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Abstract: 
We study the roles of political connection and firm performance in bank credit allocation in 

China’s private sector. Based on data from the 9th Nationwide Survey of Privately Owned 

Enterprises in China conducted in 2010, we find that: (1) Politically connected firms were 

more likely to gain access to bank credit, but good firm performance did not seem to have 

improved firms’ chances of obtaining bank loans; (2) Good performance did help firms get 

more loans - of the firms that had access to bank credit, those with better performance in the 

previous year had larger amounts of bank loans; and (3) politically connected firms 

performed better; and better performance had a small effect of helping the owner establish 

political connection.  These suggest that political connection was used as a signal for credit 

worthiness that entails not only good performance, but also some other intangible assets 

unrelated to firm performance (e.g., ability to obtain government bailouts) which would 

protect the firm from financial ruin. 
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1. Introduction 

Commercial bank lending to the private sector in the People’s Republic of China 

has a relatively short history. It was not until 1997 when the government gave permission 

to commercial banks to lend to private enterprises (Park and Sehrt, 2001). In subsequent 

years, various regulatory attempts were made to improve private firms’ loan access. 

Nevertheless, the private sector continues to receive a very small share of the total bank 

loans. For instance, in 2009, the private sector’s share of short-term loans was 4.85%, a 

disproportionally tiny amount in view of the fact that by 2008, the private sector’s share 

in total gross industrial output had reached 71.6% (China Statistical Yearbook, 2014). 

Apart from the worry that the private sector is not receiving sufficient financial 

resources required for sustained future development, there is additional concern that the 

small amounts of bank loans that did go to the private sector may not have been allocated 

to the most productive firms. In particular, several studies based on Nationwide Survey of 

Chinese Private Enterprises (NSPE) of various years have suggested that Chinese banks 

allocated loans to the private sector on the basis of political connection. For example, 

based on the 2000 NSPE, Zhou (2009) shows that politically connected firms had lower 

self-reported difficulty in gaining bank finance and a higher probability of actually 

obtaining bank loans. An analysis of the 2002 NSPE similarly suggests that owners who 

were Communist Party members were more likely to get bank loans (Li et al., 2008). 

Cheng and Wu’s (2015) study of the 2012 NSPE again confirm that political connection 

played an important role in helping private firms obtain commercial bank loans. 

Specifically they find that politically connected firms were more likely to have access to 

commercial bank loans and that political connections were more important for smaller 

private firms and for private firms in industries where state-owned enterprises had a 

stronger presence.  In addition, Wang (2015) finds that, for large listed private companies, 

the appointment of politically connected independent directors on the board of a company 

improved the company’s access to both bank finance and government subsidy. 
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There are also studies that investigate specifically whether bank lending practices 

in China are consistent with commercial principles. The findings of these studies are 

mixed. For instance, Cull and Xu (2003) look into two surveys of Chinese State 

Enterprises and find a positive relationship between bank finance and SOE profitability 

over the period between 1980 and 1994; but this relationship grew weaker during the 

1990s. Using a 2003 World Bank survey of business environment and enterprise 

performance, Firth et al. (2009) show that bank loans were extended to better performing 

and better governed private firms in China. On the other hand, based on their analysis of 

Chinese provincial data for 1991-1997, Park and Sehrt (2001) conclude that bank lending 

did not respond to economic fundamentals. Bailey et al. (2012) study 379 announcements 

of bank loans issued by Shanghai and Shenzhen listed companies for the period 1999-

2004 and find that poorly performing firms were more likely to obtain bank loans. It 

appeared that bank loans were used for keeping the firms afloat rather than for expansion, 

as the subsequent performance of the firms receiving the loans was poor.   

What is the basis for allocating bank credit to private firms in China, political 

connections, firm performance, or perhaps both? This is the question we aim to answer in 

this paper.  Different from the studies cited above that look at either political connection 

or firm performance as a basis of bank credit allocation, this paper considers both 

political connection and firm performance to assess their respective roles in banks’ loan 

allocation decisions.  

Based on our analysis of data from the 9th Nationwide Survey of Privately Owned 

Enterprises in China conducted in 2010, we come to three main conclusions. First, 

politically connected firms were more likely to obtain access to bank loans (measured by 

whether a firm had a positive bank loan balance), but good firm performance did not 

seem to have improved firms’ credit access. Second, good performance did help firms get 

more loans – of the firms that had access to bank credit, those that had better performance 

in the previous year were more likely to have greater amounts of bank loans. Third, 

politically connected firms performed better; and better performance had a small effect of 

helping the owner establish political connection in the subsequent year.  These suggest to 
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us that political connection were used as a signal for credit worthiness that entails not 

only good financial performance, but also some other intangible assets unrelated to a firm 

financial performance (for instance, a firm’s ability to obtain government bailouts) which 

would protect the firm from financial ruin.  

