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Research Question

@ Political connections are valuable in shaping firm performance.

» Gain preferential treatment from the government and its affiliations, relaxed
regulatory oversight (Faccio, 2006).

» Alleviate bureaucratic and regulatory burdens in firms’ production
processes (Akcigit et al., 2023).

@ Regulatory favor is well recognized as an important factor through which political
connections can affect firm performance. However, direct evidence is elusive.

@ This paper: utilizing a wide-ranging reform of deregulating market access in
China during 2016-2018, and look for causal evidence on how political
connections interact with a changing regulatory environment in shaping firm
performance.



Related Literature

@ Political connections and firm performance. (Fisman, 2001; Faccio, 2006;
Fisman and Wang, 2015; Chen and Kung, 2019; Chen et al., 2023; Akcigit et al.,
2023)

@ How regulation and deregulation affect firms’ productivity, innovation and the
aggregate economy. (Djankov et al., 2002; Alesina et al., 2005; Aghion et al.,
2008; Branstetter et al., 2014; Asturias et al., 2023; Aghion et al., 2023 )

@ Regulations and its political economy. (Blanes i Vidal et al., 2012; Agarwal et al.,
2014; Brezis, 2017)

@ Measurements of regulation intensity at firm level. (Trebbi and Zhang, 2022;
Kalmenovitz, 2023; Bombardini et al., 2024)

@ Contribution of this paper: provide empirical and causal evidence that the
value of political connections crucially interact with the regulatory environment.



Institutional Background

@ A policy reform of deregulating market access in China.

@ Negative List for Market Access
» Rolled out nationwide in three batches during 2016-2018.

» A systematical reform to clarify all prohibited and restricted business
activities in a negative list, regulating firms’ initial or expansion investments.

» Access to Non-listed activities will not be restricted by any level of

government and administrations.

@ The goal is to grant equal access for all market participants by removing
unreasonable permits and license, disguised approvals, invisible entry barriers,
and discriminative criteria towards different firms.
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The Negative List (draft version,
2016) specifies 4 items of
regulation in electricity-related
business.

In practice, County adds additional
requirements, demanding small-
scale power project contractors to
be locally registered firms.

Figure 1. A case of violation of Negative List for Market Access

Source: National Development and Reform Commission of PRC




Preview of Findings

@ Political connections make a profound difference in how firms respond to the
deregulation reform.

@ Overall, politically connected firms experience a drop in productivity and
innovative activities after the deregulation reform, while unconnected firms are
not affected.

@ Negative effects on connected firms can be observed in industries with a
“middle” level of regulation, and among firms with a low or median level of
regulatory intensity after the reform.

@ Firms with no political connection and under low level of regulation show better
performance after implementing the deregulation.

@ Take away: political connection can play an adverse role in affecting firm’s
productivity and innovation when changing the regulatory environment.
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Data

@ Sample: Publicly traded firms, from 2010 to 2019.

» Financial statements (balance, income, cash flow).

» Employee (total number).

» Patent (number of applications and grants).

» Profile of directors and executives (employment history).

» Business description.

@ Sources

» CSMAR (China Stock Market & Accounting Research Database)
» CNRDS (Chinese Research Data Services Platform)



Empirical Strategy

(1) Identification of causal effects
@ Timing variation based on firm’s location.

@ Event-study: observe diverging responses from connected and unconnected firms.

@ Triple difference: interact Deregulation with Connection.

(2) Which type of industries and firms are affected?
@ Heterogeneity at 2-digit level industries.

@ Heterogeneity at firm-level regulatory intensity (post-reform).

(3) Who have benefited from the deregulation reform?
@ Construct a measure as proxy for firm level regulatory intensity after deregulation reform.

@ Examine post-reform performance of firms under different level of regulatory intensity.



Key Measurements
(1) Political Connections

@ Dummy variable. Connection; = 1 if any board members or executives have
work experiences as top government officials.

@ Party secretary (vice secretary), governor/mayor (vice), members of standing
party committee, head of functional departments (e.g., Development and Reform
Committee, Department of Commerce, etc.). (Yao et al. 2020; Chen et al., 2023)

@ Central /Provincial /City level.

Descriptive statistics of political connections

Level of political
X N Mean SD
connections
Province level 24420 0.11 0.31
Province and above 24420 0.19 0.39
City level 24420 0.18 0.39
Any level 24420 0.29 0.46




(2) Regulatory Reform

@ Dummy variable. Dereg; = 1 if the region of the firm’s registered premises has
implemented the policy reform.

@ Staggered treatment.

