and into transition period; knowledge of industry and enterprises.

	Other central government bureaucracies (tax, investment, personnel)
	
	Maintain control over key decisions; for tax bureau, retain ability to extract financially.
	
	Legacy of control under central planning and into transition period; little or incomplete change in their scopes of control.

	Chinese Communist Party 
	
	Maintain control over key decisions, especially personnel.
	
	Political authority that dominates "technical" authority of bureaucracies or operational authority of enterprises.

	Local governments (Ma'anshan City, Anhui Province)
	
	Maintain sources of revenue and ability to extract (taxes, fees, etc.)
	
	Relative autonomy over enterprises within geographic region, as long as not in direct conflict with higher-level government actors.

	State-owned banks
	
	Extend loans to low-risk (=government-backed) enterprises.
	
	Control over release of loans subject to central government intervention.

	Magang top managers
	
	Perform well during tenure (high profile investments, growing output measures) to secure promotion out of Ma'anshan Steel; maintain employment.
	
	Relative autonomy over decisions within enterprise, subject to performance evaluation by central government bureaucracies and CCP.

	Magang employees and retirees
	
	Maintain employment and benefits.
	
	Right to demand employment and benefits based on socialist ideology.


	TABLE 2

	

	STRUCTURAL ELEMENTS AT STAGE 1:

	DECISION TO PROCEED WITH JOINT STOCK REFORM

	

	

	EXTERNAL

	

	Enterprise has conflicting roles as manufacturer, profit-maker, employment agency, welfare benefits provider.

	

	Magang's equipment relatively newer (1960s and later) than other major Chinese steel producers; train wheel production unit exports and is profitable.

	

	Overstaffed (82,000 workers at time of joint stock reform).

	

	Output levels and product mix set by industrial ministry (MMI) up to 1980s.

	

	Production capacity expands to 2 million tons over 1983-92 as a result of RMB 1 billion in investment funds from government, plus unspecified loans for non-productive uses.

	

	No rules limiting local, provincial and central government bureaucracies from levying fees and taxes on Magang.

	

	Enterprise contracting system (1988-92): no mechanism to ensure that retained funds are used productively, enterprise obligations met by maximizing sales, not profits; specific representative of the "state" in contract not specified, so "state's" obligations and responsibilities not borne by a specific bureaucratic actor.  

	

	Complex and cross-cutting hierarchy over Magang: separate functional bureaucratic agencies at local, provincial and central levels ("many mothers-in-law").

	

	Joint Stock Reform meeting: Conveners (State commission for Economic Structure Reform, State Council's office of Productivity), representatives of 13 central ministries, officials from 4 different commissions and departments from 14 provinces.

	

	Magang is the only major employer in Ma'anshan City and accounts for 85% of municipal tax revenue; major enterprise in Anhui Province accounting for 20% of province's industral tax revenue; major Chinese steel manufacturer and SOE. 

	

	"Decentralization" over transition period meant government agencies were receiving less money from the central government, but loaded with greater budgetary responsibility; especially, provinces and local governments had to fund infrastructure projects and social welfare services and benefits.

	

	Apparent province-level control over personnel decisions (subject to central government approval): as of 1992, top managers appointed by provincial government (with approval of industrial bureau, MMI); party leaders within enterprise appointed by province-level party committee.  

	

	Bank loans can be rolled over year after year; long-term loans can be converted into equity.


(TABLE 2, cont.)

	COGNITIVE 

	

	Under central planning, Magang was an economic and political model of an SOE; it will (should) be a candidate to be a global competitor representing China.

	

	A major SOE would (should) never be allowed to go bankrupt.

	

	Enterprise-level problems require enterprise-level reforms.  Failure of prior enterprise reforms evidence that more radical enterprise reforms are needed.

	

	The move from central planning requires a "freeing" of enterprise managers from constraints and government intervention in decision-making.

	

	Stock ownership (by individuals and corporations, and especially foreigners) must be reconciled with the ideal of a "socialist" economy.

	

	Joint stock reforms will attract capital from the public by increasing confidence in the enterprise through the process of clarifying property rights, clarifying responsibilities, and leading managers to make market- and profit-oriented decisions.

	

	SOEs operate for the benefit of employees and, through the government and taxes, the public.

	

	System-level reform risks popular unrest (especially any increase in unemployment) and ideological branding, and is intractable anyway.


	TABLE 3

	
	
	
	
	

	CHANGES IN STAKEHOLDERS IN STAGE 2: JOINT STOCK REFORM IMPLEMENTATION

	
	
	
	
	

	
	
	
	
	

	Stakeholders
	 
	Interests
	 
	Power

	
	
	
	
	

	Holding's top managers
	
	Satisfy provincial, ministry and party officials.
	
	Formal authority over Steel, but no means of enforcing behavior of Steel's managers, nor protection from bureaucrats.

	
	
	
	
	

	Steel's top managers
	
	Maintain share price by boosting reported profit; satisfy provincial and party officials.
	
	Control over operational decisions within Steel; protected from bureaucratic predation by need to project image of successful joint stock company.

	
	
	
	
	

	Municipal, provincial and central government bureaucracies
	
	Retain flow of revenues from Holding/Steel; get share of capital infusion from listing; retain authority over particular decisions within Holding and indirectly within Steel.
	
	De jure and/or de facto ability to levy taxes and other charges and to enforce Holding's obligations.

	
	
	
	
	

	Hong Kong and Chinese individual shareholders, analysts.
	