The rest of the paper is organized as follows. Section 2 provides some 

institutional background that helps explain why political connection may be an 

importance basis for bank loan allocation to the private sector in China. Sector 3 

describes our empirical model and data. Section 4 presents the estimation results and 

further tests and discuss the implications of the empirical findings. Section 5 concludes.  

2.  Political connections as a basis for bank loan allocation in China 

As a rule, a for-profit bank seeks to allocate loans to their most credit-worthy 

customers. Since a firm’s financial performance is one of the most widely accepted 

indicators of the firm’s credit worthiness, it is to be expected that firm performance 

would be an important basis of loan allocation for a bank. However, under certain 

circumstances, firm performance may be over-shadowed by other considerations in a 

bank’s loan decisions. In China, one such consideration is political connection.  

In the literature, political connection is measured in different ways. Li et al. (2008) 

consider a firm to be politically connected if its CEO or chairman is a member of the 

Communist Party. Zhou (2009) defines political connection of a firm by its owner’s 

membership in the People’s Congress (PC) or the Chinese People’s Political Consultative 

Conference (CPPCC). Wang (2015) regards a firm as politically connected if its owner is 

or was a government official or a military officer or someone with a political ranking at 

the provincial or ministerial level.  

In this paper, we follow Zhou’s (2009) in defining a firm as politically connected 

if its (majority) owner is a member of the People’s Congress (PC) or the Chinese 

People’s Political Consultative Conference (CPPCC). The People’s Congress (PC) is the 

legislative body in China and is, according to its official website, “the supreme organ of 
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state power in China”1. PC members are elected for a term of five years. The Chinese 

People’s Political Consultative Conference (CPPCC) is a body of multi-party cooperation 

and political consultation. CPPCC members are selected by recommendations of a variety 

of organizations to represent all segments of the society. “Social influence” is an 

important criteria for the selection of CPPCC members2. CPPCC members also have a 

term of five years. 

There are various reasons why banks in China pay close attention to political 

connections in their loan decisions. First of all, Chinese banks are predominantly state-

owned. Although the top-tier banks (the big-5 banks plus 12 joint-stock commercial 

banks) have achieved public listing by 2010 (Chen et al., 2013; Elliott and Yan, 2013), 

the majority state-ownership of the listed banks means that government has retained 

substantial power to influence banks’ allocation of loans. Secondly, executives in large 

state banks are effectively high-level government officials in the sense that they have 

high political ranks and are appointed in similar ways to senior government officials 

(Elliot and Yan, 2013). These executives are members of the power elite, who network 

and trade favors with other powerful people, which means that bank executives may have 

a bias towards lending to politically connected firms. Meanwhile, lower-level bank 

managers and loan officers also have an incentive to lend to politically-connected firms 

because it helps them establish personal relations with the politically powerful who may 

be able to offer private benefits in return (Brandt and Li, 2003). To the extent that both 

the bank manager/loan officer and the borrower have an incentive to maintain an 

established relationship, such personal relationships can reduce opportunistic behavior 

and can sometimes form the basis for commercially viable relationship lending for the 

bank in the future. 

Another reason why banks care about political connection is that political 

connection can be a valuable signal of credit-worthiness. As noted earlier, lending to the 

private sector was not officially permitted until 1997, thus banks have not had much 

                                                           
1 http://www.npc.gov.cn/englishnpc/Organization/node_2846.htm 
2 http://www.CPPCCc.gov.cn/zxww/2012/07/03/ARTI1341301557203107.shtml 
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experience in dealing with private firms and have not accumulated sufficient “soft” 

information about private firms to establish a relationship of trust with them. This 

information asymmetry problem is exacerbated by two additional factors. First, many 

private entrepreneurs feel uncertain about future government policies towards private 

property, and therefore are reluctant to reveal financial information to outsiders (Zhou, 

2009). Second, for those private firms who are willing to disclose financial information, 

many of them are not able to produce sufficiently reliable information to banks because 

of the informal nature of their accounting practices (Berger and Udell, 2006).  

Faced with the problem of asymmetric information, banks have paid special 

attention to political connection as a signal of credit worthiness. They have done so partly 

because politically connected entrepreneurs (members of the PC or CPPCC) are more 

likely to enjoy favorable treatment which enhances their profitability and lowers their risk 

of loan defaults. For instance, through their networking with other members of the 

political elite, politically connected firms may have lighter regulatory burden, favorable 

taxes and other government support including bailouts in times of financial distress (Li et 

al., 2006). In addition, the establishment of political connection by private entrepreneurs 

is seen as an indication of past commercial success which may have given the firm some 

financial resources required for future success. As argued by Zhou (2009), the highly 

selective membership to PC or CPPCC is often used as a token of recognition by the state 

of the entrepreneur’s contribution to society. Such social contribution is typically 

measured by the entrepreneur’s success in providing employment opportunities, creating 

high-quality product brands, philanthropic contributions and so on, which are correlated 

with the firm’s past commercial success and financial strength. When banks regard 

political connection as a signal of credit worthiness in response to the serious problem of 

asymmetric information, their use of political connection as a basis for loan allocation is 

consistent with commercial principles.  