» Group 2016: 4 provinces (Guangdong, Shanghai, Fujian, Tianjin)
Dereg,; =1, if year > 2016

» Group 2018: 11 provinces (Liaoning, Jilin, Heilongjiang, Zhejiang, Henan,
Hubei, Hunan, Chonggqing, Sichuan, Guizhou, Shaanxi)
Dereg; =1, if year > 2018

» Group 2019: 16 provinces (Beijing, Hebei, Shanxi, Inner Mongolia,

Jiangsu, Anhui, Jiangxi, Shandong, Guangxi, Hainan, Yunnan, Tibet,
Gansu, Qinghai, Ningxia, Xinjiang)

Dereg,; =1, if year = 2019



(3) Firm level regulatory intensity (post-reform)

@ Measure firm level regulatory intensity based on textual similarity between firm’s
business description and the Negative List. (Kalmenovitz, 2023)

@ Use NLP algorithm to compare the texts of firm’s business and the texts of
regulation items from the List. (Imbert et al., 2022; Eppinger and Ma, 2024)

Deep learning-
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Business scope of firm Similarity score Restricted items on List
(4956 in total) [0,1] (866 in total)
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[vector_firm1] Approval for the establishment | [vector_list1]

Film distribution and screening of film screening entities.
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Figure 2. lllustration of methods for matching firm to the List



Calculate similarity scores between each firm and restricted item on the List.
Average a firm’s score with listed items in the same industry (1-digit level).

Simi_List;: a firm’s average similarity score to the List.

Firms in utilities (D), real estate (K) and mining (B) sectors have higher
associations to the List.

A: Agriculture

B: Mining

C: Manufacturing

D: Utilities (electricity, heat, gas and water
production and supply)

E: Construction

F: Wholesale and retail

q G: Transportation
H: Accommodation and catering
I: Information Transmission and IT services
- K: Real estate
L: Leasing and business services
M: Scientific research and technical services
: N: Water, environment and public facilities
management
RE| O: Residential services, repairs and other
services
o P: Education

. - Q: Health and social work
o p Q R s R: Culture, sports and entertainment
|-d|g|l |ndus(ry oode (CSRC) S: Comprehensive

[N w kSN
h n

Similarity score_average on industry

Figure 3. Average similarity scores between firms and List in each industry

Note: 1-digit industry code refers to Industrial Classification of Listed Firms issued by China Securities
Regulatory Commission.
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(4) Productivity

@ Labor productivity based on total revenue
LP_REV; = Operating revenue;/Num.Employ
@ Labor productivity based on value-added
LP_VA; = Value added;;/ Num.Employ

Value added = Wage(Cash paid to employee) + EBITDA
(Earnings Before Interest, Tax, Depreciation, and Amortization, (Gal (2013), ORBIS))

@ Total-factor productivity

TFP,‘[ = /nVA,-t — (1 — Och')/nK,‘t,1 — o?,-/nLn

K is the value of fixed assets.
L is the average number of employees during the year.
& is the industry average labor share. (Akcigit et al., 2023; Branstetter et al., 2023).



(5) Innovation

@ Number of total patent applications (logged) (Patent;)

(6) “Intermediate”

Revenue (divided by lagged total asset) (Rev_aslag;)
Wage (divided by number of employee) (Wage_pcj;)

Production cost (divided by revenue) (Cost_revj)

Increase of investment (Infl_Kij)

(7) Control Variables

1-year lagged total revenue (Inrev_lag )

1-year lagged total assets (/nasset_lag )

1-year lagged number of employee (/nlabor_lag )
1-year lagged net profit (Inprofit_net_lag )

Ratio of state-owned share and total share

Dummy variable for whether the firm is state controlled
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Event study

@ Identify different dynamics in how politically connected firms and unconnected
firms respond to deregulation reform.

Yit = a+y1pre2j + - - - + yspre6; + Bocurrenty + B1postl s + Bopost2js + B3 post3;s
+0Xit + firm; + year, + city , + industry,- + €t

@ Subsample: Connection; = 1 and Connection; = 0, 2010-2019.



Results of event study

(1) Labor productivity

@ Politically connected firms experience drop in labor productivity after the reform.
No effects are observed in unconnected firms.
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Figure 4. Event study on firm performance

Note: Connection is measured by whether the firm has province level connections before the reform. 95% confidence intervals are drawn.



(2) Total-factor productivity and innovation

Coefficients

@ Total factor productivity and innovation activities of connected firms decreased
after the deregulation reform, while unconnected firms are not affected.
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Triple difference

(1) Staggered treatment interact with political connection

Yi = a + 1 Deregi + B2Deregi x Connection;
+ 6 X + firm; + year, + city , + industry; + i

@ Deregy; = 1 if (year > first_time)

@ Full sample, Connection; = 0,1 .