	Maintain or increase Steel's share price and dividend payments.
	
	Little rights as minority shareholders, except to buy or sell stock or send signals to the broader market.

	
	
	
	
	

	Reformers
	
	Corporatization is considered a success to justify expanding reforms to other organizations, or implementing additional reforms, and obviate the need for system-level reforms.
	
	Ability to initiate reform measures, even if subject to modification by other stakeholders; popular support for reforms, depending first on minimal negative impact on citizens and, secondarily, improvement of enterprise performance.


	TABLE 4

	

	STRUCTURAL ELEMENTS IN STAGE 2: JOINT STOCK REFORM IMPLEMENTATION

	

	

	EXTERNAL


	No rules to adjudicate among claims of ownership. Share distribution among external actors not specified; Holding created to "represent" all bureaucratic actors and their combined 62.5% share of Steel. Holding subject to same bureaucracies as Magang prior to corporatization.



	4 major bureaucracies (State Commission for Economic Structure Reform, State Council, Anhui Province, MMI) collaborated on corporatization plan.



	"Decentralization" over transition period meant government agencies were receiving less money from the central government, but loaded with greater budgetary responsibility; especially, provinces and local governments had to fund infrastructure projects and social welfare services and benefits.



	New organizational structure: Divide Magang into a holding company (Holding) that would own the original mining operations and ancillary service operations (23 units, 30,000 workers plus pensioners), and also own 62.5% of the joint stock company (Steel) which owned the core operations (30 production units, 53,000 workers).



	Multiple supply contracts between Holding and Steel (ex., Holding supplies social welfare benefits for all of Steel's employees; Steel supplies utilities to Holding), usually based on "market prices" without specifying how "market prices" would be determined (and for most there were no "markets", but were government set). Allocation of joint responsibility for pension payments (21% of Holding and Steel's combined sales) not clarified.



	Holding has supervisory role (responsibility) over Steel based on ownership, but no authority over key means of regulating behavior (personnel appointments, recourse to courts, etc.).  E.g., all top appointments in Holding and Steel decided by Anhui Province, Anhui Party Committee, and MMI, and top managers cannot appoint or fire their subordinates (top vice-managers), who are also appointed by Anhui Province.  



	Steel would be listed on domestic and international market; 26.85% sold on Hong Kong stock exchange, 9.29% on Shanghai market, 1.36% retained corporate shares.



	Listing raised RMB 6.6 billion (US$ 800 million), mostly from Hong Kong market.



	Dual top manager appointments to Holding and Steel; e.g., General Manager of Holding is Chairman of Board of Steel, Vice-GM of Holding is Vice-Chairman of Steel.  If Holding were to sue Steel to enforce contractual obligations, these top managers would have to sue themselves according to Chinese corporate law; additionally, Holding may be liable for rulings against Steel.



	No (enforced) rules to keep local, provincial and central government agencies from extracting new taxes, fees and levies opportunistically from Holding.



	Central government had an expansionary monetary policy up to early 1994, followed by austerity measures from 1994 onwards. 

	

	COGNITIVE 


	Public stock offering is a new source of funds, not a change in control over the listed organization.



	Major personnel appointments are the responsibility of the Party and State, not "owners" of a major Chinese corporation. "Strict party discipline would be maintained despite the share offering" (CCP, MMI).



	Not changing the personnel appointment process would not undermine corporatization (reformers).



	Dividing productive assets and profit center from non-productive welfare activities is a first step to clarify ownership and perhaps ultimate privatization (reformers, foreign observers)



	Steel's share price is indicator of corporatization's success, and corporatization "must" succeed.


	TABLE 5

	

	OUTCOMES

	

	BEHAVIORS

	

	Holding takes loans from banks to meet "profit" tax obligations to multiple bureaucracies.

	

	Steel selectively honors contractual commitments to Holding; ex., in 1994 paid only 64% of fees owed to Holding under their service contracts; paid dividends to Hong Kong and individual Chinese shareholders, but not to Holding (Steel unilaterally treated them as "interest-free loans").

	

	Ma'anshan City and Anhui Province levied ad hoc fees on Holding, and Province unilaterally extended tax contract beyond 1995, in spite of central government's creating a federated tax system in 1994.

	

	Ma'anshan City and Anhui Province extracted "profit" submissions from Holding even though Steel had not paid dividends nor all of its contractual obligations to Holding.

	

	No bureaucratic actors forced Steel to honor its obligations to Holding.

	

	Steel's top managers boosted "profit" by inducing demand (extending credit to customers) and investing in new production capacity to increase output, even though industry already suffered from overcapacity.

	

	Steel did not fully honor contractual and other financial obligations to Holding.

	

	Bureaucracies maintain their financial claims to Holding and, indirectly, Steel's cash flow, just as prior to corporatization. 

	

	PERFORMANCE

	

	Holding experienced immediate financial problems after corporatization; mining operations lose even more money, tax liabilities increase, debt and other liabilities increase.  

	

	Steel's inventories, receivables and payables rose; credit sales stayed at 30%; current ratio declined; capacity increased 

	

	Steel's stock price reaches historical peak in months after listing, then drops to approximately 30% of listing price by November 1994 and maintains that level until 1997, when there is a short improvement in the stock price (peaking almost at the listing price) and then remaining at 10-15% of the listing price since 1998. 

	

	Links between owners and managers (of Steel) weakened, not strengthened.

	

	Information about firm performance less, not more, clear.
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