3.  Empirical models and data 

3.1. Hypotheses and test strategy  
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As discussed in the last section, firm performance is a widely accepted indicator 

of credit-worthiness and would be an important consideration in a bank’s loan decision. 

In the Chinese context, political connection would also be important for three reasons: (1) 

the state has majority ownership of large Chinese banks; (2) bank executive and lower-

level management have a bias towards lending to politically connected firms; and (3) 

political connection can be used as a signal of credit-worthiness in the presence of 

asymmetrical information.  Thus we have the following hypotheses:  

Hypothesis 1:  Both political connection and firm performance improve firms’ access to 

bank loans. 

Hypothesis 2: Both political connection and firm performance help firms obtain larger 

amounts of bank loans. 

We test the first hypothesis by estimating the following equation: 

1 1 1 1 1 1 1 ( )( ) 'Access PC Performance PC Size X              (1) 

where Access is a binary variable which equals 1 if a firm has access to bank loans (i.e., a 

positive loan balance), and 0 otherwise; PC is political connection; (PC)(Size) measures 

the interaction between political connection and firm size (Size); X is a vector of control 

variables characterizing the firm, the majority owner of the firm and the firm’s operating 

environment. These control variables include: the firm’s age (FAge), Size (Size), and the 

industry (Indj) it belongs to; the majority owner’s age (Age), gender (Gender), and level 

of education (Edu); the level of private sector development in the province that the firm is 

located (PriDev), and the presence of state-owned enterprises (SOEs) in the industry that 

the firm operates in (SOEind). 

Hypothesis 1 states that 1  and 1r  would be positive. Since smaller firms tend to 

have more difficulties demonstrating their credit-worthiness to a bank, we expect political 

connection to be more important for smaller firms. That is, the coefficient of (PC)(Size), 

1 , would be negative.  
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To test hypothesis 2, we focus on those firms that have positive bank loan 

balances and examine how political connection and firm performance affect the size of 

the loans. Since firms that do not have access to bank loans are not included in the 

estimation, we apply the Heckman two-step procedure (Heckman, 1976) to correct for 

sample-selection bias. The first-step regression equation explains the size of firms’ loans: 

2 2 2 1 2 2/  'Loan S PC Performance Y             (2) 

where Loan/S is the ratio of loans to sales; Y is a vector of control variables 

characterizing the firm and its operation environment, including firm’s age (FAge), Size 

(Size), and the industry it belongs to (Indi); private sector development in the province 

that the firm is located (PriDev), and the presence of state-owned enterprises (SOEs) in 

the industry that the firm operates in (SOEind). 

The second-step selection equation explains access to bank loans which is the 

same as equation (1). 

3.2. Data 

The data used in this study come from the 9th Nationwide Survey of Privately 

Owned Enterprises in China. We also supplement the survey data with official statistics 

characterizing the operating environment of the private firms. The survey was jointly 

conducted in 2010 by four organizations: the United Front Work Department of the 

Central Committee of the Chinese Communist Party, the All China Industry and 

Commerce Federation, the State Administration for Industry and Commerce, and the 

China Society of Private Economy at the Chinese Academy of Social Sciences.  

The survey sampled 4800 private firms, which is about 0.05% of the total number 

of private firms registered at the end of 2009. To achieve a balanced representation across 

regions and industries, the survey used a multistage-stratified random sampling method. 

At the first stage, the survey group decided the total number of private firms to be 

surveyed and selected the participating cities/counties for each of the 31 provinces. At the 
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next stages, the number of firms to be surveyed in each province, city/counties and 

industry were decided. Finally, after the number of firms were determined in each 

subpopulation, the participating firms were then randomly selected from the 

subpopulation.  

The survey of each firm involved a face-to-face interview with the firm’s main 

owner (the “owner”), and the questionnaire was filled by a trained survey team member 

during the interview. The questions fall into 3 categories: information about the owner; 

information about the firm; information about the business environment in which the firm 

operates.   

Most questions about the firms pertain to 2009, but we also have information 

about the firms’ financial information (including sales, profits and tax payments) for 

2007 and 2008. For our analysis, we have excluded in the financial intermediation 

industry and firms with missing or obviously incorrect information. 

