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ABSTRACT

We examine the impact of political influence and ownership on corporate investment by
exploiting the unique way provincial leaders are promoted in China. The tournament-style
promotion system creates incentives for new governors to exert influence over investment in
the early years of their term. We find a divergence in investment rates between state owned
enterprises (SOEs) and private firms following political turnover. SOEs increase investment by
6.0% following the turnover while investment rates for private firms decline, suggesting that
the political influence exerted over SOEs may crowd out private investment.
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|. Introduction

We exploit a unique feature of political transition in Chilmeexamine how the personal incen-
tives of politicians influence real investment. Certaingyf politicians are promoted within the
Communist party based on the economic performance in therrég which they govern. Since
politicians in China exert a great deal of power over stateax enterprises (SOESs), we hypoth-
esize that the investments of SOEs vary with the politicadduer cycle across the provinces in
China. The incentive to report strong growth over the pmdititenure of office combined with
time-to-build considerations suggest that investment®¥Sshould be highest right after a new
politician is appointed as a provincial governor so thaséhpolitics-fuelled investment projects
can be completed within the politician’s term of office. Weasine whether these hypothesized
dynamics of investment for SOEs are present in China aroatiial turnovers. We also examine
the effects of political influence over SOE investment onittvestment choices of private listed
firms (non-SOES) in the Chinese economy. We find that politrezentives do influence invest-
ment behavior and that these effects appear to represergadlanation of capital over time as
the investment of privately owned firms is crowded out by tbktisally controlled investment of

SOEs and capital expenditures become less sensitive taunesad investment opportunities.

China, as the world’s largest emerging economy, is uniqtie jpalitically and economically in
several ways. First, the connection between economicitesiand political influence in China is
extremely close in the sense that political agendas andiadfpriorities often lead economic activ-
ities. It has been observed that Chinese leadership ti@amsit both central and local levels have
been accompanied by increases in government spending gratate investment (e.g., Li (2011)
and Chowdhury and Mendelson (2013)). Government leaddssthtthe central and provincial
levels have enormous power in the economy to promote grdwdugh investment projects, es-
pecially large infrastructure projects. For example, Walet(2013) show that local politicians

have stronger incentives to invest in infrastructure prsjever other types of investment projects,



because spending on the former is positively correlateld thigir chances of promoti(JéLUnder
China’s current political system, government bureaudnaige great control over the allocation
of resources such as capital (loans through state-ownddadand supply and government con-
cessions, contracts, and appointment of executives in SAEsearch on China’s economic and
financial issues must take into consideration the relatignisetween economic and political insti-
tutions (Parish and Michelson (1996)). Second, politieatlers are appointed rather than elected.
National leaders in the central government are changed éseryears and provincial leaders are
typically replaced every five yeﬁs.Finally, investment in China is very high relative to other
countries in the world. In 2013, the investment-to-GDPaati China was 47.1%. China’s in-
vestment rate compares to 16.8% in the United States ané&o2adl 21.2% in South Korea and
Japan, respectively. The vast amount of resources devoiadgstment along with the influence
of political leaders make China an interesting and impaiatting to study how politics influence

investment and whether the quality of investment is affébte political involvement.

China is also unique in the way politicians move from one postnother. The promotion of
politicians in China follows a tournament system where tpéins are rewarded for stimulating
economic growth in the region in which they govern. The appoéent and evaluation of provincial
leaders is done through a process in which the central gowarhhas power and discretion over
personnel choices. Similarly at the firm level, CEOs of carand local SOEs are appointed by
the central and local governments, respectively. The gweent in most cases remains, directly or
indirectly, the largest and controlling shareholder in SBEn this sense, corporate decisions of
SOEs are often very sensitive to political influences. Fanaxle, political leaders can influence
SOEs directly through arranging preferential treatmertank credit, government subsidies, and

market entry compared to private enterprises (Faccio, Masnd McConnell (2006), Claessens,

1The idea is that in order to impress their superiors and ingtbe chances of being promoted, local politicians
prefer infrastructure projects as the economic outcomésesk projects are easily quantifiable and more measurable,
relative to other projects (Guo (2009)).

2Since Mao’s death in 1976, central level leadership tramrsliecomes a regular phenomenon.

3In 2006, SOEs accounted for more than 30% of the China’s GPagproximately 90% of all publicly listed
firms. SOEs play a central role in pivotal industries suchre@gy, steel, machinery and national defence (Li and
Putterman (2008)). The public sector is often dominatedabyd SOES, that provide key inputs to facilitate private
sector growth and investment, and is regarded as a foumdaitimational growth.



Feijen and Laeven (2008), Li, Meng, Wang and Zhou (2008))itieal leaders can also cast their
influence on SOEs through indirect channels such as affgpensonnel decisions. Various levels
of governments in China thus often seek to direct investnrentrder to achieve policy goals,
especially in SOEs. It is reported that in many industriashsas natural resources, civil aviation,
real estate, and finance, SOE investment has crowded outvbstinent of private firn‘@.This
phenomenon, known &Suo Jin Min Tui in Mandarin Chinese, describes how the state advances

and the private sector recedes.

We hypothesize that the incentives of politicians arisirapt provincial political turnovers
have a significant impact on local firm-level investment. Wilge government has great influ-
ence on corporate decisions, firm level investment may veryrad the timing of political leader
changes. Corporate investment policy changes may be dwthtgoblitical uncertainty ex ante and
political influence ex post. Fan, Wong and Zhang (2007) stawrtewly privatized Chinese firms
with politically connected CEOs often have poor governaarue performance. Using Indian data,
Alok and Ayyagari (2015) show that political interferendéeats SOE investment and leads to
inefficiencies in investment projects as measured by negahnouncement returns. Since SOEs
make decisions not only to maximize shareholder value ®md & serve political interests, we
hypothesize that SOEs differ from non-SOE firms and exhilffém@nt investment patterns corre-
sponding with local top leader turnovers. For SOEs, marsagféen are appointed by government,
which means they want to serve the interest of the polit&iaore than that of shareholders, e.g.,
helping political leaders to improve economic performamgexpansions or increasing capital ex-
penditures. In contrast, non-SOESs, firms with private itm&ssas controlling shareholders, are not
directly influenced by provincial governors and are henes liely to invest based on the wishes

of the provincial governor.

Our results are consistent with the hypothesis that palitiernover and the incentives of the
new provincial politicians influence real corporate demnsithrough their influence on state-owned
firms. The main finding and the primary contribution of thigpeais that there is a divergence

in investment rates between SOEs and non-SOEs in the peisbdojlowing the turnover. The

4“China’s State Sector Urged to Boost Econonffhancial Times, December 26, 2008.



investment rates of SOESs increase significantly early innga& term of a provincial governor,

consistent with the view that politicians exert their inflge on investment in an effort to boost
economic growth in the province and increase their likedhof future political promotion. At the

same time, the investment rates of non-SOEs decline akguthover. The wedge in investment
rates between SOEs and non-SOEs is estimated on a withistigdbasis, suggesting that the
political boost in investment for SOEs has a crowding-ofeatfon private investment in the post-
turnover period. The crowding out effect documented in gaper is novel and consistent with
the macro-level evidence in Xu and Yan (2014) that governnmeestment through SOEs crowds
out private investment. We also find that corporate investrnecomes significantly less sensitive
to measures of investment opportunities, suggesting thidtgal influence is a source of capital

misallocation.

Top provincial leaders include both governors and partyetades. Since the dual leadership
system is unique in China, it is important to distinguishirthenctional roles. Governors are
mainly responsible for resource allocation and promotimyincial economic development, while
party secretaries represent the communist party’s irteeegsl ensure the implementation of party
policies from higher Ievel@.As such, we examine turnovers of both governors and partgsees
at the provincial level separately. We find evidence suggg#iat provincial governors exert more
influence over SOEs in the early part of their term as the tesue much stronger for governor

turnovers compared to the turnovers of party secretaries.

To further tighten the identification of political influenedfects on firm investment and to
enrich the analysis, we exploit heterogeneity in the stileiod the incentive to boost investment
across politicians. Politicians’ personal attributestsas age, education, birthplace and previous
working experience provide variation in the degree to witiateer concerns affect economic deci-
sions. For example, we exploit the fact that, due to the emst of the mandatory retirement rule,
older politicians, especially those approaching the menrgaetirement age of 65 at the time of

appointment, become more concerned about their futurégadicareers relative to younger ones,

5See, for example, Tan (2006) for a detailed discussion odfiffierent roles played by provincial party secretaries
and governors in the Chinese political system.



as retirement is foreseeable and the chances of being pedrac¢ small. As a result of the ca-
reer concerns, older politicians have stronger incentiv@sanipulate investment through SOEs to
stimulate local economy. In line with this view, we show ttte boom in SOE investment follow-
ing turnovers is mainly caused by older provincial govesnohose ages generate an additional
incentive to invest. Furthermore, we show that the incréag®st-turnover investment among
SOEs mainly takes place in provinces where the politicalduers involve normal transitions (be-
ing promoted or laterally moved at the same rank) and leesatdd immediate successors (having
bachelors degrees or less), and when successors are ballg ([@ssuming offices in their birth

provinces). These findings are consistent with the crosesel identification predictions.

We provide a detailed discussion of the possible underiymeghanisms through which the
post-turnover crowding out effect may occur. One poss$ybifi that the results on crowding out
are coming through a credit channel through which new palifieaders exert their influence on
banks and diverts loans disproportionally from banks towe8OEs. Due to data availability,
we examine changes in firm leverage instead of bank lendihgvi@r around the turnover cycle
to infer a possible credit channel. We find that following entwer event, SOEs experience a
large increase in firm leverage while non-SOE firms do not.r@liyehe leverage results provide
corroborating evidence that the post-turnover crowdingefiect of SOE investment on private
investment is coming through a credit channel. In relatstsfave also examine changes in firm
employment around the turnover events. We show that therpattor employment largely mirror
those of firm leverage and capital investment. This findinggain consistent with our primary
hypothesis that political influence exerted over SOEs itneeat post-turnover acts to crowd out

private investment.

In our final set of analyses, we implement several robustiess$s to check the consistency of
our results. First, we verify that our main results are natrgusly driven by some underlying
regional or nonlinear temporal time trends in the data byreding a placebo (falsification) test
with randomly generated political turnover events. Seceovelrun our baseline tests using only
a set of unexpected turnovers where provincial governaseplaced unexpectedly. We obtain

the same qualitative results, thereby ensuring that ouinigsddo not simply pick up the effects of



changes in investment opportunities induced by anticgpatenovers coinciding with the national
turnover cycles in 1998, 2003 and 2008. Third, we perform additional tests on the sample
selection. We show that our results are not sensitive taudiad the centrally owned SOEs from
the sample and/or restricting the sample to the periodstgrom 2002, the year after the Chinese
stock market reform. Fourth, we verify that the results carg to hold when we use the industry
mean Tobin’s Q and the industry median Tobin’s Q as alteraatieasures of growth opportunities,
instead of market-to-book ratio and sales growth. Finalg/show that the results on crowding out
are robust to an alternative regression specification tbees whether contemporary non-SOE
investment in yeat follows lagged SOE investment in yer 1 around the political turnover

cycle.

Our paper contributes to the literature on the effects dfipal change on corporate investment
in general and in China specifically. Julio and Yook (2012 fimat in countries with competitive
elections, investment tends to be lower just before thetieledue to political uncertainty, while
Durnev (2010) shows that investment becomes less effiareahielection cycle. Li and Zhou
(2005) present empirical evidence on the link betweenipaliturnover of top provincial leaders
and provincial economic performance (measured by GDP ¢movidiaskin, Qian and Xu (2000)
and Chen, Li and Zhou (2005) show that the economic perfoce@nan important predictor of
political promotion of top provincial leaders in China, WhCao et al. (2013) study CEO politi-
cal promotions as incentive mechanisms in SOEs since they dencerns about future political
careers. Both Maskin, Qian and Xu (2000) and Cao et al. (26t8)v that the probability of
promotion increases with the average economic performeduadag the tenure term. Our study
on firm-level investment behavior around political turne/eheds lights on the channels through
which top provincial leaders attempt to prop up provinciebomic performance by affecting
the investment policies of SOEs. Chen et al. (2011) showSKEs invest less efficiently than
non-SOEs in China due to government interventions suchaés stvnership or appointment of
top executives. Piotroski and Zhang (2014) show that thentiees of local politicians lead to
more IPO volume just before provincial turnover and thaséhpolitically motivated IPOs tend

to underperform public offerings in other periods. In a $&mresearch setting, Piotroski, Wong



and Zhang (2015) show that political incentives also suggpregative news release of affiliated
firms. Cohen, Coval and Malloy (2011) show how increased gowent activity in the form of

exogenous spending increases in the United States crowgsivate investment.

