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Abstract: This paper innovatively establishes a theoretical model that considers the balance
level of the electricity market development before the reform, and proposes the hypothesis about
effects of the vertical unbundling reform on firms’ productivity in the electricity industry. Then by
exploiting the quasi-natural experiment of the vertical unbundling that took place in China in
2003, and based on the data of Chinese Industrial Enterprises Database from 2000 to 2007, this
paper investigates simultaneously its effects on the productivity of firms in generation and trans-
mission sectors for the first time. It finds that the reform decreased the productivity of generation
firms but increased that of transmission firms. Additional investigation reveals that the discrepancy
in the impacts of vertical unbundling between the productivity of generation and that of transmis-
sion firms is related to the internal development balance of the electricity industry before the re-
form in China. In the regions where the investment of the generation sector was more prioritized
while the investment of the transmission sector was more suppressed before the reform, vertical
unbundling had a more negative impact on the productivity of generation firms but a more positive
impact on that of transmission firms. This paper provides an important implication for further
deepening the reform of the energy industry in China.

Keywords: electricity indnstry; market-oriented reform; integration; specialization; form pro-
ductivity
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