 

3.3. Variables 

The definitions of all variables used in our analysis are listed in Table 1, and the 

summary statistics of these variables are presented in Table 2. We describe some of the 

variables below.  

 A firms’ access of bank loans is measured with a binary variable, Access, which 

equals 1 if the firm had a positive balance of bank loans with a term of greater than 6 

months at the end of 2009, and 0 otherwise. For a firm that had access to bank loans, the 

size of its loans (Loan/S) is measured by its loan balance to sales ratio at the end of 2009. 

Past firm performance is measured by two variables: Perform08 which is the rate of 

profits for 2008, and Perform0708 which is the average of profit rates for 2007 and 2008. 

We also have data on firms’ profit rates in 2009, Perform09. 
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Political connection (PC) is measured by a binary variable which equals 1 if the 

main owner of a firm is either a member of the People’s Congress (PC) or a member of 

the Chinese People’s Political Consultative Conference (CPPCCC); and 0 otherwise. The 

relevant term of PC and CPPCCC membership is 5 years from 2008 to 2012. 

Of the control variables, owner’s education (Edu) is measured by years of 

schooling; firm size (Size) is measured by the number of (full-time equivalent) persons 

employed in 2009. A set 18 dummy variables indicate the industry (manufacturing, 

construction, transport, retail, etc.) the firm belongs to. Private sector development 

(PriDev) is measured by private sector employment as a proportion of total employment 

in the province the firm is located. The degree of SOE involvement in the industry that 

the firm belongs to (SOEInd) is measured by employment in SOE and collectively-owned 

enterprises as a proportion of total employment in the industry.  

4. Empirical Results 

4.1. Hypotheses testing 

 To test hypothesis 1 that both political connection and firm performance improve 

firms’ access to bank loans, we estimate 6 versions of equation (1). The estimation results 

are presented in Table 3. Estimations 1-2 uses Perform08 as the measure of firms’ past 

performance. Estimation 1 does not include dummy variables indicating industry the firm 

belongs to. Estimation 2 includes industry dummy variables to control for industry fixed 

effects. Estimations 3-4 are similar to estimations 1-2 except that Perform0708 replaces 

Perform08 as the measure of firms’ past performance.  

 As shown in Table 3, political connection (PC) is positive and significant in all 4 

estimations. Depending on model specifications, politically connection increases a firm’s 

probability of getting bank loans by 58% to 78%. This makes political connection the 

most important determinant of a firm’s credit access. In contrast, neither indicators of 

past performance (Perform08 and Perform0708) is significant in any of the estimations. 

To address the possibility that the effect of past performance may be captured by political 
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connection, we remove political connection and the interaction term (PC)(Size) from the 

right-hand side of the equations for estimations 1-4 in Table 3, and estimate these altered 

equations. The estimation results, presented in Table 4, show that past performance of the 

firm remain insignificant. Thus, we conclude that political connection helped firms obtain 

access to bank loans, whereas past firm performance did not seem to have the effect of 

improving firms’ chances of obtaining loan access.  

 The results in Table 3 also show that in estimations 3 and 4, the coefficients of the 

interactive term (PC)(Size) are negative and significant which is in line with our 

conjecture that political connection is less important for large firm. However, the 

coefficients are very small. Also the interactive term (PC)(Size) is not significant in 

estimation 2; and significantly positive but with a virtually zero coefficient in estimate 1. 

Therefore we conclude that the effects of political connection did not differ notably with 

firm size. Apart from political connection, our estimation results in Table 3 have 

identified two other variables, Fage and Size, which had significant positive effects on 

firms’ access to bank credit. In all 4 estimations, it is found that older and larger firms are 

more likely to obtain access to bank credit. It is also notable that industry dummy 

variables are mostly insignificant (not reported). In other words, differences in loan 

access were not attributable to different industries.   

 To test hypothesis 2 that both political connection and firms’ past performance 

help firms obtain larger amounts of bank loans, we use the Heckman procedure and 

estimate 4 versions of equation (2) controlling for sample selection bias. The estimation 

results are presented in Table 5. Estimations 1-2 use perform08 to measure past 

performance; estimation 1 has no industry dummy variables and estimation 2 includes 

industry dummies. Estimations 3-4 are similar to estimations 1-2 except perform0708 is 

used as a measure of past performance. In all 4 estimations, political connection is not 

significant. However in perform08 (estimations 1 and 2) is significantly positive; whereas 

perform0708 (estimations 3 and 4) is insignificant. This suggests that firms that 

performed better in the immediate past were able to obtain more loans, whereas 

performance of more distant past did not seem to make a difference.  
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To summarize, our empirical analysis only partially supports hypothesis 1 as we 

have found that politically connected firms are more likely to have access to bank loans, 

whereas firm performance did not seem to have improved firms chances of loan access. 

