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ARTICLE INFO ABSTRACT

Editor: T. Wang I examine how political ideology shapes China’s privatization wave around 2000. Using
a novel ideology measure constructed based on belief formation mechanisms, I show that
provincial governors with above-median communist beliefs privatize 2.8% fewer state-owned

JEL classification:

g‘ﬁ enterprises (SOEs) each year than their below-median-belief colleagues. Firms privatized under
133 such governors also achieve fewer efficiency gains after the sale. Mechanism analysis finds
P26 evidence that this performance gap arises from ideologically driven choices: pro-communist
P31 governors are more likely to privatize weaker or less important firms, adopt transaction

) structures associated with inferior outcomes, and manage subsidies in ways that exacerbate post-
Ilf:;‘;v: :irzd:ﬁon privatization challenges. Moreover, ideology moderates how governors learn from experience
State ownership and respond to signals, shaping their adaptation in managing privatization. Jointly, these results
Political ideology demonstrate that political leaders’ beliefs can substantially influence the trajectory and outcome
Political economy of major economic reforms. It also highlights the importance of ideology in driving politicians’
China decisions under authoritarian regimes.

1. Introduction

Privatization has reshaped boundaries between state and market worldwide over the past three decades (Megginson, 2017;
Megginson and Netter, 2001; Megginson, 2010; Estrin et al., 2009). While an extensive literature has examined the efficiency of
privatization across various institutional settings, relatively less is known about the underlying motivations of the politicians who
promote or resist such reforms, especially beyond standard explanations such as economic conditions or career incentives (Liu et al.,
2006, 2007; Hu et al., 2023; Dinc and Gupta, 2011; Huang et al., 2024).

This paper explores whether politicians’ ideology affects the implementation and outcome of privatization. Focusing on China’s
privatization wave around 2000, the largest such episode in world history (Gan et al., 2018; Megginson, 2017), I examine the role of
provincial governors’ and party secretaries’ pro-communist beliefs in shaping this process. This setting provides a unique opportunity
to study the impact of ideology. First, private ownership directly contradicts orthodox communist doctrine, implying that politicians
with stronger communist beliefs may be more reluctant to privatize. Second, China’s privatization was mainly designed and executed
by sub-national governments (Gan et al., 2018), allowing top provincial officials substantial discretion over the pace and form of
reform (Huang et al., 2021). Holding constant national policy and incentives, cross-provincial variation in leaders’ ideology therefore
offers a natural lens through which to assess how personal beliefs shape major economic reforms within an authoritarian regime.

Measuring political ideology for Chinese politicians is challenging, as conventional methods based on party affiliation or voting
record are hardly applicable. I overcome this obstacle by constructing a novel pro-communism index following a two-step procedure.
First, I identify three pro-communism proxies based on established belief-formation mechanisms (Cantoni et al., 2017), including
family, education, and early-life experience. Second, I apply Multiple Correspondence Analysis (MCA) to extract their largest
common variation to form a pro-communism score.
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Using firm-level data from the Annual Survey of Industrial Firms (ASIF) between 1998 and 2007, I find that a one standard
deviation higher governor communism score is associated with a 1.28 percentage point lower probability (18% of the sample mean)
for a state-owned enterprise (SOE) under their jurisdiction to be privatized. This relationship holds for both provincial government-
owned and subordinate government-owned SOEs. In contrast, the party secretary’s ideology only has a marginal effect for the latter
type. Privatization outcomes also differ markedly by ideology. Compared to the pre-privatization period, firms privatized under
governors with below-median communist scores experience an average profitability gain of about 12%, whereas those privatized
under more communist-minded governors experience an average profit decline of over 7%. Similar patterns hold for productivity
and sales growth. Further analyses reveal that these performance gaps arise through three reinforcing channels. First, consistent
with an ideological inclination to preserve state control and minimize political or social risks, more communist-minded governors
are less likely to privatize stronger or more strategically important SOEs. Second, they retain higher state shares and are more likely
to adopt one-off sales, with both transaction designs being associated with inferior post-privatization outcomes. Third, although they
provide more subsidies to SOEs, they are also more likely to withdraw such support once a firm is privatized, amplifying adjustment
costs and depressing performance.

Ideology also shapes how politicians learn from personal experiences and external information, influencing how they adjust their
privatization practices. Pro-communist governors are more responsive to signals of social stability (e.g., past privatizations that did
not trigger layoffs) but are less sensitive to pure economic successes (e.g., profitability-enhancing past deals). This pattern suggests
that they prioritize social harmony over efficiency when refining their strategies. However, when career advancement opportunities
arise or when they observe successful reforms in neighboring provinces, these governors adjust strategies by privatizing higher-
quality SOEs and adopting deal structures associated with better post-sales performance. These findings suggest that in addition to
guiding policy preferences, ideology also influences how leaders process and act upon new information.