(2) Standard triple difference design: 2 x 2 x 2 setup

@ Group 2016 (treat) and Group 2019 (control)
@ Before 2016 (pre) and After 2016 (post)

@ Connected and Unconnected



Results of interact effects

Table 1: Interact effects between der

8

and political

Depend . ©) @) @) 4) ®) (6)
ependent Varaiables
LP_REV LP_VA TEFP Patent Rev_aslag Wage_pc
Dereg*Connection -0.044%* -0.040* -0.068*%* 0.109* -0.053** -0.041**
(0.016) (0.023) (0.026) (0.061) (0.017) (0.016)
Dereg 0.000 -0.008 -0.002 -0.053** 0.002 -0.011
(0.008) (0.012) (0.012) (0.026) (0.009) (0.007)
Inrev_lag 0.547*** 0.146*** 0.091*** 0.069** 0.589*** 0.127***
(0.015) (0.017) (0.017) (0.031) (0.016) (0.012)
Inasset_lag 0.136*** 0.235%** 0.001 0.183*** -0.827** 0.154**
(0.015) (0.019) (0.020) (0.034) (0.016) (0.014)
Inlabor_lag -0.711%* -0.609*** -0.285%** 0.182%** 0.053*** -0.255%*
(0.015) (0.017) (0.016) (0.024) (0.010) (0.017)
Inprofit_net_lag 0.003 0.128%* 0.134%* 0.027*%* 0.005 0.005
(0.004) (0.006) (0.006) (0.010) (0.004) (0.004)
State_share 0.096*%* 0.206%** 0.258*** 0.03 0.238%* 0.071**
(0.029) (0.033) (0.039) (0.085) (0.032) (0.029)
State_controlled -0.038* -0.078** -0.081** 0.101 -0.043 0.001
(0.022) (0.035) (0.035) (0.066) (0.027) (0.021)
Constant 2.349%4* 3.068*** 2.640%%* 2.961%* 3.023+* 2.403**
(0.158) (0.194) (0.210) (0.366) (0.196) (0.140)
Firm FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes
2-digit Industry FE Yes Yes Yes Yes Yes Yes
Observations 18691 18523 18199 18671 18729 18680
R-squared 0.932 0.829 0.909 0.815 0.873 0.836
Within R-squared 0.478 0.269 0.134 0.032 0.330 0.112

Notes: Full samples are includes. Dereg equals to 1 if the registered location has implemented deregulatory

reform at that year. Connection equals to 1 if the firm has province level connections before the policy reform.

Time periods include 2010 to 2019. Robust standard errors are reported. * p<0.10, ** p<0.05, *** p <0.01

November 22, 2024
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Results of standard triple difference

Table 2: Results of standard triple difference estimation

Dependent Varaiables @ N
LP_REV LP_VA TEP Patent
Dereg*Post*Connection -0.085* -0.06 -0.210%* 0187 -0.184**  -0.191%* -0.198* -0.264**
(0.050) (0.044) (0.064) (0.061) (0.067) (0.070) (0.115) (0.131)
Dereg*post -0.006 -0.003 0.008 0.003 0.037* 0.018 0.026 -0.023
(0.016) (0.013) (0.021) (0.018) (0.019) (0.018) (0.037) (0.042)
Connection*post 0.015 -0.006 0.125%* 0.084*** 0.065* 0.047 0.214%** 0.233***
(0.030) (0.024) (0.036) (0.031) (0.035) (0.031) (0.068) (0.080)
Inrev_lag 0.435%* 0.120%** 0.096%* 0.099*
(0.026) (0.026) (0.029) (0.053)
Inasset_lag 0.151% 0.189*** -0.023 0.068
(0.026) (0.030) (0.035) (0.059)
Inlabor_lag -0.634*+* -0.534*%* -0.227%%* 0.192%**
(0.024) (0.026) (0.026) (0.049)
Inprofit_net_lag 0.003 0.111%* 0.1210 0.017
(0.006) (0.009) (0.010) (0.017)
State_share 0.186%* 0.297*** 0.323%* 0.155
(0.053) (0.061) (0.072) (0.160)
State_controlled -0.107+* -0.091 -0.155* -0.035
(0.050) (0.086) (0.085) (0.141)
Constants 6939 31957 5573%* 3.807*** 3.400%*  2.754%* 25400 1501
(0.005) (0.296) (0.007) (0.297) (0.007) (0.348) (0.012) (0.618)
Controls No Yes No Yes No Yes No Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Observations 8836 7913 8752 7842 8495 7686 10551 7902
R-squared 0.901 0.942 0.784 0.849 0.901 0.922 0.842 0.850
Within R-squared 0.001 0.353 0.002 0.189 0.002 0.097 0.001 0.020

Notes: Samples in Group 2016 and Group 2019 are includes. Dereg equals to 1 if the firm belongs to Group 2016, as the

treated group. Connection equals to 1 if the firm has province level connections before the policy reform. Post equals to 1
after 2016. Time period includes 2013 to 2018. Robust standard errors are reported. * p <0.10, ** p <0.05, *** p <0.01

November 22, 2024
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Heterogeneity at 2-digit level industries

@ Commonly regulated non-manufacturing sectors, where distortions induces by state
involvement and barriers to entry are common. (OECD Product Market Redulation

Indicators; Alesina et al., 2005) (High_indu)

@ “Mid-regulated” sectors, which are likely to be associated with state control or intervention.
(Vitale et al., 2020; Kalmenovitz, 2023) (Mid_indu)