The paper also provides new supporting evidence for whaifgéhland Vishny (2002) term
the “grabbing hand” view of government. Shleifer and Vist{2902) argue that privatization of
state firms is controlled by politicians who act to maximibeit private benefits. Our research
also contributes to the strand of literature examining ipixdé over-investment of firms in China.
For example, Ding et al. (2010) find that firms in China ovetest in almost all sectors. Liu and
Siu (2011) find that SOEs compared to private controlled femesmore severe in over-investment
problems. Our paper also contributes to the literature ditigad connections in China. Chen et al.
(2011) find that political connections significantly redumeestment efficiency in SOEs but not in
non-SOEs. Geng and N'Diaye (2012) report that investme@hima is artificially propped up by
low interest rates and an undervalued currency. Our paghligits that political connections and

ownership may contribute to over-investment by Chinesesfirm

Following the 2008 financial crisis, many investment prtgdtave been announced as part
of Chinese government’s initiatives to stimulate the eecopoFor example, both provincial and
municipal governments unveiled ambitious investment pkanspend more than $1.6 trillion on
infrastructure and industrial projects, according to ttaidhal Development and Reform Com-
mission, a central planning agency. According to Barnett Brooks (2006), SOEs accounted
for two-thirds of total Chinese investment in 1990, whileithshare remained over one-third by
2004. Given the size of investment in China and its link toneeoic growth, an understanding of
the quality of capital allocation is central to the welfaenbfits of China’s industrial policy. Our
paper suggests that significant investment distortionpr@sent in China and these distortions are
caused to some extent by the high degree of influence praigovernors hold over state-owned

firms.

The remainder of the paper proceeds as follows. Sectionniinsarizes and describes our

sample of firms. Section Il discusses the identificatioatstyy and presents our main empir-



ical results related to firm corporate investment dynamiosirad the political turnover events,
including various subsample analyses, multiple robustnbecks and a detailed discussion of the
possible underlying channels through which politiciarfkignce the investment of both SOEs and

non-SOEs in China. Finally, Section IV offers a summary amactudes the paper.

Il. Data Description, Variable Definition and Summary Statis-

tics

Our turnover data contains 113 turnovers of top provinctadegnors that occurred in main-
land China’s 31 provinces between 1998 and 2012. The datapited from a variety of internet
sources, contain detailed personnel information reggrdach governors age, education, birth-
place, previous working experience and most importandyitning and nature of the turnover and
appointmentl Macroeconomic data and firm characteristics such as asatds, and employment,
etc., are obtained from the Chinese Stock Market AccouriRiegearch (CSMAR) database. Our
initial sample consists of all domestic firms listed on bdté Ehanghai Stock Exchange and Shen-
zhen Stock Exchange for the period 1998 to 2012. We startaoupke period from 1998 to match
the availability of listed firms’ financial statements (esijpdly the cash flow statements) in the CS-
MAR database. We end the sample period in 2012 becausetstenprecedented anti-corruption
campaign launched under President Jinping Xi in late 20igh-level government officials in
China had to take their eye off growth problems and devote giremary attention to political

corruption insteaB.Data on firms’ headquarter location at the city level comefltyind database

6These internet sources include Who's Who in the CCP datatfasép://xinhuanet.com/, China institutions and
leaders’ database of http://people.com.cn/ and the QePtiaples’ Government of the Peoples’ Republic of China
website www.gov.cn. In addition, two governor turnoversi@dong Meng, governor of Beijing from January 2003 to
April 2003 and Jinping Xi, acting governor of Zhejiang pnoee from October 2002 to January 2003) are excluded in
our sample as their tenure durations are less than one year.

’Upon taking over China’s top leadership in late 2012, Peesidinping Xi launched the most extensive campaign
against corruption in the history of Communist rule in Chidzcording to the statistics of the ChinaFile “Catching
Tigers and Flies” database, a total of 159 high-rankingiafqor “tigers”) were investigated and prosecuted during
the period from 2013 to 2015, including former national ségichief, Yongkang Zhou, the first Politburo Standing
Committee member that was investigated for corruptionGoemmunist Party’s history. On the other hand, only 4
“tigers” had been caught in 2012, the year before Presideping) Xi assumed office. Here, “tigers” are individuals



and are manually matched to corresponding provinces subgedy. Delisted firms, financial firms

and firms with less than three observations (e.g. IPO ¥e2010) are further excluded from the
sample. Finally, all continuous variables, except ecomorariables, are winsorized at their 1st
and 99th percentiles throughout the analysis in order tamke the impact of data errors and

outliers. The results are not sensitive to any of the abotexdil

We determine the nature of firm ownership from CSMAR’s Chiiséetl private enterprise
database and divide the full sample into two subgroups doupito the ownership type of firms’
ultimate controlling shareholder (i.e., state-ownedelisversus private listed). We identify the
ultimate controlling shareholder by tracing up the contiehins of the listed firms. We further
supplement the ownership data with hand-collected data frons’ annual reports for cases in
which the ownership information is missing or incompletenfr CSMAR database. A firm is
defined as a SOE if the ultimate controlling shareholder efligted firm is a government entity
including the central government, local governments aheérogjovernmental institutions such as
State-owned Assets Supervision and Administration Comions(SASAC). On the other hand, a
firm is considered to be a non-SOE if its ultimate controllgi@reholder is an entrepreneur or a
non-government entity, such as a village or a foreign compByapplying these selection criteria,
we end up with a sample of 2,578 firms spanning 15 years forah@d®21,552 unique firm-year

observations, of which 1,159 firms with 12,823 observatamesstate-owned listed.

Appendix A lists the detailed definitions and sources of almvariables used in our analysis,
including both dependent variables and control variablé® key dependent variable is the firm-
level investment rate, defined as capital expendituresied/by beginning-of-year book value of
total assets (lagged total assets), where capital expeadiaire calculated as cash payments for
the acquisition of fixed assets, intangible assets andtemg-assets from the cash flow statement

minus cash receipts from selling these assets, plus castopagerating Ieasla.The key control

whose official rank is at, equivalent to, or above the depuityisterial or deputy provincial level. The ChinaFile
“Catching Tigers and Flies” database is available at hitpaw.chinafile.com/infographics/visualizing-chinasti-
corruption-campaign.

80ur measure of investment to asset ratio is equivalent tilat@xpenditures (Compustat data item #128, CAPX)
commonly used in U.S. based studies. For example, Chen €2@l1) use this measure to examine government
intervention and changes in investment efficiency in China.



variables include Tobin’s Q, calculated as the book valuetal assets minus book value of equity
plus market value of equity scaled by book value of totaln@éash flow is measured as earnings
before interest and taxes (EBIT) plus depreciation and anadion minus interest expense and
taxes scaled by beginning-of-year book value of total asState-owned enterprise (SOE) dummy
is an indicator variable set equal to one if the ultimate g shareholder of the listed firm is
a government entity, and zero otherwise. Given that theageelength of tenure for governors
is about four years in our sample, we further include foundwer event time dummy variables:
the pre-turnover year [-1] dummy, the turnover year [0] dunthe one-year post-turnover [+1]
dummy and the two-year post-turnover [+2] dummy, where yean indicates the actual turnover
event year. The timing of the dummy variables is set to captine firms’ investment dynamics

during the full political turnover cycle.

Tablel] reports summary statistics of the number of turn®aad the classification of turnover
types for each of the 31 provinces in mainland China for thepda period from 1998 to 2012.

Figure 2 further visualizes the geographic distributiothaf turnover events across provinces.
[Insert Tabléll here]

In Table[l, we categorize turnovers into normal and abnoryés according to the nature
of the turnover. We define normal turnovers as the cases vapeprovincial leaders are laterally
moved to positions of the same rank or promoted. On the otirat fwe define abnormal turnovers
as the cases when a top leader is dead, demoted, resignest] cetindicted. Our categorization
of normal versus abnormal turnovers follows the identifaratind classification of Chen, Li and
Zhou (2005) and Li and Zhou (2005). There are 113 turnoventsvef provincial governors for
the period 1998 to 2012, distributed quite evenly across3therovinces in China. Among the

9There are two types of shares in the Chinese stock market$alite shares and non-tradable shares, with non-
tradable shares decreasing over time due to the split strastuse reforms introduced by CSRC at the end of 2005.
Chen and Xiong (2001) point out that such non-tradable sheresnormally traded at an illiquidity discount of between
70% to 80% of the market value of tradable shares. FollowiaigeBal. (2004), we discount the market value of non-
tradable shares by 70% relative to the value of tradableeshake sum the market values of both tradable and non-
tradable shares to compute the market value of equity ofimeufsed in the measurement of Tobin’s Q. In unreported
analysis, we show that our results are robust to using a 88é6dnt rate for the value of non-tradable shares.

10



turnovers, 83 are classified as normal type and the restassifiéd as abnormal. The distribution
of turnovers offers a great deal of cross-sectional vanmetid test their effects on firm investment.
The sample of SOEs consists of 12,667 unique firm-year oasens, while the non-SOE sam-
ple contains 7,923 firm-year observations. In general,iBgijGuangdong, Jiangsu, Shandong,
Shanghai and Zhejiang have more listed firms than other pcesibut a comparable number of
political turnovers. Tablglll reports the distribution affi-year observations and the turnovers of

provincial governors by each calendar year from 1998 to 2012

[Insert TabléTl here]

Table[Il shows that turnovers of provincial governors ocewery 4.11 years on average and
the average length of tenure for governors is 4.14 yeark &faarnovers happens in 1998, 2003,
and 2007. Firm observations increase over time reflectiogeased IPO volume over the sample
period. Table ]l also indicates that governor turnovers @metered on the past Third Plenary
Session of the Central Committee of the Communist Party,yaekent that often marks new

reforming policies for economic and social developmenhld@dllsummarizes our full sample.

[Insert Tablé 1N here]

Panel A of Tablé&Tll summarizes firm characteristics usedinemalysis. In the full sample, the
mean firm investment rate, defined as capital expendituidatiby lagged total assets, is 0.0655
with a median of 0.0387. Tobin’s Q has mean of 2.14 and medidn7®. Cash flow deflated
by lagged total asset has mean value of 0.0657 and mediae @a0608. Firms’ sales grow
at mean rate of 0.2305 and median rate of 0.1320. These synstadistics are consistent with
earlier literature on Chinese firms such as Chen et al. (2@QIEs have slightly higher investment
rates compared to the whole sample. Non-SOEs have slightigrlinvestment rates compared to

SOEs but have a significantly larger average Tobin’s Q andrapce higher rates of sales growth.

Panel B of Tablell reports the mean investment rates fofutheample, SOEs and non-SOEs

separately during the turnover event time [-1, +2] periodhwear O being the calender year the

11



actual turnover occurred. We first consider the full sampleconditionally, firm investment rates

are slightly lower in pre-turnover years than in other yeds the other hand, investment rates
increase over the turnover event time period and keep rigmtp one year post-turnover. The
investment rate one year post-turnover has a mean valuerhighn any other turnover years.
For example, the average investment rate is 0.0679 one ypas&tyrnover, representing a 4.6%
increase relative to the mean investment rate of 0.064%eraample years. On average, firms’
investment rates in the full sample show an increasing tearet the turnover event time [-1,

+1] period as depicted in Panel B of Tallel Ill. For SOEs, themmvestment rate one year
pre-turnover is not different much from other years, but S@stment rates are significantly
higher one year post-turnover. The difference amountsQ07@, representing approximately a
10% increase from the mean investment rate of 0.0666 in g&ems. The table also shows that
non-SOEs exhibit different patterns in investment from SOREIthough on average, non-SOEs
have lower investment rate than SOESs, the mean investmerdfraon-SOESs does not experience
significant decrease or increase over the [-1, +1] turnoventetime period. In addition, Panel B

of Tablellll indicates that investment rates of non-SOEpdignificantly two year post-turnover,

compared with other sample years.