This study contributes to the privatization literature by identifying ideology as a key determinant of both privatization decisions
and outcomes. Prior research has emphasized factors such as firm profitability (Dinc and Gupta, 2011), expected revenue and
cost (Guo and Yao, 2005; Liu et al., 2006; Brandt et al., 2005), market competition (Hu et al., 2023), and decision-making politicians’
career prospects (Huang et al., 2021; Dinc and Gupta, 2011). My analysis extends this work by showing that, beyond these financial
and career calculations, decision-making politicians’ ideological beliefs also shape privatization. Earlier studies linking government
ideology to aggregate public ownership (e.g., Wiese, 2014; Obinger et al., 2014; Boix, 1997) rely on the governing party’s identity
and macro-level financial indicators, which are inherently noisy. These studies are also limited to OECD countries, where the
privatizations were modest in scale. In contrast, I examine the world’s largest privatization episode and employ a micro-founded
measure that captures rich cross-sectional and time-series variations across individual leaders. By documenting how ideology affects
not only privatization decisions but also deal design, post-privatization performance, and politician learning, this paper adds ideology
to the set of factors shaping the post-privatization efficiency gains (Huang et al., 2024; Ru and Zou, 2022; Gan et al., 2018;
La Porta and Lopez-de Silanes, 1999; Frydman et al., 1999). These findings offer a comprehensive account of the channels through
which beliefs shape economic reforms and suggest a potential mechanism to reconcile the mixed evidence on whether privatization
enhances efficiency (Megginson, 2017; Megginson and Netter, 2001; Djankov and Murrell, 2002).

This paper also enriches the literature examining ideology’s influence on political leaders and its economic consequences (Song,
2012; Potrafke, 2017; Mian et al., 2010). A large literature links ideology to diverse policy domains, such as government expenditure,
taxation, and regulation (Bove et al., 2017; Blais et al., 1993; Angelopoulos et al., 2012; Tavares, 2004; Miiller et al., 2016; Cusack,
2001; Aklin and Urpelainen, 2013; Bischof et al., 2020; Duso and Seldeslachts, 2010). However, most of these works focus on
democratic regimes, leaving limited evidence on how ideology operates in authoritarian systems. Although some scholars have
argued that ideology is largely irrelevant in such contexts (Olson, 2000; Converse, 1964; White et al., 1997), emerging work
suggests that belief-driven behaviors can influence decisions in non-democratic settings (Liang et al., 2022; Wang et al., 2019;
Cheremukhin et al., 2017). My paper provides direct evidence that ideology matters in these environments. By tracing specific
channels through which ideological beliefs translate into differences in policy outcomes and by showing how ideology interacts
with learning, this study offers a more nuanced view of how beliefs influence decision-making. Finally, I introduce a novel, micro-
founded approach to construct the ideology measure that isolates belief formation from economic interests. Its conceptual grounding
and general applicability offer a promising pathway to address an important challenge in this literature: separating ideology from
incentives (Mian et al., 2010; Bischof et al., 2020).

The rest of the paper is organized as follows. Section 2 discusses the institutional background and hypotheses. Section 3 describes
data sources and the ideology measure. Section 4 shows ideology’s impact on privatization decisions and outcomes. Section 5
investigates the mechanisms underlying the performance gap. Section 6 explores how ideology interacts with learning process.
Section 7 concludes.

2. Institutional background and hypotheses

China’s state sector reform began with the Central Work Meeting in April 1979. During the following two decades, the government
experimented with many gradual and piecemeal reforms to improve SOE productivity, including decentralizing budgetary control
to sub-national governments, creating the “dual-track price system”, and legalizing private enterprises, among others (Gan, 2009;
Chen et al., 2021). While these reforms expanded operations and enhanced productivity, most SOEs remained unprofitable by the
early 1990s (Li, 1997; Gan, 2009; Garnaut et al., 2005).
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Recognizing the necessity of furthering the reform, some sub-national governments, the de facto owners of the SOEs in their
jurisdictions (Granick, 1990), started to sell some SOEs without the central government’s consent (Gan et al., 2018). It was only
during the 15th Communist Party Congress (1997) that the central government granted de jure ownership of “non-strategic” SOEs
to sub-national governments and privatization the legal status (Gan, 2009). Until the mid-2000s, more than 700 billion USD worth
of assets had been sold to non-state buyers, making China’s privatization wave the largest one in world history (Gan et al., 2018;
Megginson, 2017).