@ Other sectors. (Low_indu)

“High” “Middle” “Low”
« Utilities (production and supply) + Some manufacturing sectors  Agriculture
« Electricity « Tobacco * Mining
« Natural gas * Petroleum « Other manufacturing sectors
« Water + Chemicals + Food and beverage
« Transportation + Pharmaceutical  Textile
* Railway * Metal products + Apparel
* Road * Machinery equipment «+ Paper, printing
« Air « Automotive and other + Rubber and plastics
« Water transportation equipment *+ Retail
« Communication + Construction « Internet Technology, software
+ Telecommunications, radio, * Wholesale (trade) + Real estate

television and satellite
transmission
« Professional services

+ Estate agents, lawyers, civil

engineers, accounts

+ Other transportation (pipeline,
postal, warehouse)

+ Accommodation and catering

+ Entertainment (gambling)

Business and residential services
Education
Culture, journalism, etc.

Figure 5. Classification of industries at different level of regulation

November 22, 2024
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@ Only in “middle” regulated industries, politically connected firms are observed to be
negatively affected in labor productivity, TFP and innovation.

@ Potential explanations for poorer performance can be found in decreasing revenue and

less payment to employees.

@ Meanwhile, unconnected firms have increased investment in production related activities.

Table 3.1: D 1 effects on d and firms (¢ at 2-digit level industries)
Dependent (1) @) @) (4) 5) ©) (7) (1) ) ®) 4) 3) ©) @)
Varaiables TP REV_ LP.VA  TFP _ Patent Rev_aslag Wage pc Cost rev LPREV IPVA TFP  Patent Rev_aslag Wage pc Cost rev
E 1, Connections = 1 Mid_indu =1, Connections= 0
Dereg 01017 0.104* 0.094% -0.336™* -0.122%* -0.094*  0.029 0003 0009 0007 0052 0008 0005 0014
(0.045) (0.059) (0.044) (0.124) (0.043) (0.037) (0.021) 0010) (0.016) (0.014) (0.033) (0.011) (0.009) (0.005)
Inreo_lag 0567 0005  -007 0082 0678 02479 0124 0541%% 0.165%* 0.111%% -0.034 0599 0.195%* 0.052%
(0.064) (0.066) (0.069) (0.114) (0.065) (0.045)  (0.025) 0019)  (0.023)  (0.022) (0.046) (0.021) (0.017)  (0.008)
Inasset_lag 0053 0.154% 007  0223* -0.965*** 0.142*% -0.014 0078 0.191%* 002 0291 -0877** 0216** -0.015
(0.059) (0.074) (0.066) (0.116) (0.056)  (0.050) (0.021) 0.020)  (0.027) (0.025) (0.048) (0.022) (0.019) (0.010)
Inlabor_lag 05220 04457 0.146%* 0168 0014 0.265** -0.007 0,660 -0.576** 0.266*** 0.205*** 0.073** 0.363*** 0.012**
(0.086) (0.071) (0.049) (0.139) (0.041) (0.076) (0.014) (0.021) (0.023) (0.022) (0.034) (0.015) (0.019) (0.006)
Inprofit_net_lag  0.047%% 0.163** 0.150** -0.033 0.031* 0018 -0.029%* 0010% 0132+ 0.134"%* 0058 0011% 0.011% -0.034"*
(0013) (0.022) (0.020) (0.032) (0.013) (0.010) (0.006) (0.004) (0.008) (0.008) (0.014) (0.005) (0.004) (0.002)
State_share 0115 0364 0456 0447 0250 0290 -0.043 0106  0244%* 0283%  -0022 0284 0340%* -0.073"*
(0.106)  (0.140)  (0.106)  (0.307) (0.121) (0.103)  (0.037) 0.047)  (0.056) (0.054) (0.127) (0.050) (0.053) (0.017)
State_controlled  0.017 0139 0094  -0.073 -0.066 0127  0.007 0.046* -0.080%* 0.128%* 002 -0.061* -0.006 0.029**
(0.080) (0.184) (0.141) (0237) (0.075) (0.082)  (0.032) (0.025) (0.032) (0.033) (0.085) (0.028) (0.024) (0.015)
Constant 3.043% 46017 4819 1701 40357 43985 1581 2831% 3.002%% 2.727%% 3.066™* 3390 3307 0615
(0.689) (0.897) (0.675) (1.452) (0.765) (0.647) (0.320) (0236) (0.288) (0248) (0.501) (0.289) (0.238)  (0.098)
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 901 887 864 898 901 904 899 9860 9787 9618 9802 9884 9871 9857
Resquared 0931 0836 0922 0844 0862 097 0897 0933 0776 0878 0806 0863 097 0908
Within R-squared  0.381 0255 0181 0045 0442 0473 0117 0438 0235 0143 0043 0345 0561 0056

Notes: Dereg equals to 1 if the

d location has

before the policy reform. Time periods include 2010 to 2019. Robust standard errors are reported. * p<0.10, ** p <0.05, *** p<0.01

November 22, 2024
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Heterogeneity at firm-level regulatory intensity

@ Separate sample based on the value of similarity score between firm’s business
and the List.