[Insert Figuré 1l here]

Figure[1 compares mean investment rates over the turnoeat @éme [-1, +2] period for the
full sample, SOEs and non-SOEs separately. A clear patteenges from Figurgl1l: investment
rates for the full sample shows an increasing trend and é&meltpattern is much more noticeable
for SOEs. For SOEs, investment peaks one year post-turnetde for non-SOES, investment
generally peaks one year pre-turnover and then detersogatiekly. The wedge between invest-

ment rates of SOEs and non-SOEs increase sharply over the2-furnover period.
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lll. Empirical Results

A. Regression Specification

To test for changes in the investment dynamics of firms adiessurnover cycle that cannot
be explained by standard explanatory variables in a muidiesetting, we follow Julio and Yook
(2012) and estimate the following augmented version of taadard investment-Q regression

model:

lijt = o+ W+ BiPre-Turnoveyi_1 + BoTurnovey ¢ 4 BzPost-Turnover 1 (2)

+B4Post-Turnover > + BsQit—1 + BeCFi t + B7%AGDP; 1 + Bg%ASal s ¢ + €ijt

wherei stands for the firmj indexes the province, anddenotes the year. The above specifi-
cation uses firms in provinces without a political turnovez® as the control sample for a treated
sample of firms in provinces that have turnover events oves#ime time period. The dependent
variable is firm-level investment rate, defined as capitpkeexlitures scaled by lagged total assets,
where capital expenditures are calculated as cash payiieenke acquisition of fixed assets, in-
tangible assets and long-term assets from the cash flomrsateninus cash receipts from selling
these assets, plus cash pay for operating lease. The prarplgnatory variables of interest are
time-province dummies measuring the periods before ard tfe political turnover event. First
is the turnover year dummy, which equals to one if the firmrpravince pair falls in the period
of the turnover event year, when the actual provincial tuendook plac@ The pre-turnover year
dummy is set equal to one if the firm-year-province pair fadlthe one year period immediately
before the turnover event year. Similar to the constructibthe pre-turnover year dummy, the

one (two) year post-turnover year dummy takes a value of foitee ifirm-year-province pair falls

1% unreported analysis, we show that our main results aresta rounding monthly turnover event into year
frequency using either June or July as cutoffs. For examgien using June as the cutoff, a successor will be in office
for the majority of the year if the turnover event occurrefooe June. We consider the actual turnover year as the
event year. On the other hand, if the turnover event tookepddier June, the successor will be in office for less than
half a year. We then consider the year after the actual temygear as the event year.
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in the one (two) year period immediately after the turnowene year. These turnover event time
dummies are designed to capture changes in the conditiovedtiment rate across the [-1, +2]
turnover cycle. Other explanatory variables include Tsb@, cash flow and provincial-level real
GDP growth rates, which are commonly used in the investmerature to control for firm in-
vestment opportunities and provincial economic condgi(see, for example, Eberly, Rebelo and
Vincent (2009) and Ozbas and Scharfstein (2010)). Sectiand Appendix A provide details on
variable descriptions as well as variable sources. In mxhditve include firm sales growth as an

addition control for expected future demand (Bloom, Bond ¥an Reenen (200

In order to control for time-variant unobservable variative further include both firm and
year fixed effects in the baseline investment regressiois. §gecification captures the within-firm
variation in conditional investment rate around polititanover event years. Following Petersen
(2009), we compute heteroskedasticity-adjusted robastdsird errors clustered at the firm level
in all specifications, to mitigate serial correlation. Thfecification is the most appropriate in
a panel with a large cross-section of firms but a small numbeeoods (Petersen (2009)). For
robustness, we also repeat our analysis with standardseaiternatively clustered at the province
and year levels and obtain slightly weaker but still sigaificresults. To save space, the robustness

with alternative standard error estimates are not repdntiédre available upon request.

B. Investment around Turnover Years

In Table[1M, we report the empirical results for our basebpecification separately for the the

full sample, the sample of SOEs only, and the non-SOE samfiieestimate panel regressions

\we note thaffobin’s Q is a forward-looking measure of growth opportunity as thekaavalue of equity already
incorporates information about expected future growth. il®WASal es reflects past sales growth, which contains
some transitory component.

12ps pointed out by Petersen (2009) and Thompson (2011), tayp-alustering is only valid provided that: (i)
Both N andT are “large”; and (ii) The aggregate shocks must dissipaé tine. In such cases, clustering by two
dimensions will likely produce unbiased standard errongt €ample fits neither of these two requirements. First, in
our sampleN exceeds 2,500 firms but the averdgés around 11.6 years with a maximum of 15 years. Second, the
turnovers are centered around the Third Plenary Sessitie @e¢ntral Committee of the Communist Party as tabulated
in TableTl.
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and include firm and year fixed effects in all specificationsblst standard errors are clustered at

firm level.

[Insert Tablé TV here]

Table[IM reports the estimation results for all three samplehe first two columns report the
estimates for the full sample, the third and fourth colunamrt results for SOEs, and the final two
columns report the estimates of the investment regresfoiise non-SOE sample. We estimate
two specifications for each sample that differ only in whetnévo year post-turnover dummy is

included.

For the full sample (first two columns of TaklellV), we find a atge relationship between
the pre-turnover dummy and corporate investment ratesistemt with the prior literature doc-
umenting pre-election declines in firm investment rateshim presence of heightened political
uncertainty before a turnover event (Julio and Yook (2012) &ens (2016)). Investment rates are
not significantly different from other periods in the tureowear nor in the post-turnover period.
The coefficients on the control variables are consistert thié investment literature. Corporate

investment is positively related to Q, cash flow, sales gnoamd regional economic growth.

As the univariate tests in Tablellll and as Figlie 1 showsretlaee important differences
in investment behaviors between SOEs and non-SOEs overakag@al turnover cycle. SOEs
show a noticeable increasing pattern following politicahibvers while non-SOEs exhibit a clear
decreasing trend around political turnovers. Given theference, we divide the full sample
into two groups by their ownership type, i.e., SOEs versusBOES, and estimate the baseline

regression on these two subsamples separately.

Specifications (3) and (4) of TablellV report the regressisults for the sample of SOEs.
Corporate investment rates for SOEs are negative but nadtstally significantly different in the
pre-turnover year and the turnover year. However, we sega iacrease in investmentrates in the
post-turnover year. The negative coefficients of pre-tuenalummy and the positive significant

coefficients on the one-year post-turnover dummy togetggest that SOEs exhibit a tendency to
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first slightly decrease investment immediately before gean governors but scale up investment
right after a new provincial governor takes office. The eat&s in specification (3) show that
investment rates first decrease by 0.0022 in pre-turnovarsyand then increase right away by
0.0040 on average in the one-year post-turnover periogr, efintrolling for growth opportunities
and macroeconomic conditions. In terms of economic madaijtthe coefficients in specification
(3) translates into a 3.2% decrease and a 6.0% increasesistingnt rates in the one-year pre- and

post-turnover years respectively, relative to mean imaest rates in other sample years.

Specifications (5) and (6) of TadlellV report the regressasults for the sample of non-SOE
firms. We find that non-SOEs generally invest less in the pneetver period. We also find, in con-
trast to the behavior of SOEs, investment rates for non-Sfe€kne in the post-turnover period.
In terms of economic magnitude, these coefficient estimat&pecification (5) and (6) translate
into an 4.8% to 8.2% drop in investment rates during the ag-post-turnover period, compared
with mean investment rates in other sample years. As betloeegther coefficient estimates are
consistent with the literature in terms of signs and magia$u For robustness, we also estimate
panel regressions with standard errors double-clustdérbdth economic region and year levels

for non-SOEs and find similar results.

Overall, the regression results highlight an interestiatigyn in corporate investment activity
around the turnover of provincial governors in China. Finst find a negative relationship between
investment and the pre-turnover period for non-SOEs. Bi®nsistent with the findings of Julio
and Yook (2012) in the sense that non-SOEs face politicatdainty prior to political leadership
changes. We also find a robust increase in investment rat&Cgs following the appointment
of a new provincial governor. The investment-to-assete fat SOESs increases by approximately
6.0% to 6.9%. The post-turnover increase in investment isv&lrfinding in the literature. The
evidence is consistent with the view that the incentivesro¥incial governors lead them to exert
influence on the investment policy of SOEs very early in timew term. In China, SOEs often
follow political leadership and through SOEs, newly appeihbureaucrats stimulate investment

activities to showcase their economic agenda for regioaatidpment.
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The contrasting evidence of the effect of political turn@ven investment between SOEs and
non-SOEs is consistent with the unique political instdns in China. Non-SOEs are more im-
mune from political influence as they are more likely to mazirtheir private shareholders value.
Therefore, political turnovers of provincial governorsmat necessarily directly interfere in firm
decisions or investment activities. Provincial-level SQ&n the other hand, are sensitive to polit-
ical interference and political agendas as provincial goees exert a great degree of influence on
firm decisions. SOE investment therefore is subject to ipalitincertainty ex ante and political
influence ex post. The results suggest the possibility tiairticreasing investment rates of SOEs
post-turnover crowd out the investment of non-SOEs. Thé sestion examines this hypothesis

in detail.

C. Post-turnover Crowding Out Effects

The prior literature focusing on political turnover andestment has largely ignored the wide-
spread concern that political influence exerted over imeest policies of SOEs may crowd out
the investment of private firms in the post-turnover peridlitically motivated investment booms
accompanying both central and local level governor turrew highly anticipated and visible
(Li (2011) and Chowdhury and Mendelson (2013)). Ambitioosernment-led investments and
expenditure projects are normally announced right after gevernors’ appointments as stimu-
lus initiatives to prop up the local economy. Given timebigld considerations, new provincial
governors tend to stimulate investment through SOEs atefmbing of their term, so that invest-
ment projects can be completed during their term in office@artdomes can be seen. Most of the
new investment projects are initiated through SOESs to oedef their dominant role in the market.
As a consequence, non-SOEs rarely participate in post¥errpolitically motivated investment
projects. Many large SOEs are given massive governmenidsebsnd enjoy significant advan-
tages in resources, personnel, taxes and access to ngldbwecost and preferential financing
compared to non-SOEs. Therefore, non-SOEs have a disagparglative to SOEs in participat-

ing in these investment projects. Taken together, we expatthe surge of investment by SOEs
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may have a crowding-out effect on private investment pastever. In a related study, Xu and
Yan (2014) show that at the macro level government investihneough SOEs crowds out private

investment.

To empirically test for a post-turnover crowding out effege include a SOE dummy as well
as interaction terms between the SOE dummy and post-turitmlieators in our baseline invest-
ment regressions on the full sample. We include industrydfisiéect to effectively compare the
investment rates of SOEs and non-SOEs within the same mydastoss the turnover cycle. The
industries are defined using two-digit China Industry Gfasgion Standard (CICS) codes issued
by the China Securities Index Co., Ltd., a joint venture lestwthe Shanghai Stock Exchange and
the Shenzhen Stock Exchar@eThe estimation results are reported in Tdble V.

[Insert TabléV here]

The first five specifications of Taklég V report estimates fahegarnover period separately. We
first note that on average, SOEs tend to invest less than 6&%sSas demonstrated by the negative
coefficients on the SOE dummy variable. Specification (1) mames the pre-turnover investment
activity between SOEs and non-SOEs. The interaction tertwdmn the pre-turnover dummy
and the SOE dummy is insignificant, suggesting that the ymrestzer behavior of the two types
of firms is not significantly different. The same is true of thenover year itself, as reported in
Specification (2). The real difference in investment bebialvecome apparent in the post-turnover

period. Specification (3) through (5) report positive arghdicant interaction terms between the

13Similar to the Standard Industrial Classification (SIC)eesdmmonly used in U.S. based studies, CICS classifies
Chinese listed firms into 25 second-level industries, iditig Energy (0001), Materials (0101), Capital Goods (0201)
Commercial Services and Supplies (0202), Transporta@@03), Automobiles and Components (0301), Consumer
Durables and Apparel (0302), Consumer Services (0303)jaM8804), Retailing (0305), Food and Staples Retailing
(0401), Food, Beverage and Tobacco (0402), Household arsti@ Products (0403), Health Care Equipment and
Services (0501), Pharmaceuticals, Biotechnology and &ifences (0502), Banks (0601), Diversified Financials
(0602), Insurance (0603), Real Estate (0604), SoftwareSamdices (0701), Technology Hardware and Equipment
(0702), Semiconductors and Semiconductor Equipment (0788 communication Services (0801), Communication
Equipment (0802), and Utilities (0901). The same CICS itjuslassification is employed in a recent study by
Fang, Qian and Zhang (2016), where the authors use a witHimstry difference-in-difference analysis to show
that media coverage facilitates price discovery and Climesil investors respond rationally to media coverage. In
results not reported here, we also experiment with indusassifications compiled by the China Securities Regwator
Commission (CSRC) and obtain the same qualitative results.
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SOE dummy and the post-turnover indicator variables. $ipations (6) and (7) include the full
set of turnover indicator variables in the regression. Bigation (6) defines the post-turnover
period as two separate years, while Specification (7) coestine two years together. The results
are similar to those reported in the earlier regressionsk 8Westment increases significantly
relative to that of the private firms in various post-turnoperiods. For example, in the total

post-turnover period, SOEs increase investment significeglative to non-SOEs.