Hypothesis 2 is also only partially supported in that once a firm has access to bank credit, 

political connection did not help the firm obtain a larger amount of loans, but good recent 

performance did.  

4.2. Further tests 

 Our empirical tests above suggest that political connection but not firm 

performance enhanced a firm’s access to bank loans. The next question is why political 

connection mattered. As argued in section 2, banks do care about a firm’s future 

profitability because it determines the default risk of the loan. Since banks do not have 

much reliable information about private firms, they may treat political connection as a 

signal of credit-worthiness that helps overcome the asymmetric information problem. As 

an indirect test of this argument, we examine whether it was indeed the case that 

politically connected firms would likely to perform better. Specifically, we estimate: 

3 3 3 309 ( )( ) 'Perform PC PC Size Z             (3) 

where Perform09 is firms’ current financial performance measured by the ratio of net 

profits to sales in 2009; PC is political connection, and Z is a vector of control variables 

including: the age, gender and education of the main owner of the firm; the age and size 

of the firm, private sector development in the province that the firm is located (PriDev), 

and the presence of state-owned enterprises (SOEs) in the industry the firm operates 

(SOEind).  

 The estimation result, which is presented in Table 6, shows that political 

connection was positively and significantly associated with firm performance. This 

suggests that political connection was indeed a reasonably good signal of credit-

worthiness. In addition, the coefficient of the interactive term (PC)(PriDev) is negative 

and significant, indicating that the positive association between political connection and 
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firm performance is less strong in provinces where private sector development is more 

advanced. As discussed in section 2, there are different reasons why a politically 

connected firm may be more profitable. For instance, the firm may enjoy preferential 

treatment, such as lighter regulatory burden, and government subsidies. It is plausible that 

these preferential treatment would be less prevalent in areas where private sector is more 

developed. However, the estimated coefficient suggests that the difference was quite 

small.  

 To further investigate the relationship between political connection and firm 

performance, we also test whether good firm performance helped private entrepreneurs 

establish political connections. As Zhou (2009) argues, political connection (in the form 

of membership in the PC or CPPCC) may be a reward of past social contribution, in 

which case, we would expect to see a positive effect of past firm performance on the 

existence of political connection. For the data we have, the relevant term of PC and 

CPPCC membership begins in 2008, thus we test whether firm performance in 2007 had 

any effect on the establishment of political connection in 2008. That is, we estimate: 

4 4 4 4 07 'PC Perform E              (4) 

where Perform07 is the performance of the firm in 2007 measured by the net profits to 

sales ratio in that year, E is a vector of control variables including the entrepreneur’s age, 

gender and education.  

 The estimation result of equation (4), shown Table 6, indicates that an increase in 

profitability by one percentage point in 2007 increased the owner’s chances of being 

elected a member of the PC or CPPCC in 2008 by 0.2%. It is statistically significant but 

the magnitude is rather small. This suggests that political connection entails more than 

just financial success. It signals membership to the political elite, which is likely to be a 

much stronger signal of credit-worthiness than performance alone. After all, past 

profitability does not guarantee future financial success, but with political connection, a 

firm is more likely to enjoy a degree of government support which will protect it from 

financial ruin.  



14 

 

 5.  Conclusion 

 In this paper, we have studied the effects of political connection and firm 

performance on a private firm’s access to bank loans and on their ability to obtain larger 

loan amounts. We have also examined the relationship between political connection and 

firm performance. Based on data from the 2010 Nationwide Survey of Private Enterprises 

in China, we found that political connection, but not firm performance, improved a firm’s 

access to bank credit. However for those firms that had access to bank loans, firm 

performance in the previous year helped firms obtain larger loan amounts. This suggests 

that political connection is crucial in overcoming the hurdle of convincing a bank to make 

a loan for the first time. Once a firm has become a borrower of a bank, then information 

flow between the firm and the bank can happen more easily, at which time, firm 

performance matters in the bank’s decision regarding loan amounts.  

 We conjecture that a reason why political connection helps firms obtain loan 

access is that banks use political connection as a signal of credit-worthiness in the 

presence of severe information asymmetry problem. We have found some evidence that 

politically connected firms performed better, which indicates that political connection 

was indeed a true signal of credit-worthiness. We also found that good firm performance 

has a significant but small positive effect in helping private entrepreneurs establish 

political connections. We therefore contend that political connection is a stronger signal 

of credit-worthiness than simple firm performance: firm performance can deteriorate in 

the future, but with political connection, a firms enjoys a degree of state support which 

means a deterioration in financial performance is less likely to threaten the firm’s 

survival.  