> Low_simi = 1: Simi_List < p35 (percentile).
> Mid_simi = 1: p35 < Simi_List < p70 (percentile).
> High_simi = 1: Simi_List > p70 (percentile).

@ A correlation test shows firms with higher regulation intensity are associated with
having political connections.

Table 5: Correlations between political connections and similarity score (OLS regression)

province level any level
Connection =1 (1) ) 3) (4) (5) (6) 7) (8)
simi.>p50  simi. > p75 simi. > 0.5 simi.>p90  simi.>p50  simi.>p75 simi. > 0.5 simi. > p90
Similarity_high 0.022%%* 0.024* 0.045%* 0.087** 0.009 0.030%* 0.063*** 0.130"*
(0.004) (0.005) (0.006) (0.008) (0.006) (0.007) (0.008) (0.011)
constant 0.098*** 0.102%* 0.100*** 0.100*** 0.290"** 0.287** 0.282%** 0.282*
(0.003) (0.002) (0.002) (0.002) (0.004) (0.003) (0.003) (0.003)
Observations 24420 24420 24420 24420 24420 24420 24420 24420

Notes: Column (1)-(4) estimate the correlations between whether a firm has province leve political connection and high similarity to the T.ist.
Column (5)-(8) estimate correlations between whether a firm has any city-and-above level political connection before the reform and high
association to Negative List. Similarity_high equals to 1 if firm's similarity score to the List is greater than 50th percentile, 75th percentile, 0.5
or 90th percentile. Robust standard errors are reported. * p <0.10, ** p <0.05, *** p <0.01



@ Firms with middle level of regulatory intensity shows similar pattern.

@ Connected firms are negatively affected after deregulation reform.

@ Unconnected firms show no significant results in productivity and innovation.

Table 3.2: Deregulation effects on d and firms (¢ at firm level regulatory intensity)
Dependent (1) 2 3) 4) ®) ©6) ) 1 2) 3) ) ®) ©) @)
Varaiables  LP_REV LP.VA  TFP _ Patent Rev_aslag Wage pc Cost_rev LPREV IPVA TFP  Patent Rev_aslag Wage pc Cost_rev
Mid_simi =1, Connections = 1 Mid_simi =1, Connections = 0
Dereg 20.150%% -0.200%% -0.185" 0434 -0.143"* -0.088" -0.009 0002 0022 -0016 -0038 0010 -0.009 0014
0.045) (0.056) (0.061) (0.167) (0.046) (0.035) (0.019) 0012)  (0.017) (0.017) (0.040) (0.013) (0.010)  (0.005)
Inreo_lag 0503** -0.003 -0.027 009  0.585** 0.104*** 0.084*** 0540%* 0.184%* 0.133**  0.096* 0.506** 0.124*** 0.040%*
0.071)  (0.061) (0.072) (0.132) (0.068) (0.037)  (0.021) 0.027) (0.028) (0.027) (0.054) (0.027) (0.020)  (0.009)
Inasset_lag 0047 0112 -0232% 0008 -0.892%* 0.1  0.068* 0.122%% 0.169* -0.036 0255"* -0.844* 0.131** 0012
(0.074)  (0.068) (0.109) (0.134) (0.075) (0.070)  (0.021) (0.024) (0.032) (0.031) (0.061) (0.026) (0.020)  (0.009)
Inlabor_lag 05884 04047 0043 0049 0009 -0.124* -0.030"* 07139 L0506 -0290%* 0.170%*  0.032* -0235**  0.000
(0.110)  (0.073)  (0.065) (0.122) (0.059) (0.069)  (0.015) (0.028) (0.027) (0.025) (0.042) (0.017) (0.026) (0.007)
Inprofit_net_lag  0.040% 0.165"* 0.150** 0031  0.030* 0.028% -0.047%** 0004 0115 0127 0049%* 0012+ 0002 -0.032%*
(0016) (0.025) (0.028) (0.044) (0.016) (0.014) (0.007) (0.006) (0.010) (0.010) (0.018) (0.006) (0.006)  (0.002)
State_share 0057 0192 0391* 0273 0078  -0076 -0.089"* 0094 0.169%* 0165** -0.174 0280* 0023 -0.058"*
(0.111)  (0.148) (0.227) (0295) (0.118) (0.099)  (0.037) (0.054) (0.063) (0.062) (0.169) (0.060) (0.049)  (0.015)
State_controlled 0078  0.144 0255 0078  -0.129 0122  0.143* 0019 -0.119%* -0.146** 0.192* 0027  -0.016 0.063**
(0233) (0.329) (0532) (0.418) (0.187) (0.185) (0.077) (0.035) (0.039) (0.041) (0.099) (0.048) (0.027) (0.013)
Constant 20084 5253 56557 1267 4320 21320 -1.925%% 26474 BEI7VF 2847 4271% 3221%% 2585%% 0.805"*
0714)  (0.777) (1277) (1775) (0.842) (0.737) (0.254) (0226) (0.315) (0.294) (0.616) (0.253) (0224)  (0.092)
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 703 695 682 702 704 702 704 6820 6771 6673 6781 6833 6812 6805
Resquared 0939 0879 0934 0794 0882 0854 0908 0927 0793 0894 0807 0873 0847 0922
Within R-squared  0.397 0240 0135 0020 0442 0074  0.157 0457 0238 0133 0047 0338 0090 005