To summarize, the absolute decline of non-SOE post-tumovestment reported in Table IV
and the relative post-turnover decrease in investmentdarSOESs reported in Tablel V provide
consistent evidence that SOE investment acts to crowd ougtprinvestment following political
turnovers. We note that the crowding out effect documemtekis paper is consistent with Xu and

Yan (2014) and sheds light on the micro channels of their riadgfings.

D. Investment Efficiency around Political Turnover

In the previous subsection, we have documented evidencgstent with the hypothesis that
the investment of SOEs in the post-turnover period has adirapout effect on the investment of
non-SOEs. A natural question that arises is whether and #&i @xtent crowding out represents
a misallocation of resources. The previous results sugbegtossibility that political incentives
lead to over-investment by SOEs and under-investment waterifirms. Given that investment
makes up close to 50% of GDP in China, the degree to whichtimesd is efficient is an important
consideration. In this subsection, we examine changes@siment efficiency in the post-turnover

period.

We measure investment efficiency as the sensitivity of itmeat to Tobin’s Q. The basic idea
is that an efficient investment policy is one in which investirises when growth opportunities
are high and declines when investment opportunities dshinThis metric has been used exten-
sively in the literature. For example, Gertner, Powers ama8stein (2002) use this measure to
analyze changes in investment efficiency around corpopaefts, Ozbas and Scharfstein (2010)

investigate the investment efficiency of diversified firmsl ®esai and Goolsbee (2005) examine
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the relationship between taxes and investment efficienbgn@t al. (2011) use the sensitivity of
investment to Tobin’s Q to assess difference in averagesinvent efficiency between SOEs and

non-SOEs in China.

To measure changes in efficiency, we add to our baselinetmees regression an interaction
between the post-turnover dummy variable and Tobin’s Q. Uvelact separate tests for the whole
sample, the subsample of SOEs, and the non-SOEs in orderestigate investment inefficiency
after political turnovers. Table VI reports the estimatiesults from the post-turnover investment

inefficiency tests.

[Insert Tablé VI here]

The coefficient estimates on the interaction terms betwleemvwo-year post-turnover dummy
and Q are negative and significant in Specifications (1) ahdf(Zable[Vl, while the interaction
terms between the one-year post-turnover dummy and Q agmticant. The negative interac-
tion term suggests that investment efficiency declinesarpthst turnover period in that investment
expenditures are less correlated with growth opportugittensistent with the idea of a potential

capital misallocation.

The last four specifications in TalilelVI compare post-tusrarvestment efficiency for SOEs
and non-SOEs separately. In Specifications (3) and (4) ntieeaction terms for the SOE sample
are negative. The magnitude of the interaction terms in iBpaton (3) suggests a reduction of
nearly 50%, dropping by -0.0022 compared to the non-tumeeasitivity to Q of 0.0046. The
last two columns report the results for the non-SOE sampkealdb see for the private firms that
investment efficiency declines significantly in the posttwer period. We also include for all
specifications a test of whether the post-investment invest efficiency is significantly different
from zero. This is simply a test of whether the sum of the coieffits on Tobin’s Q and the
interaction term are zero. The table shows that investnféaiemcy, while significantly different
from zero in all samples in other periods, is only marginalnificant in the post-turnover period

and insignificant for the private firms. These results impigttinvestment expenditures are not
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responding to signals about investment opportunities vilegntives to invest for politicians are
high, resulting in a loss of efficiency. The results are cstesit with Alok and Ayyagari (2015)

that political interference leads to inefficient investrinerade by SOEs in India.

E. Cross-Sectional Heterogeneity

In this section, we exploit heterogeneity in the degree thvpolitical incentives are expected
to influence the investment decisions of SOEs and non-SQitmdipolitical turnover events. In
some cases, the incentives of politicians to boost invastatehe beginning of their term are very
high, while in other cases the incentives are relativelyedutincentives vary across the type of
office the politician holds, the type of turnover, the edigratand the age of the politician, and

whether or not the politician was born in the region of insére

We first look at the difference in investment behavior betwtee appointment of provincial
governors and that of party secretaries. Given the difteeennomic and political roles of the
two types of provincial leaders as discussed earlier, weebghat turnovers of party secretaries
do not have an impact on firm investment post-turnover. Asaagqtio test, we reestimate the
baseline investment regression using the turnovers oy gadretaries. To facilitate the analysis,
four turnover event time dummies for party secretaries egated in a similar fashion to those for

provincial governors defined earlier.

The regression results are reported in Table VII. We find dlcabss all samples that the post-
turnover investment behavior of Chinese firms does not ahaignificantly after the turnover of
a party secretary. We do find a slight decline in investmerthenturnover year for SOEs, but
we do not see the divergence in investment activity betweé@BsSand non-SOEs that is present
following the turnover of a provincial governor. The lackafpost-turnover effect is consistent
with the fact documented in Tan (2006) that in Chinese intstins the party secretary is typically
in charge of the Chinese Communist Party (CCP) personnédides but is not directly involved

with provincial economic affairs.
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[Insert Tablé V1) here]

The promotion and retirement system in Chinese politiags mlsans that there is heterogeneity
in the degree to which a governor will have incentives to grfice investment. Personal attributes
such as age, education, birthplace and previous workingretqgce matter for how politicians
influence local economic entities. Since China’s econoefiarm in the late 1970s, an important
change in the evaluation criteria for local government @f&is the declining role of family class
origin and the increasing emphasis on the educational otiadeand expertise of applicants (e.g.,
Bian (2002)). Political conformity and loyalty, which ustmbe the most important pre-reform
criteria for promotion, now gave way to economic perfornrgnanking among peers and other
competence-related indicators such as a strong educatkgiound and demonstrated expertise
in administrative management. As a result of this adjustitep provincial governors are now
better educated than in the past. For example, in our prialigovernor turnover sample over a
15-year period from 1998 to 2012, 59 out of 113 (approxim&g pimmediate successors have
an advanced degree (either masters degree or PhD) at theftappointment. Better educated
governors may have a better understanding of capital aitotand consider the possible negative
and irreversible effects brought by short-term governnséiniulus schemes, which often results
in inefficiency in investment, misallocation of resourcesl @orruption. This indicates that the
incentives to manipulate investment post-turnover shaadignificantly weaker among better

educated new governors.

Post-turnover booms in SOE investment also may be difféogirovinces led by locally born
governors. Locally born governors have a better knowledgbeoconstituents of local economy
and also share the same inherited cultural traits and backds with local people, which may
help speed up the transition process and facilitate a faskeption of new policy. Such a local
advantage means that local-born governors are better inlizadp local economic forces. On
the other hand, locally born governors may be subject to leeneland bias” in that they have a
stronger incentive to stimulate economic growth, as wetbdsenefit local people and to improve
their living standards. Thus, the boom in SOE investmentrélipted to be larger following

provincial turnovers where the new governors are born hpcal
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Another important determinant of the strength of politicaentives is a politician’s age. Due
to the implementation of a mandatory retirement systemeretirly 1980s, all provincial leaders
are required to retire at the age of 65, if they have not beempted to higher positions in the
central government (Chen, Li and Zhou (2005) and Li and zmmm5) Given the mandatory
retirement rule in place, older provincial governors, esgiy those approaching the retirement
age of 65 at the time of appointment, face much stronger cam®&erns than those relatively
younger ones, as retirement is imminent and the former Wally have no further promotion
opportunities. As a result, older provincial governorsénsironger incentives to show spectacular
performance on economic growth in order to stand out. Weetbez expect to see that the increase
in post-turnover investment is mainly driven by relativelger provincial governors whose ages
generate an additional incentive to take more risk and infladocal economic performance, in an

attempt to maximize their (probably the last) chances atipal promotion.

We now investigate the cross-sectional heterogeneityrimouter types (normal turnover vs.
abnormal turnover) and characteristics of the immediateessors. Normal turnovers include
promotions or lateral moves at the same rank while abnoramabvers include retirements and
terminations due to death or indictment (Li and Zhou (2008y definition, 80 out of the 113
(around 71%) turnovers in our sample are classified as naumabvers (promoted or laterally
moved), and the remaining 29% turnovers are classified azaidah Further, we manually collect
provincial governors’ education, birthplace and age imfation at the time of appointment in
order to find out how their personal attributes affect thersith of political incentives. We create
an education dummy that takes on a value of one if the immediatcessor holds a masters or
PhD degree, and zero otherwise. It follows that 59 out of th#& (approximate 52%) successors
have a high education level (Masters or PhD) at the time obmpment. The remaining 54 of
113 have only bachelors degrees or less. We also define alagcthdummy set equal to one if
the immediate successor is born in the same province in wiechill take office, and zero if his

birth province is from a different region. 28 out of the 11Bgeoximate 25%) successors are born

14These national leadership positions include the Politifargroup of 25 members who oversee the Communist
Party of China) and its Standing Committee (the nation’sdepision-making body often composed of five to nine
members).
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locally and assume offices in their birth provinces. Finallg define a governor age dummy that
takes on a value of one if the new governors are 55 or olderedtirtie of appointment. We use
55 as the age cutoff because the average age of provinciatgmg at the time of appointment is

about 55.2 years, ranging from 42 to 64 (with a median age gE35s).

[Insert Tablé VII] here]

Table[VIII reports the regression results using the samp®&QEs. The interaction terms be-
tween the post-turnover dummy and turnover type, betwestitponover dummy and education,
between post-turnover dummy and birthplace, and betwestitpmover dummy and governor
age are included in the analysis. We find that the interacéons have great explanatory power.
First, when interaction term between post-turnover dummy @ormal turnover type dummy is
included, the post-turnover dummy is not significant in tbgression. This finding suggests that
most of increase in investment after turnover is caused bgalbturnovers. One explanation is
that, compared to abnormal turnovers, immediate succes&sarormal turnovers have stronger
incentives to promote economic development to increasedhances for future promotion. This
finding supports the view that the promotion of politiciangdhina follows more of a tournament
system where politicians are rewarded for stimulating ectioc growth in the region in which they
govern (Li and Zhou (2005)). Second, we include the edusationmy and interact it with post-
turnover indicator. The interaction term is negative agghgicant while the post-turnover dummy
itself is positive and significant, with similar magnitudé&sis finding suggests that well-educated
new governors are relatively rational and do not abnornsdiligulate corporate investment through
SOEs, and thus the average increase is mainly caused bystiedeacated immediate successors
following the governor turnovers. Third, we add an intei@cterm between the post-turnover
dummy and the same birthplace dummy (whether the immedisteessor of governor comes
from the same province for the new position). The interactierm is significant and positive
while the post-turnover dummy does not have a significanfficant. This result indicates that
most of the investment increase following political tureois caused by politicians who return to

govern their home provinces. In the last two columns, weéniradd to our baseline investment re-
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gression the interaction term between the post-turnovemayand the governor age dummy. We
find that the interaction term is positive and statisticalfynificant while the post-turnover dummy
is not significant. This finding suggests that the post-tuenmvestment boom for SOEs is mainly
driven by new governors who are 55 years old or older at the timppointment. The idea is that,
as discussed earlier, older politicians become more coedesbout their future political careers
given the mandatory retirement rule in place. As a resudly thave much stronger incentives to

stimulate investment through SOESs, relative to youngatipiains.

Overall, the results in this section suggest that the detigredaich political incentives for stim-
ulating investment are present and can explain differeimcén® post-turnover investment patterns
we see for SOEs in China. Specifically, post-turnover effect investment are mainly caused by
normal turnovers of governors, and by turnovers with lesgated immediate successors, and by
turnovers in which the new governor was born in the same poaviand by turnovers where the

new governor is 55 years old or older at the time of appointmen

F. Possible Mechanisms

In this paper we provide evidence that politicians influetiee investment of both SOE and
non-SOE firms in China. State owned firm invest more just atprovincial political turnover
while private listed firms experience a decline in investmefhese patterns provide evidence
that political incentives of politicians leads to highevestment for SOEs and a crowding out of
private investment. An important question that followstfrthese results is what specifically is the

mechanism that leads state-owned firms to boost investmedmiravate firms to cut back?