Our paper provides new evidence which demonstrates the importance of political 

connection for private firms to obtain bank loan access. While this does not necessarily 

mean that bank loans are not allocated to more productive firms, it does suggest the 

problem of information asymmetry is severe in bank lending to the private sector in 

China. An important source of the problem is the Chinese banking sector is dominated by 
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large state-owned banks, which do not have a comparative advantage in lending to 

relatively small private firms (Lin and Sun, 2009). While large banks can overcome the 

information problem to some degree by seeking other signals of credit-worthiness such as 

political connection, a better solution to the problem would seem to be reducing the 

information problem at the source.  This can be done for instance by promoting market 

entry by smaller banks and banks specializing in lending to small and medium sized 

private enterprises. Smaller banks are better placed in collecting and using “soft” 

information and local knowledge for relationship lending. As small banks gain 

experience in serving the financial needs of private firms in their local areas, they will 

accumulate information about their clients and develop expertise in accessing credit risks. 

Over time, private firms will have better access to loans from these smaller banks, and 

the smaller banks will collectively gain a sufficiently large market share to break the 

dominance of large state banks. 
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Table 1. Definition of variables 

Abbreviation Variable name Definition 

Access Access to bank loans Dummy variable, = 1 if a firm had a positive balance of bank 

loans with a term of greater than 6 months at the end of 2009; 

and 0 otherwise. 

Loan/S Loans/sales (Balance of bank loans with duration greater than 6 

months/sales at the end of 2009)x100 

PC Political connection Dummy variable, = 1 if the main owner of a firm is either a 

member of the People’s Congress (PC) or a member of the 

Chinese People’s Political Consultative Conference 

(CPPCC); and 0 otherwise. 

Firm performance 

Perform07 Performance in 2007 (Net profits /sales in 2007) x100 

Perform0708 Average performance 

for 2007 and 2008 

{[(Net profits /sales in 2007)+ (Net profits /sales in 

2008)]/2}x100 

Perform09 Performance in 2009 (Net profits /sales in 2009) x100 

Owner attributes 

Age Owner age Owner’s age in 2010 

Gen Gender Dummy variable, 1 = male, 0 = female 

Edu Education Years of schooling: primary school=5; junior high=8; senior 

high= 11; college =13, university =15; graduate school = 18 

Firm characteristics 

FAge Firm age Years of operation 

Size Firm size Number of full-time equivalent persons employed in 2009 (a 

person employed for the full-year counts as 1, a person 

employed for more than 6 months but less than 1 year counts 

as 0.5, and a person employed for less than 6 months counts 

as 0.25.) 

Indi Industry 18 dummy variable indicating the industry (manufacturing, 

construction, transport, retail, etc.) to which a firm belongs 

Operating environment 

PriDev Private sector 

development 

(Private sector employment//total employment in a 

province’s urban areas)x100 

SOEInd SOE presence (Employment in SOE and collectively-owned enterprises/ 

total employment in an industry)x100 
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Table 2. Summary statistics 

Variable Obs Mean Std. Dev. Min Max 

Loan/S 3086 34.963  199.773  0.000  4985.714  

Access 3182 0.560  0.496  0.000  1.000  

PC 3790 0.505  0.500  0.000  1.000  

Age 4298 45.009  8.779  18.000  92.000  

Gen 4328 0.846  0.361  0.000  1.000  

Edu 4262 12.624  2.581  5.000  18.000  

FAge 4098 8.714  4.679  0.000  26.000  

PriDev 4345 16.203  13.846  2.911  59.002  

SOEInd 4204 37.848  24.675  16.791  99.171  

Size 4345 193.455  569.574  0.500  11000.000  

Perform07 3376 11.558  35.600  -585.714  916.667  

Perform08 3604 9.809  43.271  -1238.735  923.077  

Perform0708 3353 11.112  31.430  -341.145  919.872  
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Table 3. Empirical results: Effects of political connection and firm performance on 

bank loan access 

Dependent 

variable 
Access 

Model Estimation 1 Estimation 2 Estimation 3 Estimation 4 

PC 0.652*** 0.578*** 0.772*** 0.698*** 

 (0.063) (0.065) (0.068) (0.070) 

 [0.000] [0.000] [0.000] [0.000] 

Age 0.003 -0.002 0.001 -0.003 

 (0.003) (0.004) (0.004) (0.004) 

 [0.347] [0.665] [0.737] [0.488] 

Gen 0.187** 0.094 0.159* 0.062 

 (0.080) (0.084) (0.084)  (0.087) 

 [0.020] [0.261] [0.059] [0.475] 

Edu -0.010 0.002 -0.014 -0.003 

 (0.011) (0.012) (0.012) (0.012) 

 [0.357] [0.858] [0.229] [0.793] 

FAge 0.016** 0.017** 0.014** 0.014** 

 (0.006) (0.007) (0.007) (0.007) 

 [0.012] [0.012] [0.046] [0.048] 