Notes: Dereg equals to 1 if the registered location has implemented deregulatory reform at that year. Connection equals to 1 if the firm has province level connections

before the policy reform. Time periods include 2010 to 2019. Robust standard errors are reported. * p<0.10, ** p<0.05, *** p <0.01

November 22, 2024
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@ Politically connected firms, with low level of regulatory intensity, also show
decreased revenue and TFP after deregulation reform.

Table 3.3: D effects on d and firms (h at firm level y intensity)
Dependent 1) @ ©] ) ®) ©) @) @ @ 3) ) ®) (©) @)
Varaiables  LP REV LP.VA  TFP  Patent Rev aslag Wage pc Cost rev LPREV LP.VA TFP  Patent Rev aslag Wage pc Cost rev
Low_simi =1, Connections= 1 Low_simi =1, Connections = 0
Dereg 0085 0103 -0.189%* -0218 -0.081* -0.041  0.006 0015 0013 0011 0052 0017 -0019 0006
(0.047)  (0.066) (0.065) (0.159) (0.047) (0.055) (0.016) 0017)  (0.024) (0.024) (0.052) (0.019) (0.016) (0.008)
Inrev_lag 0407+ 0238%* 0.167* 0003 0538 0135* 01229 0550 0.116™% 0.097** 0017 0571+ 0.099%* 0.102%*
(0.078) (0.081) (0.088) (0.187) (0.079) (0.072)  (0.043) (0.026) (0.033) (0.033) (0.058) (0.031) (0.025) (0.012)
Inasset_lag 0093  0.181%* -0103 0218 -0.861"* 0.184*** -0.089** 0.148*  0.299*% 0,025  0.110* -0.832*%* 0.185% -0.054***
(0.064) (0.086) (0.093) (0.142) (0.079)  (0.070)  (0.044) (0.028) (0.037) (0.039) (0.064) (0.033) (0.029) (0.015)
Inlabor_lag 0.538%* -0.584** 0255 0089 0.120%* 0.157%  0.022* 0.690%% 0.596*% -0.276%* 0.206*** 0.096** -0.246*** 0.014*
(0.072)  (0.082) (0.077) (0.179) (0.042) (0.084) (0.013) 0.026) (0.034) (0.032) (0.042) (0.021) (0.032) (0.007)
Inprofit_net_lag  0.053%* 0.095%* 0.100%* -0.025 0019 0040 -0.013* 20001 0131 0136** 0048 -0002 0002 -0.044*
(0.018)  (0.025) (0.025) (0.055) (0.015) (0.020)  (0.006) 0007) (0.012) (0.012) (0.020) (0.009) (0.008)  (0.003)
State_share 0230%*  0256* 0253 0441 0299%* 0059  -0.014 0.119%  0.245%% 0340 0376"* 0340 0.076* -0.059**
0.091) (0.132) (0.109) (0.353) (0.084) (0.107)  (0.025) (0.053) (0.056) (0.067) (0.141) (0.074) (0.042)  (0.023)
State_controlled  0.033 0243 0084 0364 -0.069 0362* -0.048 0039 0022 0006 0134 -0054 -0.045 0.067***
(0064) (0.173) (0.127) (0.176) (0.063) (0.111)  (0.074) 0.043) (0.094) (0.094) (0.149) (0.048) (0.055)  (0.024)
Constant 3054 26474 32654 1192 3735 0202 -0.767%* 2,025 2.345"% 2234 1506 3088 2270 06484
(0744)  (0.988) (0965) (1.634) (0.841) (0.797) (0.277) (0341)  (0.367) (0.440) (0.692) (0.456) (0260)  (0.149)
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Tndustry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 614 608 597 610 614 615 610 4936 4890 4780 4941 4943 4937 4929
Resquared 0944 0880 0916 0884 0935 0824 0898 0931 0798 0877 0831 085 0811 0857
Within Resquared  0.382 0298 0.133 0028 0403 0162 0082 0470 0267 0120 0030 0303 0105  0.084

Notes: Dereg equals to 1 if the

location has

before the policy reform. Time periods include 2010 to 2019. Robust standard errors are reported. * p <0.10, ** p <0.05, *** p <0.01
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Who have benefited from the deregulation reform?