One possibility is that the results on crowding out are cantimough a credit channel through
which the new political leader diverts loans from banks tasaSOEs. There is evidence that
political leaders influence access to finance around thehvamd that politically connected or state-
owned enterprises often get preferred treatment in crealikets (Faccio, Masulis and McConnell
(2006), Claessens, Feijen and Laeven (2008), Li, Meng, VdaragZhou (2008)). For example,

Ru (2016) shows evidence that politicians influence bankifento SOEs at the local level in
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China. Thus, diversion of the credit supply towards SOEsamaly from non-SOEs can explain

the short-run investment dynamics for both types of firmsiadopolitical turnover

[Insert Tablé IX here]

Due to data availability, we do not observe lending behaofdhe banks directly. Instead, we
examine changes in leverage ratios for both SOEs and nors@@iind provincial government
turnover events to infer a possible credit channel. We ddfineleverage as the sum of short-
term and long-term debt scaled by lagged total assets. Weetstanate panel regressions to see
whether leverage ratios change around the political tienoycle. To this end, we use leverage
ratio as the dependent variable and add to our baselinessignemodel in equatiofl(1) additional
control variables commonly found in leverage regressi@ee( for example, Lemmon, Roberts
and Zender (2008), and Serfling (2016)). These variablégde@sset tangibility (PPENT/assets),
profitability (EBIT/assets), firm size (log assets), anraiatk return and an indicator variable for
whether the firm paid a dividend. The first four columns of &l report the leverage regres-
sion results. We suppress the coefficients on control @sal order to conserve space. The
first two columns report the leverage regressions for SOBsan-SOEs separately. We see in
column (1) that the leverage ratio of SOE firms increase Baamtly on average in the year after
the new governor takes office. The economic magnitude idalge, representing a 4.3% increase
in the post-turnover debt-to-total assets ratio, relatiivéhe average debt-to-asset ratio in other
sample years. In column (2) we see that non-SOE firms exhisignificant change in leverage
ratios after a turnover event. Columns (3) and (4) of Tabledport the results from a pooled
regression including both SOE and non-SOE firms with a postelver/SOE interaction term to
test whether changes in leverage are significantly diftdvsetween SOEs and non-SOEs. We find
that the interaction term is positive and statisticallyngigant. SOEs experience a large increase
while non-SOE firms do not, and the effect is concentratetiényear immediately following the

turnover. The results are consistent with the credit chiawhereby loans are diverted dispropor-

15We note that even if without political influence, career camms of bank managers can also lead to credit misallo-
cation between SOEs and private firms in China (Ho, Li and T2a1.3)).
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tionally towards SOEs, thus increasing the investment foE Sirms while limiting options for

external finance for the non-SOEs.

On the other hand, as the majority of the credit supply andstment go to capital intensive
infrastructure or industrial projects through SOEs, whielve the potential to create temporary
jobs in a short span of time. As such, we expect that changasiemployment follow a similar
pattern of capital investment following the turnover eeriiVe collect data on the total number
of employees from the CSMAR database. We measure firm emglolyas the total number of
employees scaled by lagged total assets in millions of Geiyean (RMB). Columns (5)-(8) of
TablelIX report estimation results from employment regess where the dependent variable is
firm employment. Consistent with our expectation, the ewyplent results largely mirror those
of capital investment reported in TalplelIV: Following a taver event, employment at SOES in-
creases, while it decreases at non-SOEs. The wedge inyastrer employment rates between
SOEs and non-SOEs is also statistically significant, azatdd by the interaction terms. That the
patterns for employment and investment are so similar des/support for our main hypothesis
that political influence exerted over SOEs acts to crowd auéfe investment in the post-turnover

period.

It is important to note that the leverage results are cogrsistith the credit channel, whereby
political influence over banks leads to higher lending to SQ#tit the evidence does not rule out
other mechanisms. An alternative explanation is that SGi¥e greater investment opportunities
as a result of the new governor’s investment plans for theipce. This can explain the increase
in both investment and employment as well as leverage forsS@fhe post turnover period as
SOEs invest and hire because of new, politically directedstment opportunities and banks lend
to meet the new demand for funds. Our empirical design doealloev us to distinguish between
these two possibilities. However, the results do appeaomdiren that the investment, hiring and
borrowing behavior of both SOEs and non-SOEs are influengetthdo incentives of provincial

leaders.
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G. Additional Robustness

In this subsection, we perform a series of additional ralesst tests to check the consistency
of our main results. Specifically, we show that the main risdubld up to different measures of
investment opportunities, alternative identificatiorastgies, various subsamples analyses and an

alternative national political business cycles hypothesi

While we control for various measures of time-varying firnadcteristics as well as calendar
year dummies and provincial economic conditions, therdiisseme concern that our results
might be driven by some underlying regional or nonlineargeral time trends in the data that
are not captured by the turnover event time dummy variabtesea To rule out this possibility,
we perform a random placebo (falsification) test. Speclficale randomly assign turnover years
within each province. We require that the relative freqyssfadandomly assigned turnover events
each province matches the relative frequency of actuabuams of provincial governors. In doing
this, we end up with a series of random placebo turnover dumanigbles that resemble the
actual turnover event timing indicators used in the previmgressions, except that the timing is
randomly selected across provinces. Thus, if a temporamagor nonlinear trend were driving
the results in our earlier specifications, we would obseiwelar coefficient estimates on these
randomly generated turnover event dummy variEIeWhile all of the estimates on the control
variables are similar as in the earlier specifications, we firat the coefficient estimates on the
random turnover dummy variables are close to zero and iiigignt, indicating that the variation
in investment rate between SOEs and non-SOEs is indeedisfie¢he actual turnover years and

not due to some temporal regional or nonlinear trends in éte. d
[Insert Tablé X here]

The political incentives hypothesis is not the only ecoroitiannel through which firms’
investment decisions can be affected around the timing @fipcial governors’ turnovers. As

discussed earlier, the national political turnover cyateuws every five years and turnovers of

16Results are available upon request.
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provincial governors are more likely to occur around theeagdy of the National Congress of
the China Communist Party in 1998, 2003 and 2008 during omnpeaperiod. As such, the
turnovers of provincial governors may be largely antiagoband the politics-fuelled investment
patterns documented in our paper could be simply driven laypgés in investment opportunities
or underlying macroeconomics conditions caused by themailtipolitical business cycles every
five years. To separate our political incentive hypothasisifthis alternative hypothesis, we focus
only on unexpected turnovers of provincial governors, wltbe timing of the turnovers does not
accord with the national political turnover cycles in 192803 and 2008. As noted in Talilé I,
74 out of 113 (about 65.5%) turnovers are classified as umtxgeurnovers where provincial
governors are replaced unexpectedly. If the national ttenoycles are the driving force behind
our main findings, we should expect that the politically feelinvestment patterns do not exist for
the subsample of unexpected governors’ turnovers. Howegkmns (1) to (3) of TableIX show
that our main results continue to hold when we use only a sst@tpected turnovers of provincial
governors. This finding confirms that the local politicalentive hypothesis best describes the

investment patterns documented in our paper.

We next perform two additional robustness tests on the sasgléection. First, SOEs can be
owned by both provincial governments or the central govemmAs such, there is some concern
that the political incentives of provincial governors mayt apply for those large SOEs that are
managed directly by the central governments, as the inwggtdecisions of those firms are more
likely to be influenced by the leadership transitions of tkeetal governments rather than the

provincial governmen@ To address this issue, we exclude the centrally owned S@ias dur

1We include centrally owned SOEs in the main tests becausiasita the incentives for local SOEs to invest
following turnovers at the provincial level, leadershigrtsitions at the central level also creates such polijicath-
tivated incentives for these centrally owned SOEs to inf@kiwing the past National Communist Party Congress
in 1998, 2003 and 2008 during our sample period. In factesMao’s death in 1976, Chinese leadership transitions
at both central and local levels have been always accompanibig jumps in government spending on infrastruc-
ture and industrial investment projects. For examplgnancial Times (2012) article observed that, shortly after the
18th National Communist Party Congress in November 201 bentral and local leaders have already started to
announce ambitious investment plans to prop up the econéithe central level, the National Development and
Reform Commission, a powerful central planning agencyammounced about RMB 1 trillion worth of infrastructure
investment projects including urban rail, road and watgrpmjects. While at the local level, Guizhou province plans
to spend RMB 3 trillion on boosting tourism and Chonggingimiag for an RMB 1.5 trillion investment in strategic
industries such as telecommunications.
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sample and find our main findings are largely unchanged asrsimavolumns (4) to (6) of TablelX.
Second, our sample period begins in 1998 when the Chinesle starket was newly established.
There is some possible concern that Tobin’s Q based on maakegtion of firms in China may not
be a good measure for investment opportunities becaus©8&ta 2001 period is characterized
by rampant speculation, accounting fraud, and flagrankgboice manipulation (Carpenter, Lu
and Whitelaw (2015@ To address this issue, we drop sample years from 1998 to 2@Dfbeus

on the sample after the stock market reform in 2002. The haisetcolumns of TablelX indicate
that our results are not sensitive to the exclusion of eanye years. In unreported regressions,
we use the industry mean Tobin’s Q and the industry mediann®k as alternative proxies
for investment opportunities, instead of market-to-boatkorand sales growth and obtain similar

results.

Another identification approach to investigating the postrover crowding out effect between
SOEs and non-SOEs is to test for whether contemporary nani@@stment follows lagged SOE
investment around the political turnover cycle. To do thvg, first match aggregate amount of
SOE investment at the province-industry level in yearl with firm-level non-SOE investment
in the same province and same industry in yeaMWe use firm-level non-SOE investment as
the dependent variable and estimate an augmented versaur bfseline investment regression
specification to alternatively test for a post-turnovemating out effect. We include the lagged
province industry SOE investment as well as its interacteems between the lagged province

industry SOE investment and post-turnover indicators inlmseline investment regressions on

18For example, in 2001, a famous Chinese economist, Jingliarcharacterized China’s stock market as a “casino”
manipulated by speculators and without a strong link to amentals.
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the subsample of non-SOEs (same identification method@sedgy the previous crowding out test

in Section Ill). The formal empirical specification is aslfoVs:

Non-SOElInvijt = aj+Vy +BiPre-Turnovey; 1+ BzTurnovey ¢ + BzPost-Turnover 1 (2)
+B4Post-Turnovery» + BsPost-Turnoveri 1 x AggSOEInvy; 4
+BePost-Turnoveri 2 x AQgSOEINVy; 4 + BrAggSOEINV; ;4

+BgQit—1+ BoCFi t + B10%AGDP; ;1 + B11%ASal es ¢t + €ijt

wherei indexes the firmj indexes the provincds indexes the industry artdndexes the year.
The dependent variable is the contemporary non-SOE ineggtat the firm levelNon-SOE_Invij.
The main independent variables of interest in the model @laog the interaction terms between
post-turnover indicatorBost-Turnover j ;4| for | = 1,2 and the lagged province-industry level SOE
investmentAggSOE Invy; ;4. By construction, the coefficient okggSOE Inv,; ;_; alone should
capture the effect of SOE investment on non-SOE investnmegeneral over the entire sample
period. So, the coefficients dPost-Turnover 1 x AggSOE._Invyj {1 and Post-Turnoverj 42 x
AggSOE Invy; ;1 should pick up any added effect of SOE investment in the a@@-pnd two-
year post-turnover periods respectively. The regressiodehincludes firm fixed effecta; and

year fixed effects;. Robust standard errors are clustered at the firm level regtessions.
[Insert Tablé Xl here]

Table[X] presents the estimation results from this altéveategression specification. The
empirical specification in each column is similar to the esponding column in TablelV, whereby
in columns (1) to (4) of Table Xl, the four turnover event timdicators are sequentially included
one at a time beginning with the pre-turnover indicator.u@ahs (5) and (6) employ the full set of
turnover time variables, differing only in whether the tyear post-turnover variable is included
or not. The results indicate that on average non-SOE invadtin yeart is negatively related
to SOE investment at the aggregate level in ytearl. Columns (5) and (6) further show that

the negative relationship between SOE investment and @iBiBvestment is not present over the
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entire turnover cycle but only exists in the one-year pastdver period when using this alternative
approach. The results are overall consistent with thosairmdxd in the previous identification

methodology to test for a post-turnover crowding out efféidte consistency of results obtained
from these different identification strategies strengshthie idea that the increasing investment of

SOEs post-turnover acts to crowd out the investment of MOBsS

V. Conclusion

This paper studies how state ownership and personal @dliticentives influence corporate
investment in China. Using manually collected informatmm the transition of top provincial
leaders in China for both governors and party secretarieging that turnovers of governors have
a significant impact on the investment SOEs and non-SOEst-tlo®ver, we find that there
is a large wedge between the investment rates of SOEs aratefivms. Investment rates for
SOEs are abnormally high while investment rates of of nok=§@re lower than normal. The
results are consistent with the view that the incentivesen¥ provincial governors influence the
investment rates of SOEs in an effort to boost provinciaheooic growth and increase the chance
of personal promotion. Furthermore, we find that the investinbehavior of SOEs post-turnover
has a crowding-out effect on the investment rates of prifiates and the effect appears to come
through a credit channel through which the new politicatlezadiverts loans from banks towards
SOEs. These divergent patterns of investment reflect a loisdion of capital as measures of

investment efficiency decline significantly following thenover of a provincial governor.