PriDev 0.000 0.001 -0.001 0.000 

 (0.002) (0.002) (0.002) (0.002) 

 [0.877] [0.715] [0.773] [0.829] 

SOEind -0.002* 0.011 -0.002* 0.010 

 (0.001) (0.054) (0.001) (0.055) 

 [0.068] [0.838] [0.065] [0.854] 

Size 0.001*** 0.001*** 0.002*** 0.002*** 

 (0.000) (0.000) (0.000) (0.000) 

 [0.000] [0.000] [0.000] [0.000] 

(PC)(Size) 0.000** 0.000 -0.002*** -0.001*** 

 (0.000) (0.000) (0.000) (0.000) 

 [0.039] [0.177] [0.000] [0.000] 

Perform08 0.000 0.001 - - 

 (0.001) (0.001) - - 

 [0.565] [0.482] - - 

Perform0708 - - 0.001 0.001 

 - - (0.001) (0.001) 

 - - [0.426] [0.318] 

Ind No Not reported No Not reported 

cons -0.487** -2.142 -0.399 -1.944 

 (0.237) (4.922) (0.250) (5.074) 

 [0.040] [0.664] [0.110] [0.702] 

Pseudo R2 0.0888 0.1310 0.1004 0.1364 

Number of obs. 2364 2362 2212 2210 

Note: Figures in（）are standard errors. Figures in [  ] are probability values associated with the obtained T-ratios.  *, 
**, *** indicate statistical significance at 10%, 5%, and 1% levels respectively. 
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Table 4. Empirical results: Effects of firm performance on bank loan access 

Dependent 

variable 
Access 

Model Estimation 1 Estimation 2 Estimation 3 Estimation 4 

Age 0.007** 0.001 0.006* 0.001 

 (0.003) (0.003) (0.003) (0.003) 

 [0.034] [0.756] [0.093] [0.843] 

Gen 0.249*** 0.143* 0.242*** 0.126 

 (0.075) (0.078) (0.078) (0.081) 

 [0.001] [0.067] [0.002] [0.119] 

Edu 0.008 0.019* 0.010 0.019* 

 (0.010) (0.011) (0.011) (0.011) 

 [0.425] [0.074] [0.339] [0.084] 

FAge 0.033*** 0.031*** 0.030*** 0.029*** 

 (0.006) (0.006) (0.006) (0.007) 

 [0.000] [0.000] [0.000] [0.000] 

PriDev -0.003 -0.002 -0.003 -0.001 

 (0.002) (0.002) (0.002) (0.002) 

 [0.154] [0.433] [0.185] [0.465] 

SOEInd -0.002* 0.008 -0.002** 0.009 

 (0.001) (0.051) (0.001) (0.052) 

 [0.055] [0.872] [0.042] [0.858] 

Size 0.000 0.000 0.001 0.000 

 (0.000) (0.000) (0.000) (0.000) 

 [0.000] [0.000] [0.000] [0.000] 

Perform08 0.001 0.001 - - 

 (0.001) (0.001) - - 

 [0.266] [0.239] - - 

Perform0708 - - 0.001 0.001 

 - - (0.001) (0.001) 

 - - [0.547] [0.382] 

Ind No Not reported No Not reported 

cons -0.700*** -1.975 -0.628*** -1.979 

 (0.222) (4.659) (0.233) (4.792) 

 [0.002] [0.672] [0.007] [0.680] 

Pseudo R2 0.0440 0.0969 0.0438 0.0925 

Number of obs. 2559 2557 2388 2386 

Note: Figures in（）are standard errors. Figures in [  ] are probability values associated with the obtained T-ratios.  *, 
**, *** indicate statistical significance at 10%, 5%, and 1% levels respectively. 
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Table 5. Empirical results: Effects of political connection and firm performance on 

bank loan amounts 

Dependent 

variable 
Loan/S 

Model Estimation 1 Estimation 2 Estimation 3 Estimation 4 

PC 17.143 7.323  19.986  15.963  
 (33.496) (33.658)  (18.701)  (18.748)  
 [0.609] [0.828] 0.285  0.395  

FAge -0.405 -0.666  1.512  1.389  
 (1.747) (1.750)  (1.348)  (1.353)  
 [0.817] [0.703]  [0.262]  [0.304]  

PriDev -0.770 -0.826  -0.552  -0.579  
 (0.521) (0.521)  (0.431)  (0.433)  
 [0.140] [0.113]  [0.201]  [0.181]  

SOEInd -0.090 2.576  -0.033  1.334  
 (0.266) (16.776)  (0.213)  (13.555)  
 [0.734] [0.878]  [0.875]  [0.922]  

Size -0.005 -0.005  -0.006  -0.005  
 (0.015) (0.014)  (0.010)  (0.010)  
 [0.753] [0.717]  [0.570]  [0.597]  