@ Taking political connections into consideration, check how firms with different
level of regulatory intensity are affected after the deregulation reform.

Y = a + By Simi; x Post; + B2 Simit; x Post; x Connection;
+ B3 Connection; x Post; + 6 X + firm; + year; + city ; + industry; + et

@ Full sample: 2010-2019.

@ Simi; : represents several dummy variables, which equal to 1 if the similarity
score is at a low, median, or high level of regulatory intensity after the regulatory
reform.

@ Post; = 1 if year > 2016.



Results

@ Firms with no political connection (any level) and low level of regulation show
better performance in productivity and innovation after the deregulation reform.

@ They increase average payment to employees, investment in production and fix
asset after the first implementation of deregulation reform in 2016.

@ Changing the coverage of connections to province or above level, results remain
consistent.



@ Connection: any level.

Table 4.1: Post-reform performance of firms with low regulatory intensity

Depend . O] @) ®3) 4) ) (6) @)
ependent Varaiables
LP_REV LP_VA TFP Patent Wage_pc Cost_rev Infl_K
Low_simi*Post 0.021* 0.046** 0.070% 0.077** 0.046% 0.022% 0.119%
(0.012) (0.018) (0.018) (0.039) (0.012) (0.006) (0.038)
Low_simi*Post*pc_any -0.056%** -0.046 -0.021 -0.215%* -0.042%* -0.040%** -0.149**
(0.021) (0.030) (0.030) (0.064) (0.020) (0.011) (0.064)
pe_any*Post -0.006 0.006 -0.005 0.146%* 0.007 0.008 0.052
(0.011) (0.016) (0.016) (0.037) (0.010) (0.005) (0.034)
Inrev_lag 0.546%* 0.145%* 0.091** 0.070%* 0.121%* 0.072%* -0.039
(0.015) (0.017) (0.017) (0.031) (0.012) (0.006) (0.034)
Inasset_lag 0.137% 0.234% 0.000 0.184* 0.154% -0.009 -0.430%*
(0.015) (0.019) (0.020) (0.034) (0.014) (0.007) (0.037)
Inlabor_lag -0.711%0% -0.607%** -0.283%* 0.184%*+ -0.253** 0.010%* 0.213%*
(0.015) (0.017) (0.016) (0.024) (0.017) (0.004) (0.026)
Inprofit_net_lag 0.003 0.128%* 0.134%#* 0.025%* 0.004 -0.041%** 0.149%#*
(0.004) (0.006) (0.006) (0.010) (0.004) (0.002) (0.010)
State_share 0.095%* 0.205%* 0.256%* 0.035 0.070%* -0.066%** 0.458%*
(0.029) (0.033) (0.039) (0.085) (0.029) (0.010) (0.073)
State_controlled -0.037* -0.077** -0.078** 0.097 0.002 0.031%#* -0.174%*
(0.022) (0.035) (0.035) (0.066) (0.021) (0.012) (0.065)
Constant 2.350%** 3.060%** 2.632%%* -3.007%** 2.393** -0.896*** 0.369
(0.158) (0.193) (0.210) (0.366) (0.140) (0.066) (0.388)
Firm FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes
Observations 18691 18523 18199 18671 18680 18669 18775
R-squared 0.932 0.829 0.909 0.815 0.836 0.888 0.720
Within R-squared 0.478 0.270 0.134 0.033 0.112 0.074 0.036

Notes: Post equals to 1 after 2016, Connection equals to 1 if the firm has any level connections before the policy reform.

Time periods include 2010 to 2019. Robust standard errors are reported. * p <0.10, ** p<0.05, *** p <0.01
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@ Connection: province level.

Table 4.2: Post-reform performance of firms with low regulatory intensity

Depend : 1) ) ®) ) ) (6) @)
ependent Varaiables . , X
LP_REV LP_VA TFP Patent  Inwage_pc Incost_rev Infl_K
Low_simi*Post 0.008 0.034** 0.068*** 0.006 0.037** 0.013** 0.075%*
(0.011) (0.015) (0.015) (0.033) (0.010) (0.005) (0.033)
Low_simi*Post*pc_prov -0.055* -0.034 -0.042 -0.013 -0.045 -0.0471%* -0.058
(0.030) (0.040) (0.043) (0.094) (0.030) (0.014) (0.092)
pe_proo*Post -0.001 0.013 -0.008 0.190%** -0.004 0.010 0.053
(0.017) (0.022) (0.024) (0.058) (0.015) (0.008) (0.052)
Inrev_lag 0.548% 0.146%** 0.092%%* 0.069** 0.121%* 0.073*#* -0.038
(0.015) (0.017) (0.017) (0.031) (0.012) (0.006) (0.033
Inasset_lag 0.136*+* 0.234%** -0.001 0.184%** 0.153** -0.009 -0.431%**
(0.015) (0.019) (0.020) (0.034) (0.014) (0.007) (0.036)
Inlabor_lag -0.711%** -0.608*** -0.283*** 0.183*** -0.253*** 0.010%* 0.212%*
(0.015) (0.017) (0.016) (0.024) (0.017) (0.004) (0.026)
Inprofit_net_lag 0.003 0.128*** 0.134*%* 0.026** 0.004 -0.0471%* 0.149%**
(0.004) (0.006) (0.006) (0.010) (0.004) (0.002) (0.010)
State_share 0.096*** 0.206%** 0.257%%* 0.030 0.070%* -0.066"** 0457+
(0.029) (0.033) (0.039) (0.085) (0.029) (0.010) (0.073)
State_controlled -0.037% -0.077%* -0.078** 0.098 0.002 0.031%#* -0.174%%
(0.022) (0.035) (0.035) (0.066) (0.021) (0.012) (0.065
Constant 2.342%% 3.057* 2,630 -2.991#** 2.3954%% -0.897+** 0.371
(0.158) (0.193) (0.209) (0.366) (0.140) (0.066) (0.388)
Firm FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes
Observations 18691 18523 18199 18671 18680 18669 18775
R-squared 0.932 0.829 0.909 0.815 0.836 0.887 0.720
Within R-squared 0478 0.269 0.135 0.033 0.112 0.073 0.036