Our research sheds lights on the interaction betweengmdtid corporate finance in an emerg-
ing economy. China, as the largest emerging economy withcquarpolitical system, provides an
interesting laboratory for studying how corporations teadeadership turnovers and the incen-
tives politicians face to boost investment. Our empiriaadiings illustrate that in China, corporate
decisions of SOEs often follow political leadership, whilen-SOEs face a diminished capacity

for investment. Non-SOEs are not equipped with safeguagdmst political interference from
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the government, while SOEs are more likely to serve the estenf political leaders since their
personnel decisions are controlled by these leaders arfayrtbe shareholders. Our paper shows
how political systems interact with ownership structure€hina. It suggests that SOEs, though

partially privatized through share issuance, are stiljetttio the influence of politicians.
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Appendix A: Variable Descriptions

Variable

Definition Source

Investment

Tobin's Q

Cash Flow

Sales Growth
Leverage

Employment

GDP Growth
SOE Dummy

Agg SOE Investment

Pre-turnover Year (-1)

Turnover Year (0)

Post-turnover Year (+1)

Post-turnover Year (+2)

Turnover Type Dummy

Education Dummy

Birthplace Dummy

Governor Age Dummy

Capital expenditures divided by beginningreds book value of total assets,  CSMAR
where capital expenditures are calculated as cash payfioetit® acquisition
of fixed assets, intangible assets and long-term assetsffimpash flow
statement minus cash receipts from selling these assets¢c@sh pay for
operating lease.
Book value of total assets minus book value of gopliis market value of CSMAR
equity scaled by book value of total assets.

EBIT plus depreciation and amortization minueriedgt expense and taxes CSMAR
scaled by beginning-of-year book value of total assets.

Firm level annual sales growth rate. CSMAR

Total debt (long-term and short-term) scaled lgynméng-of-year book value  CSMAR
of total assets.

Number of employees scaled by beginning-ofiyeak value of total assets = CSMAR
in millions of Chinese yuan (RMB).

Annual percentage change in provincial real GDP. Wind

Indicator variable set equal to one if the ultintatetrolling shareholder of CSMAR and
the listed firm is a government entity including the cent@lgrnment, local Hand collected
governments and other governmental institutions suchae-8tvned Assets
Supervision and Administration Commission (SASAC).

Aggregate SOE investment at the provimhestry level. The industries are CSMAR and
defined using two-digit China Industry Classification StamCICS) codes. CICS

Indicator variable takes on a valuene if the firm-year-province pair falls Hand collected
in the period of one year immediately before the turnoventyear.

Indicator variable takes on a value of died firm-year-province pair falls Hand collected
in the period of the turnover event year.

Indicator variable takes on a vafumne if the firm-year-province pair falls Hand collected
in the period of one year immediately after the turnover éyear.

Indicator variable takes on a vafumne if the firm-year-province pair falls Hand collected
in the period of two year immediately after the turnover ewezar.

Indicator variable set equal to oneéfphovincial governor is promoted or Hand collected
moves laterally after his tenure of service.

Indicator variable set equal to one if trevjprcial governor holds a Master Hand collected
or PhD degree at the time of appointment.

Indicator variable set equal to one if timenediate successor will assume Hand collected
office in his home province.

Indicator variable set equal to one ifage of the new governor is greater Hand collected

than or equal to 55 at the time of appointment.
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Table |
Summary of Firm-Level Observations and Turnovers by Provirce

The first three columns report the distribution of firm-yebservations for SOEs and non-SOEs jointly and separately
across provinces. The last three columns report the disimi of provincial governors’ turnovers. We split turnose
into normal and abnormal types by nature of the turnover.niNdturnovers include promotions or lateral moves at
the same rank, while abnormal turnovers include retiremand terminations due to death, demotion or indictment.

Province Observations Observations Observations Tursov&urnovers  Turnovers
(Total) (SOEs) (Non-SOEs) (Total) (Normal) (Abnormal)
Anhui 647 447 200 5 5 0
Beijing 1,378 1,028 350 4 4 0
Chongqing 381 282 99 3 1 2
Fujian 644 387 257 4 3 1
Gansu 238 150 88 4 4 0
Guangdong 2,710 1,599 1,111 2 0 2
Guangxi 306 169 137 3 2 1
Guizhou 211 160 51 4 1 3
Hainan 328 142 186 4 3 1
Hebei 421 266 155 6 6 0
Heilongjiang 362 262 100 4 4 0
Henan 449 301 148 3 3 0
Hubei 884 499 385 4 2 2
Hunan 535 382 153 5 5 0
Inner Mongolia 267 118 149 4 2 2
Jiangsu 1,337 649 688 4 4 0
Jiangxi 319 264 55 3 1 2
Jilin 439 235 204 5 4 1
Liaoning 706 450 256 4 3 1
Ningxia 148 64 84 1 0 1
Qinghai 118 65 53 4 4 0
Shaanxi 362 240 122 5 4 1
Shandong 1,135 687 448 3 1 2
Shanghai 2,565 1,971 594 3 3 0
Shanxi 351 256 95 6 3 3
Sichuan 813 403 410 2 1 1
Tianjin 374 301 73 3 3 0
Tibet 114 26 88 3 2 1
Xinjiang 374 244 130 2 2 0
Yunnan 288 196 92 3 1 2
Zhejiang 1,395 424 971 3 2 1
Total 20,599 12,667 7,932 113 83 30
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Table Il
Summary of Firm-Level Observations and Turnovers by Year

The first three columns report the distribution of firm-yebservations for SOEs and non-SOEs jointly and separately
across years. The last three columns report the distribofiprovincial governors’ turnovers. We split turnovergin
normal and abnormal types by nature of the turnover. Norovalovers include promotions or lateral moves at the
same rank, while abnormal turnovers include retiremerdgamminations due to death or indictment.

Year Observations Observations Observations Turnovergnovers  Turnovers
(Total) (SOEs) (Non-SOEs) (Total) (Normal) (Abnormal)

1998 751 489 262 13 8 5
1999 854 559 295 7 7 0
2000 950 621 329 3 1
2001 1,094 704 390 8 3 5
2002 1,180 765 415 9 6 3
2003 1,248 810 438 13 12 1
2004 1,316 852 464 4 2
2005 1,413 899 514 1 0
2006 1,424 901 523 5 3
2007 1,511 943 568 13 9 4
2008 1,634 992 642 5 4 1
2009 1,692 1,006 686 3 2 1
2010 1,844 1,042 802 9 8 1
2011 1,844 1,042 802 8 5 3
2012 1,844 1,042 802 6 6 0
Total 20,599 12,667 7,932 113 83 30
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Table I1I
Summary Statistics

Panel A shows summary statistics for the firm charactesistied in our analysis jointly and separately for SOEs and
non-SOEs between 1998 and 2012. Panel B depicts the meatnrerg rates around turnover event years. Panel B
also reports the significance of the difference in mean invest rates for a given year in the [-1, +2] turnover period
and the rest of sample years. ***, ** and * denote significamte¢he 1%, 5% and 10% levels respectively. Year 0
indicates the actual calendar year when turnover eventrecBae Appendix A for variable descriptions as well as the
variable sources.

Panel A: Firm Characteristics

Full Sample
N Mean Median Std. Dev.
Investment Rate 20,599 0.0655 0.0387 0.0824
Q 20,385 2.1358 1.7010 1.4708
Cash Flow 19,466 0.0657 0.0608 0.0800
Sales Growth 20,324 0.2305 0.1320 0.6532
SOEs
N Mean Median Std. Dev.
Investment Rate 12,667 0.0681 0.0417 0.0815
Q 12,612 1.8742 1.5224 1.2030
Cash Flow 12,073 0.0696 0.0626 0.0746
Sales Growth 12,501 0.2152 0.1349 0.5599
Non-SOEs
N Mean Median Std. Dev.
Investment Rate 7,932 0.0615 0.0338 0.0838
Q 7,773 2.5604 2.0164 1.7418
Cash Flow 7,393 0.0593 0.0575 0.0877
Sales Growth 7,823 0.2551 0.1260 0.7789
Panel B: Mean Investment Rates around Turnover Years
Full Sample
Year -1 0 +1 +2
N 4,291 4,706 4,336 3,690
Investment Rate 0.0654 0.0673 0.0679 0.0630
Mean Difference -0.0001 0.0023 0.0030** -0.0031**
SOEs
Year -1 0 +1 +2
N 2,630 2,882 2,674 2,368
Investment Rate 0.0675 0.0708 0.0736 0.0698
Mean Difference -0.0007 0.0036** 0.0070*** 0.0021
Non-SOEs
Year -1 0 +1 +2
N 1,661 1,824 1,662 1,322
Investment Rate 0.0622 0.0617 0.0587 0.0510
Mean Difference 0.0009 0.0002 -0.0035 -0.0127***
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Table IV
Corporate Investment around Provincial Turnovers

The unit of observation is at firm-year level. The dependeamtable is the firm-level investment rate defined as
CAPX/Lagged Assets. Independent variables include thgelddobin’s Q, cash flow, province-level real GDP growth
rate, sales growth and the four turnover event time [-1, Q,+2] dummies, with year 0 being the year the actual
turnover event occurred. See Appendix A for variable desions as well as the variable sources. The first two
columns report results for the full sample. The last fouuomhs present results for SOEs and non-SOEs separately.
Variables of interest are the four turnover event time duesthat capture the firms’ investment dynamics around the
political turnover cycle. We use baseline investment regjom and control for firm and year fixed effects. Standard
errors are clustered at firm level and corrected for hetedessticity. T-statistics are reported in square braclaltsb
coefficient estimates. ***, ** * indicate statistical sigfitance at the 1%, 5%, and 10% level, respectively.

Dependent Variable: Firm-level Investment

Full Sample SOEs Non-SOEs
(1) (2) (3) (4) (5) (6)
Pre-turnover year (-1) -0.0027 -0.0029 -0.0022 -0.0019 0085 -0.0044
[-2.26]**  [-2.39]** [-1.51] [-1.30] [[1.71]* [-2.14]**
Turnover year (0) -0.0001 -0.0003 0.0014 0.0017 -0.0023 oo
[-0.07] [-0.23] [0.83] [0.99] [-1.04] [-1.50]
Post-turnover year (+1) 0.0014 0.0009 0.0040 0.0046 -@003 -0.0051
[1.05] [0.65] [2.51]** [2.51]** [-1.38] [-2.11]**
Post-turnover year (+2) -0.0014 0.0019 -0.0077
[-1.05] [1.112] [-3.35]***
Q 0.0044 0.0044 0.0042 0.0042 0.0046 0.0045
[7.20]%**  [7.07]***  [4.38]*** [4.41]*** [5.67]*** [5.56] ***
Cash Flow 0.2631 0.2629 0.2563 0.2564 0.2697 0.2684
[18.88]*** [18.88]*** [13.62]*** [13.62]*** [12.96]*** [ 12.96]***
Sales Growth 0.0067 0.0067 0.0083 0.0083 0.0052 0.0052
[65.32]***  [5.32]***  [4.77]**  [4.77]**  [2.94]** [2.93] ***
GDP Growth 0.0273 0.0280 0.0264 0.0251 0.0256 0.0254
[2.27]** [2.22]** [1.75]* [1.67]* [1.112] [1.10]
Constant 0.0363 0.0367 0.0383 0.0378 0.0337 0.0362
[16.29]*** [16.02]*** [13.79]*** [13.21]*** [8.81]*** [9 .23]***
Observations 19,163 19,163 11,982 11,982 7,181 7,181
R? 20.10% 20.11% 25.23% 25.28% 15.34% 15.69%
Fixed Effects Firm Firm Firm Firm Firm Firm
Year Year Year Year Year Year
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Table V
Post-Turnover Crowding Out Effects

The unit of observation is at firm-year level. The dependeamtable is the firm-level investment rate defined as
CAPX/Lagged Assets. Independent variables include thgelddobin’s Q, cash flow, province-level real GDP growth
rate, sales growth and the four turnover event time [-1, Q,+2] dummies, with year 0 being the year the actual
turnover event occurred. See Appendix A for variable desomns as well as the variable sources. To test for the
post-turnover crowding out effect, we further include a S@iEnmy as well as interaction terms between the SOE
dummy and post-turnover indicators in our baseline investmegression on the full sample. Variables of interest are
the interaction terms. We control for industry and year fieffécts. Standard errors are clustered at firm level and
corrected for heteroscedasticity. T-statistics are relan square brackets below coefficient estimates. To g@aes

we suppress the estimates of firm specific and province ecasamontrol variables. ***, ** * indicate statistical
significance at the 1%, 5%, and 10% level, respectively.