Perform08 0.751*** 0.765***  - - 
 (0.166) (0.166)  - - 
 [0.000] [0.000]  - - 

Perform0708 - - -0.107  -0.129  
 - - (0.160)  (0.160)  
 - - [0.502]  [0.422]  

Ind No Not reported No Not reported 
_cons 16.097 -235.956  1.337  -141.168  

 (81.039) (1551.402)  (43.046)  (1252.455)  
 [0.843] [0.879]  [0.975]  [0.910]  

 Access 
PC 0.657*** 0.657*** 0.777***  0.777***  

 (0.063) (0.063) (0.068)  (0.068)  
 [0.000] [0.000] [0.000]  [0.000]  

Age 0.003 0.003 0.001  0.001  
 (0.003) (0.003) (0.004)  (0.004)  
 [0.367] [0.367] [0.766]  [0.766]  

Gen 0.185** 0.185** 0.156*  0.156*  
 (0.080) (0.080) (0.084)  (0.084)  
 [0.021] [0.021] [0.064]  [0.064]  

Edu -0.010 -0.010 -0.014  -0.014  
 (0.011) (0.011) (0.012)  (0.012)  
 [0.366] [0.366] [0.236]  [0.236]  

FAge 0.016*** 0.016*** 0.014**  0.014**  
 (0.006) (0.006) (0.007)  (0.007)  
 [0.011] [0.011] [0.042]  [0.042]  

PriDep 0.000 0.000 -0.001  -0.001  
 (0.002) (0.002) (0.002)  (0.002)  
 [0.910] [0.910] [0.808]  [0.808]  

SOEInd -0.002* -0.002* -0.002*  -0.002*  
 (0.001) (0.001) (0.001)  (0.001)  
 [0.069] [0.069] [0.066]  [0.066]  

Size 0.001*** 0.001*** 0.002***  0.002***  
 (0.000) (0.000) (0.000)  (0.000)  
 [0.000] [0.000] [0.000]  [0.000]  

(PC)(Size) 0.000** 0.000** -0.002***  -0.002***  
 (0.000) (0.000) (0.000  (0.000)  
 [0.038] [0.038] [0.000]  [0.000]  
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Perform08 0.000 0.000 - - 
 (0.001) (0.001) - - 
 [0.563] [0.563] - - 

Perform0708 - - 0.001  0.001  
 - - (0.001)  (0.001)  
 - - [0.425]  [0.425]  

_cons -0.489**  -0.489**  -0.402  -0.402  
 (0.237)  (0.237)  (0.250)  (0.250)  
 [0.039]  [0.039]  [0.108]  [0.108]  

Mills 
 Lambda 70.189  41.981  58.155  46.856  

 (81.700)  (82.852)  (43.012)  (43.709)  
 [0.390]  [0.612]  [0.176]  [0.284]  

Wald chi2 24.84 36.38 6.11 14.58 

Prob > chi2 0.0004 0.0198 0.4107 0.8436 
Number of obs. 2361 2361 2209 2209 
Censored obs. 1000 1000 907 907 

Uncensored obs. 1361 1361 1302 1302 

Note: Figures in（）are standard errors. Figures in [  ] are probability values associated with the obtained T-ratios.  *, 
**, *** indicate statistical significance at 10%, 5%, and 1% levels respectively. 
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Table 6. Empirical results: Relationship between political connection and firm 

performance  

Dependent  
variable 

PC Perform09 

PC - 3.043* 

 - (1.696) 

 - [0.073] 

Age 0.023*** -0.134 

 (0.003) (0.093) 

 [0.000] [0.148] 

Gender 0.283*** 2.500 

 (0.069) (2.140) 

 [0.000] [0.243] 

Edu 0.071*** -0.783*** 

 (0.009) (0.299) 

 [0.000] [0.009] 

Perform07 0.002*** - 

 (0.001) - 

 [0.010] - 

FAge - 0.012 

 - (0.174) 

 - [0.944] 

PriDev - 0.034 

 - (0.054) 

 - [0.526] 

SOEInd - 0.051* 

 - (0.030) 

 - [0.085] 

Size - 0.007** 

 - (0.003) 

 - [0.046] 

(PC)(PriDev) - -0.008** 

 - (0.004) 

 - [0.036] 

_cons -2.132*** 19.677*** 

 (0.201) (6.315) 

 [0.000] [0.002] 

Pseudo R2 0.0323  

R-squared - 0.0058 

Number of obs 2920 2983 

Note: Figures in（）are standard errors. Figures in [  ] are probability values associated with the obtained T-ratios.  *, 
**, *** indicate statistical significance at 10%, 5%, and 1% levels respectively. 

 

 