Notes: Post equals to 1 after 2016. Connection equals to 1 if the firm has province level connections before the policy
reform. Time periods include 2010 to 2019. Robust standard errors are reported. * p <0.10, ** p <0.05, *** p <0.01
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@ Connection: province and above level.

Table 4.3: Post-reform performance of firms with low regulatory intensity

Depend . © @) ©)] ) ) 6) @)
ependent Varaiables
LP_REV LP_VA TFP Patent Inwage_pc  Incost_rev Infl_K
Low_simi*Post 0.016 0.039** 0.064** 0.033 0.040%* 0.020%#* 0.093*+*
(0.011) (0.017) (0.017) (0.035) (0.011) (0.006) (0.035)
Low_simi*Post*pc_pcen  -0.067*** -0.042 -0.005 -0.136* -0.038* -0.052%** -0.112
(0.023) 0.032) (0.033) (0.074) (0.023) (0.013) (0.073)
pe_pcen*Post 0.001 0.008 -0.014 0.153*4* 0.008 0.012% 0.053
(0.012) (0.018) (0.018) (0.044) (0.011) (0.006) (0.039)
Inrev_lag 0.547%% 0.146% 0.092%#* 0.071** 0.121%* 0.073*#* -0.038
(0.015) 0.017) (0.017) (0.031) (0.012) (0.006) (0.034)
Inasset_lag 0.137%% 0.234% 0.000 0.182%#% 0.154% -0.009 -0.431%%*
(0.015) (0.019) (0.020) (0.034) (0.014) (0.007) (0.037)
Inlabor_lag -0.711%%* -0.607*+* -0.283*** 0.183** -0.253* 0.010%* 0.213*%
(0.015) 0.017) (0.016) (0.024) 0.017) (0.004) (0.026)
Inprofit_net_lag 0.003 0.128% 0.134%* 0.026** 0.004 -0.042%** 0.149%*
(0.004) (0.006) (0.006) (0.010) (0.004) (0.002) (0.010)
State_share 0.096** 0.206%* 0.256%* 0.033 0.070** -0.066%** 0458
(0.029) (0.033) (0.039) (0.085) (0.029) (0.010) (0.073)
State_controlled -0.037% -0.077%* -0.079** 0.101 0.002 0.031%#* -0.173%%%
(0.022) (0.035) (0.035) (0.066) (0.021) (0.012) (0.065)
Constant 2.346*% 3.060%* 263274 -2.983%%¢ 2.393% -0.896*** 0.374
(0.158) (0.193) (0.210) (0.366) (0.140) (0.066) (0.387)
Firm FE Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes
City FE Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes
Observations 18691 18523 18199 18671 18680 18669 18775
R-squared 0.932 0.829 0.909 0.815 0.836 0.888 0.720
Within R-squared 0.478 0.270 0.134 0.033 0.112 0.074 0.036

Notes: Post equals to 1 after 2016. Conection equals to 1 if the firm has province and above level connections before the

policy reform. Time periods include 2010 to 2019. Robust standard errors are reported. * p <0.10, ** p <0.05, *** p <0.01
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Conclusion

@ Politically connected and unconnected firms respond to a changing regulatory
environment differently.

@ When enforcing deregulation reform, politically connected firms are negatively
affected in productivity and innovation, while the unconnected firms are not
significantly influenced.

@ Such negative effects can be verified in “mid-regulated” industries (like
construction and automotive manufacturing), and among firms with a low or
median level of regulation intensity after the reform.

@ Only firms with no political connections and low level of regulation intensity
shows better performance in productivity and innovation after the deregulation
reform.

@ The findings underscore an adverse role which political connections can
interplay with a changing regulatory environment in shaping firms’ performance.
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