Dependent Variable: Firm-level Investment

) @ (©) (4) ®) (6) ™

Pre-turnover year (-1) -0.0028 -0.0048 -0.0049
[-1.49] [-2.29]** [-2.34]**
Pre-turnover (-1)x SOE dummy -0.0012 0.0007 0.0008
[-0.54] [0.30] [0.31]
Turnover year (0) -0.0014 -0.0041 -0.0044
[-0.77] [-1.87]* [-2.03]**
Turnover year (O SOE dummy 0.0014 0.0035 0.0034
[0.59] [1.26] [1.24]
Post-turnover year (+1) -0.0028 -0.0063
[-1.47] [-2.71]**
Post-turnover (+1x SOE dummy 0.0053 0.0081
[2.23]** [2.82]**
Post-turnover year (+2) -0.0083 -0.0104
[-4.27]** [-4.65]***
Post-turnover (+2x SOE dummy 0.0071 0.0096
[2.92]** [3.49]x+*
Post-turnover year (+1,+2) -0.0072 -0.0083
[-3.81]x** [-4.08]***
Post-turnover (+1,+2x SOE dummy 0.0080 0.0088
[3.53]x** [3.53]**
SOE dummy -0.0043 -0.0049 -0.0057 -0.0057 -0.0075 -0.0088 0.0088
[-2.04]*  [-2.27]* [-2.65]*** [-2.66]*** [-3.31]*** [-3 .29]*** [-3.29]***
Firm Controls Yes Yes Yes Yes Yes Yes Yes
Economy Controls Yes Yes Yes Yes Yes Yes Yes
Constant Yes Yes Yes Yes Yes Yes Yes
Observations 19,163 19,163 19,163 19,163 19,163 19,163 1639,
R? 33.01% 33.00% 33.04% 33.23% 33.21% 33.35% 33.26%
Fixed Effects Industry Industry Industry Industry Indystr  Industry Industry
Year Year Year Year Year Year Year
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Table VI
Investment Efficiency and Provincial Turnover

The unit of observation is at firm-year level. The dependeamtable is the firm-level investment rate defined as
CAPX/Lagged Assets. Independent variables include thgelddobin’s Q, cash flow, province-level real GDP growth
rate, sales growth and the two post-turnover event timef2]ldummies, with year 0 being the year the actual turnover
event occurred. See Appendix A for variable descriptionsvels as the variable sources. To measure changes in
post-turnover investment efficiency, we add to our basetimestment regression interaction terms between the two
post-turnover dummy variable and Tobin’s Q. Variables ¢éiiast are the interaction terms. The first two columns
report estimation results for the full sample. The last foolumns present estimation results for SOEs and non-
SOEs separately. We control for firm and year fixed effectan@rd errors are clustered at firm level and corrected
for heteroscedasticity. T-statistics are reported in sgjlackets below coefficient estimates. ***, ** * indicate

statistical significance at the 1%, 5%, and 10% level, reSpdy.

Dependent Variable: Firm-level Investment

All Firms SOEs Non-SOEs
1) (2 3 4) ) (6)
Post-turnover year (+1) 0.0019 0.0039 -0.0045
[0.81] [1.29] [-1.19]
Post-turnover (+1xQ -0.0003 0.0001 0.0004
[-0.27] [0.09] [0.25]
Post-turnover year (+2) 0.0047 0.0052 0.0045 0.0053 0.0024 0.0012
[2.11]** [2.19]** [1.64] [1.80]* [0.65] [0.31]
Post-turnover (+2xQ -0.0032 -0.0032 -0.0022 -0.0020 -0.0035 -0.0034
[-3.06]***  [-3.04]*** [-1.57] [-1.37] [-2.26]** [-2.18]* *
Q 0.0048 0.0049 0.0046 0.0045 0.0049 0.0048
[7.37]**  [6.94]***  [4.58]***  [4.05]*** [5.75]*** [5.28] ***
Cash Flow 0.2625 0.2627 0.2553 0.256 0.2703 0.2693
[18.89]*** [18.89]*** [13.61]*** [13.64]*** [12.99]*** [ 12.96]***
Sales Growth 0.0067 0.0067 0.0083 0.0083 0.0051 0.0052
[5.22]***  [5.33]***  [4.78]***  [4.79]***  [2.89]*** [2.91] ***
GDP Growth 0.0299 0.0302 0.0268 0.0265 0.0317 0.0285
[2.38]** [2.40]** [1.777* [1.76]* [1.40] [1.25]
Constant 0.035 0.0345 0.038 0.0371 0.031 0.0327
[15.89]*** [14.87]*** [13.50]*** [12.46]*** [8.44]*** [8 .36]***
Test:Bo+PBint =0 0.0017 0.0017 0.0025 0.0025 0.0014 0.0014
t-statistic [1.65]* [1.66]* [1.83]* [1.87]* [0.98] [0.97]
Observations 19,163 19,163 11,982 11,982 7,181 7,181
R? 0.2012 0.2019 0.2485 0.2523 0.1588 0.1580
Fixed Effects Firm Firm Firm Firm Firm Firm
Year Year Year Year Year Year
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Table VII
Corporate Investment around Party Secretary Turnover

This table presents estimation results of the baselinessgn specification fquarty secretary turnovers. The unit

of observation is at firm-year level. The dependent variabilke firm-level investment rate defined as CAPX/Lagged
Assets. Independent variables include the lagged Tobinsa&h flow, province-level real GDP growth rate, sales
growth and the fouparty secretary turnover event time [-1, 0, +1, +2] dummies, with year O belngyear the actual
turnover event occurred. The turnover event time dummi@sid§ secretaries are created in a similar fashion to those
of provincial governors defined earlier. See Appendix A fariable descriptions as well as the variable sources. The
first two columns report estimation results for the full séenprhe last four columns present estimation results for
SOEs and non-SOEs separately. Variables of interest afedh@arty secretary turnover event time dummies. We
use baseline investment regression and control for firm aad fixed effects. Standard errors are clustered at firm
level and corrected for heteroscedasticity. T-statigtiresreported in square brackets below coefficient estimétgs

** * indicate statistical significance at the 1%, 5%, and 1@3el, respectively.

Dependent Variable: Firm-level Investment

Full Sample SOEs Non-SOEs
(1) (2) (3) (4) (5) (6)
Pre-turnover year (-1) -0.0022 -0.0026 -0.0019 -0.0021  00®7 -0.0035
[-1.79]* [-2.10]** [-1.23] [-1.34] [-1.34] [-1.68]*
Turnover year (0) -0.0035 -0.0043 -0.0048 -0.0051 -0.0015 0.0029
[-2.79]***  [-3.00]*** [-3.04]*** [-2.94]*** [-0.70] [-1. 18]
Post-turnover year (+1) 0.0003 -0.0005 0.0008 0.0004 as00 -0.0020
[0.22] [-0.32] [0.50] [0.22] [-0.25] [-0.77]
Post-turnover year (+2) -0.0025 -0.0012 -0.0045
[-1.74]* [-0.69] [-1.91]*
Q 0.0043 0.0043 0.0042 0.0041 0.0045 0.0045
[6.94]***  [6.88]***  [4.38]*** [4.36]*** [5.51]*** [5.43] ***
Cash Flow 0.2625 0.2622 0.2559 0.2558 0.2699 0.2694
[18.88]*** [18.85]*** [13.64]*** [13.61]*** [12.97]*** [ 12.98]***
Sales Growth 0.0067 0.0067 0.0083 0.0083 0.0052 0.0052
[5.34]**  [5.34]**  [4.78]***  [4.78]*** [2.91]***  [2.91] ***
GDP Growth 0.0257 0.0254 0.0230 0.0232 0.0299 0.0272
[2.04]** [2.01]** [1.53] [1.54] [1.31] [1.18]
Constant 0.0376 0.0386 0.0408 0.0412 0.0325 0.0347
[16.83]*** [16.08]*** [14.61]*** [13.85]*** [8.49]*** [8 .35]***
Observations 19,163 19,163 11,982 11,982 7,181 7,181
R? 20.09% 20.05% 24.95% 24.90% 15.40% 15.45%
Fixed Effects Firm Firm Firm Firm Firm Firm
Year Year Year Year Year Year
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Table VIII
Heterogeneity in Turnover Type and Politician Characterigics

The unit of observation is at firm-year level. The dependeamtable is the firm-level investment rate defined as
CAPX/Lagged Assets. Independent variables include thgelddobin’s Q, cash flow, province-level real GDP growth
rate, sales growth and the turnover event time [-1, 0, +1]mies, with year 0 being the year the actual turnover event
occurred. To investigate the cross-sectional heterogeieiturnover types and governor characteristics, we add
to our baseline investment regression an interaction textwden post-turnover dummy and turnover type, as well
as interaction terms between the post-turnover dummy andusagovernor characteristics such as education level,
birthplace and age. Variables of interest are the intevadgrms. Turnover type is an indicator variable that takes
on a value of one if the provincial governor is promoted or pwlaterally after his tenure of service. Education is
set to one if the provincial governor holds a Master or PhDrelegBirthplace is an indicator variable that takes on
a value of one if the new governor will assume office in his hgravince. Governor Age is set to one if the age of
the new governor is greater than or equal to 55 at the time mfiapment. See Appendix A for variable descriptions
as well as the variable sources. We use the sample of SOEsoatdldor firm and year fixed effects. Standard
errors are clustered at firm level and corrected for hetexssticity. T-statistics are reported in square brackeatsib
coefficient estimates. ***, ** * indicate statistical sigfitance at the 1%, 5%, and 10% level, respectively.

Dependent Variable: Firm-level Investment

Turnover Type Education Birthplace Governor Age
1) (2 (3 4 (5) (6) Q) (8)
Pre-turnover year(-1) -0.0023 -0.0025 -0.0019 -0.0023
[-1.54] [-1.69]* [-1.32] [-1.58]
Turnover year (0) 0.0017 0.0013 0.0016 0.0014
[0.99] [0.79] [0.93] [0.81]
Post-turnover year (+1) -0.0005 -0.0005 0.0082 0.0085 1R00 0.0021 0.0002 0.0003
[-0.18] [-0.20] [3.73]*** [3.68]*** [1.11] [1.20] [0.10] [0.13]
Post-turnover year (+1) 0.0061 0.0066
x Turnover Type [1.99]** [2.15]**
Post-turnover year (+1) -0.0082 -0.0084
x Education [-2.87]**  [-2.96]***
Post-turnover year (+1) 0.0096 0.0094
x Birthplace [2.82]*** [2.77]**
Post-turnover year (+1) 0.0051 0.0053
x Governor Age [1.78]* [1.84]*
Q 0.0042 0.0041 0.0041 0.0040 0.0042 0.0042 0.0042 0.0041
[4.43]*** [4.38]*** [4.30]*** [4.26]*** [4.45]*** [4.40] [4.40]*** [4.36]***
Cash Flow 0.2562 0.2564 0.256 0.2562 0.2555 0.2557 0.2565 2560.
[13.67]***  [13.65]***  [13.65]*** [13.62]*** [13.66]*** [ 13.63]*** [13.68]*** [13.65]***
Sales Growth 0.0083 0.0083 0.0082 0.0083 0.0083 0.0083 8D.00  0.0082
[4.78]** [4.78]*** [4.76]** [4. 77T [4.78]*** [4.78] *** [4.73]*** [4.74]%**
GDP Growth 0.0237 0.0234 0.0277 0.0274 0.0263 0.0264 0.0282 0.0280
[1.57] [1.54] [1.86]* [1.83]* [1.76]* [1.75]* [1.88]* [1.86]*
Constant 0.0385 0.0386 0.0382 0.0385 0.0382 0.0382 0.0380 .038D
[14.17]*  [13.87]*** [14.13]*** [13.84]*** [14.13]*** [ 13.77]*** [14.03]*** [13.73]***
Observations 11,982 11,982 11,982 11,982 11,982 11,982 9821, 11,982
R? 25.02% 25.09% 25.10% 25.16% 25.22% 25.30% 25.06% 25.13%
Fixed Effects Firm Firm Firm Firm Firm Firm Firm Firm
Year Year Year Year Year Year Year Year
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Table IX
Firm Leverage and Employment Regressions

The unit of observation is at firm-year level. The first fouhuwons report results from leverage regressions, in which
the dependent variable is book leverage defined as shartberrowing plus long-term debt scaled by lagged total
assets. The last four columns report results from employnegmessions, in which the dependent variable is number
of employees scaled by lagged total assets in millions ofi€de yuan. In all specifications, the independent variables
include the lagged Tobin’s Q, cash flow, province-level (@BIP growth rate, sales growth and the turnover event time
dummies, with year 0 being the year the turnover occurrednédéaporate additional control variables commonly used
in leverage regressions (See, for example, Lemmon, RofedtZender (2008), and Serfling (2016)). These variables
include asset tangibility (PPENT/assets), profitabilBB(T/assets), firm size (log assets), annual stock retuch an
an indicator variable for whether the firm paid a dividend.e 2@pendix A for the definition of main variables.
Columns (1) and (2) report estimation results for SOEs amd®0OESs separately. In columns (3) and (4), we interact
post-turnover event time dummies with SOE dummy on the audhgle. Columns (5) to (8) replicate the analysis in
the first four columns with firm employment as dependent éeia Variables of interest are interaction terms and
turnover event time dummies. We use baseline investmergssigns and control for firm-year or industry-year fixed
effects. Standard errors are clustered at firm level ancected for heteroscedasticity. T-statistics are repored i
square brackets below coefficient estimates. To save spacsuppress the estimates of firm specific and province
economics control variables. *** ** * indicate statistitsignificance at the 1%, 5%, and 10% level, respectively.

Firm Leverage Firm Employment

SOEs Non-SOEs Full Sample SOEs Non-SOEs Full Sample
@) 2 3 4 ©) (6) ™ 8
Pre-turnover year (-1) 0.0040 0.0071 0.0027 0.0025 0.0885*-0.1749 -0.0702 -0.0678
[1.31] [1.48] [0.54] [0.50] [2.24] [-1.40] [-0.88] [-0.85]
Turnover year (0) 0.0011 0.0036 -0.0019 -0.0020 -0.0084 099 0.0670 0.0697
[0.33] [0.68] [-0.36] [-0.38] [-0.20] [-0.60] [0.37] [0.35
Post-turnover year (+1)  0.0103*** 0.0028 -0.0081 -0.0084 .0807*  -0.1889* -0.1412 -0.1356
[3.02] [0.48] [-1.43] [-1.36] [1.80] [-1.91] [-1.21] [-14]
Post-turnover year (+2) 0.0031 0.0020 -0.0043 -0.0057 P01 0.2218 0.1354 0.1622
[1.09] [0.36] [-1.34] [-0.94] [0.54] [0.76] [1.29] [0.63]
Pre-turnover year (-1) -0.0024 -0.0022 0.2301* 0.2259*
x SOE dummy [-0.39] [-0.34] [1.89] [1.94]
Turnover year (0) 0.0007 0.0010 0.0207 0.0158
x SOE dummy [0.11] [0.15] [0.13] [0.08]
Post-turnover year (+1) 0.0116** 0.0121* 0.3252***  0.31¥35
x SOE dummy [1.96] [1.90] [2.93] [2.87]
Post-turnover year (+2) 0.0022 -0.0432
x SOE dummy [0.31] [-0.17]
SOE dummy -0.0418***  -0.0425*** -0.1486* -0.1365
[-5.67] [-5.23] [-1.79] [-1.14]
Firm Controls Yes Yes Yes Yes Yes Yes Yes Yes
Economy Controls Yes Yes Yes Yes Yes Yes Yes Yes
Constant Yes Yes Yes Yes Yes Yes Yes Yes
Observations 11,029 7,396 18,425 18,425 10,373 6,919 27,29 17,292
R? 21.3% 15.8% 28.8% 28.8% 6.5% 4.9% 8.2% 8.2%
Fixed Effects Firm Firm Industry Industry Firm Firm Indugtr  Industry
Year Year Year Year Year Year Year Year
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Table X
Robustness Tests for Main Specification

The unit of observation is at firm-year level. The dependeamtable is the firm-level investment rate defined as
CAPX/Lagged Assets. Independent variables include thgelddobin’s Q, cash flow, province-level real GDP growth
rate, sales growth and the four turnover event time [-1, Q,+2] dummies, with year 0 being the year the actual
turnover event occurred. See Appendix A for variable desioris as well as the variable sources. To address the
robustness of our main specification, we report three saisthations. In the first set of estimations, we only use the
unexpected turnovers of provincial governors, where timnty of the turnovers does not coincide with the national
political turnover cycles in 1998, 2003 and 2008. In the selceet of estimations, we exclude the centrally owned
SOEs from our sample. In the third set of estimations, we deopple period between 1998 and 2001 and focus on
the sample after the stock market reform in 2002. In eachfsestamations, we first run our baseline investment
regressions for SOEs and non-SOEs separately. We them@al$OE dummy as well as interaction terms between
the SOE dummy and post-turnover dummies in our baselinesimant regressions on the full sample. Variables
of interest are the interaction terms and the four turnovenetime dummies. We control for firm and year fixed
effects with standard errors clustered at firm level andemted for heteroscedasticity. T-statistics are repomed i
square brackets below coefficient estimates. ***, ** * ipdte statistical significance at the 1%, 5%, and 10% level,
respectively.

Dependent Variable: Firm-level Investment

Unexpected Turnovers Local SOEs Sample PerdD02
SOEs Non-SOEs  Full Sample SOEs Non-SOEs  Full Sample SOEs -SO&s Full Sample
@) @ ©)) 4 () (6) ™ (8 9
Pre-turnover (-1) -0.0009 -0.0045**  -0.0031** -0.0025  0044**  -0.0038** -0.0014  -0.0075***  -0.0048***
[-0.57] [-2.03] [-2.11] [-1.49] [-2.11] [-2.52] [-0.84] R.28] [-3.01]
Turnover year (0) 0.0022 -0.0046* 0.0000 0.0015 -0.0032 0000 0.0011 -0.0007 -0.0014
[1.09] [-1.89] [0.03] [0.75] [-1.42] [-0.65] [0.56] [-0.28 [-0.86]
Post-turnover (+1)  0.0041**  -0.0062**  -0.0066***  0.0037* -0.0049**  -0.0053**  0.0060*** -0.0032 -0.0045*
[2.08] [-2.29] [-2.64] [1.90] [-2.03] [-2.35] [3.02] [-14] [-1.92]
Post-turnover (+2) 0.0032 -0.0068***  -0.0108*** 0.0017 .0075** -0.0115***  0.0039** -0.0036 -0.0109***
[1.63] [-2.69] [-4.35] [0.95] [-3.25] [-4.91] [2.08] [-19] [-4.36]
Post-turnover (+1) 0.0078*** 0.0091*** 0.0071**
x SOE dummy [2.66] [3.34] [2.57]
Post-turnover (+2) 0.0123*** 0.0125%** 0.0118***
x SOE dummy [4.06] [4.35] [3.89]
SOE dummy -0.0079*** -0.0066*** -0.0063***
[-3.56] [-3.02] [-2.71]
Q 0.0034***  0.0049*** 0.0001 0.0045***  0.0044*** 0.0006 @032***  0.0028*** -0.0005
[3.16] [5.13] [0.14] [4.01] [5.51] [0.98] [2.97] [3.33] [-®1]
Cash Flow 0.2569***  0.2520***  0.3320*** 0.2527** 0.2666**  0.3375*** 0.2577** 0.2462***  (0.3299***
[12.74] [11.65] [27.87] [11.99] [12.73] [27.35] [11.40] 1105] [26.74]
Sales Growth 0.0080***  0.0063***  0.0070***  0.0077*** 0.085***  0.0059*** 0.0084*** 0.0078**  0.0078***
[4.40] [3.21] [5.21] [3.99] [3.08] [4.51] [3.87] [4.06] [53]
GDP Growth 0.0293* 0.0174 -0.0109 0.0188 0.0257 -0.0027 7®M6*  0.0954**  0.0558**
[1.85] [0.73] [-0.61] [1.07] [1.10] [-0.14] [4.21] [3.64] 7.46]
Constant 0.0373** 0.0372*+*  0.0727** 0.0382** (0.0357%*  0.0703*** 0.0335*** 0.0298***  0.0769***
[12.17] [9.02] [9.87] [11.74] [9.00] [8.35] [10.14] [6.89] [9.44]
Observations 9,833 5,977 15,810 9,671 7,084 16,755 9,796 0876, 15,883
R? 7.4% 9.9% 20.1% 7.5% 10.4% 20.2% 7.6% 9.8% 21.7%
Fixed Effects Firm Firm Industry Firm Firm Industry Firm Fir Industry
Year Year Year Year Year Year Year Year Year
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Table Xl
Alternative Specification for Post-Turnover Crowding Out Effects

The unit of observation is at firm-year level. The dependeaniable is the firm-level investment rate of non-SOEs
defined as CAPX/Lagged Assets. Independent variablesdache lagged Tobin’s Q, cash flow, province-level real
GDP growth rate, sales growth and the four turnover everd firh, 0, +1, +2] dummies, with year 0 being the year
the actual turnover occurred. See Appendix A for variabkedptions as well as the variable sources. To alternativel
test for whether non-SOEs investment follows SOE investrmerund the turnover cycle, we include lagged aggregate
SOE investment at the industry-province level as well agteraction terms with the turnover event time dummies
in our baseline investment regression on the sample of @ESS Variables of interest are the interaction terms. We
control for firm and year fixed effects with standard errotstdred at firm level and corrected for heteroscedasticity.
T-statistics are reported in square brackets below coeffi@stimates. ***, ** * indicate statistical significaned

the 1%, 5%, and 10% level, respectively.

Dependent Variable: Non-SOE Investment

@)

@)

®)

4)

®)

(6)

Pre-turnover year (-1) -0.0061 -0.0069*** -0.0069*** -@E9*** 0.0009 0.0015
[-0.30] [-2.99] [-3.00] [-2.99] [0.04] [0.07]
Turnover year (0) -0.0033 -0.0055 -0.0032 -0.0033 0.0077 0098
[-1.32] [-0.27] [-1.30] [-1.32] [0.32] [0.38]
Post-turnover year (+1) -0.0038 -0.0038 0.0339 -0.0038 3780 0.0416
[-1.37] [-1.38] [1.58] [-1.38] [1.60] [1.56]
Post-turnover year (+2) -0.0063** -0.0063** -0.0061** am74 -0.0061** 0.0066
[-2.38] [-2.39] [-2.30] [-0.31] [-2.29] [0.24]
Pre-turnover year (-1) -0.0000 -0.0004 -0.0004
x Aggregate SOE Investment (t-1) [-0.04] [-0.35] [-0.37]
Turnover year (0) 0.0001 -0.0005 -0.0006
x Aggregate SOE Investment (t-1) [0.11] [-0.44] [-0.50]
Post-turnover year (+1) -0.0019* -0.0021* -0.0023*
x Aggregate SOE Investment (t-1) [-1.76] [-1.76] [-1.69]
Post-turnover year (+2) 0.0001 -0.0006
x Aggregate SOE Investment (t-1) [0.05] [-0.46]
Aggregate SOE Investment (t-1) -0.0025** -0.0025** -0.062 -0.0025** -0.0018 -0.0016
[-2.35] [-2.29] [-1.92] [-2.33] [-1.44] [-1.15]
Q 0.0042*** 0.0042%** 0.0042*** 0.0042*** 0.0042**  0.0042***
[4.60] [4.60] [4.60] [4.60] [4.59] [4.56]
Cash Flow 0.2525*** 0.2524*** 0.2517** 0.2525*** 0.2518*  0.2518***
[10.69] [10.70] [10.63] [10.69] [10.64] [10.64]
Sales Growth 0.0051*** 0.0051*** 0.0051*** 0.0051*** 0.0B1***  0.0051***
[2.88] [2.89] [2.88] [2.88] [2.88] [2.89]
GDP Growth 0.0555** 0.0554** 0.0534** 0.0554** 0.0540** 0542**
[2.20] [2.21] [2.12] [2.21] [2.13] [2.15]
Constant 0.0854*** 0.0861*** 0.0772%** 0.0858*** 0.0719%  0.0678**
[3.92] [3.80] [3.51] [3.89] [2.81] [2.41]
Observations 5,298 5,298 5,298 5,298 5,298 5,298
R? 9.7% 9.7% 9.8% 9.7% 9.8% 9.8%
Fixed Effects Firm Firm Firm Firm Firm Firm
Year Year Year Year Year Year
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Figure 1. Investment Rates around Turnover Years

The figure depicts average investment rates around turewveat years for all listed firms (red line), SOEs (blue line)
and non-SOEs (green line) respectively. Year 0 indicatsahendar year in which the actual governor turnover event

OcCcurs.
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Figure 2. Frequency Distribution of Provincial Governor TurnoveysRyovince

Shandong

Jiangsu

Shanghai

-.. Zhejiang

Fujian

4 Guangdong

'Hainan

Turnovers I E? e Y EmS 6

51



	Political turnovers, ownership, and corporate investment in China
	Citation

	Introduction
	Data Description, Variable Definition and Summary Statistics
	Empirical Results
	Regression Specification
	Investment around Turnover Years
	Post-turnover Crowding Out Effects
	Investment Efficiency around Political Turnover
	Cross-Sectional Heterogeneity
	Possible Mechanisms
	Additional Robustness

	Conclusion
	References
	Appendix
	Tables