Under China’s Regionally Decentralized Authoritarianism (Xu, 2011), sub-national governments played a major role during this
process (Garnaut et al., 2005; Huang et al., 2021; Gan, 2009). When making privatization decisions, politicians consider various
factors, including firm and provincial characteristics (Garnaut et al., 2005; Guo and Yao, 2005; Brandt et al., 2005; Liu et al., 2006;
Hu et al., 2023), as well as their career prospects (Huang et al., 2021, 2024). In addition to these financial and career considerations,
the strength of a politician’s communist beliefs may also influence their privatization decisions. First, privatization is not consistent
with orthodox communism.’ If a sub-national government leader strongly believes in communism, they could be reluctant to adopt
privatization as a reform strategy. Second, pro-communism leaders might believe that state ownership is a more efficient way to
organize production. Third, these leaders may wish to maintain substantial influence over the economy, and a larger proportion
of SOEs in the corporate sector makes it easier for them to do so. Thus, I hypothesize that sub-national leaders with a stronger
communist ideology are less inclined to engage in privatization.

My study focuses on the two most potent sub-national authorities in China, the provincial party secretary and the governor.
De jure, governors are in charge of economic activities within a province, whereas party secretaries the party affairs. However,
as the Chinese political system establishes the leadership of the Party, secretaries still have considerable power over the economic
affairs within their provinces (Chen and Kung, 2019; Huang et al., 2021). Therefore, I make no assumption about which politician is
more influential in managing provincial privatization and treat their relative importance in this process as an empirical question. It is
important to note that other politicians, such as the vice governor responsible for economic affairs, members of the Reform Leadership
Group, and prefecture- and county-level leaders, also participate in the privatization process, and their ideological preferences may
influence its implementation. However, this study aims to identify whether, and to what extent, regional leaders’ ideological orienta-
tions shape the overall economic trajectory of their provinces. Given the hierarchical nature of China’s political system, subordinate
officials generally operate within the policy direction and ideological framework established by the top provincial leaders. Focusing
on these two leaders, therefore, provides the most direct lens through which to investigate the core research question.

Decision-making politicians’ personal characteristics can also affect the outcome of privatization. For example, Ru and Zou (2022)
and Huang et al. (2021) show that politicians’ patronage ties affect the efficiency gains of privatized and re-nationalized firms,
while Huang et al. (2024) demonstrates that firms privatized by politicians with strong career incentives would achieve higher gains
in productivity. I thus further hypothesize that a privatizing politician’s ideology may also influence the outcomes of privatization, as
ideological orientation may affect which firms they choose to privatize and how they structure the transactions. For instance, more
communist-minded leaders may prefer to retain control over strategically important or high-performing SOEs to preserve the state
sector’s strength. They may also limit private ownership by selling fewer shares or selecting buyers based on ideological alignment
rather than economic efficiency. As these choices can directly shape the potential gains from privatization, analyzing how they
interact with ideology offers a novel perspective for comprehensively understanding how ideology shaped China’s privatization.

3. Data and measure
3.1. Data

I compile biographical data on provincial governors and party secretaries between 1998 and 2007 from various sources, including
Baidu Encyclopedia, Xinhua News, CPC News, China Vitae, China Digital Times, and the Chinese Political Elite Database (Jiang, 2018).
Table 1 Panels A and B report their baseline information. The firm data comes from the ASIF, which covers all state-owned
manufacturing firms and above-scale non-state-owned ones during the sample period (Huang et al., 2024; Brandt et al., 2012).
I define privatization as a change in an SOE’s registration type from state-owned or collectively-owned to others (Huang et al., 2021;
Ru and Zou, 2022). I restrict my sample to all firms owned by the provincial or lower-level governments as of 1998, and I exclude
firms without consecutive years of observations, with missing values on key variables, or with negative capital, assets, or sales.
The final sample contains 71,998 unique SOEs, from which 17,829 underwent privatization. Table 1 Panel C reports the summary
statistics based on firm-year observations.

I complement these data with provincial-level information obtained from various sources, including the 1990 China Population
Census, China Compendium of Statistics 1949-2008, Report of the Damage Caused by Disasters in China (1949-1995), Provincial
Statistical Yearbooks, and Fiscal Yearbooks.

1 The term privatization never appeared in official government documents. The term being used is gaizhi, or “transferring the system” (Gan et al., 2018). The
government also limited the use of gaizhi to avoid ideological backlash (Garnaut et al., 2005).
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Table 1
Summary statistics.

Panel A: Party secretary

N Mean SD P25 Median P75
Communism score 90 0.309 0.297 0 0.214 0.470
Age appointed 920 55.956 3.681 54 57 60
Tenure 90 4.741 2.601 2.917 4.625 5.833
College 90 0.844 0.364 0 1 1
Minority 20 0.044 0.207 0 0 0
Served local 90 0.505 0.500 0 1 1
SOE experience 90 0.374 0.484 0 0 1
Panel B: Governor

N Mean SD P25 Median P75
Communism score 96 0.216 0.247 0 0.174 0.388
Age appointed 96 55.177 3.578 54 57 59
Tenure 96 4.334 1.974 2.792 4.208 5.500
College 96 0.844 0.365 0 1 1
Minority 96 0.167 0.375 0 0 0
Served local 96 0.656 0.477 0 1 1
SOE experience 96 0.595 0.491 0 1 1
Panel C: Firm-Year

N Mean SD P25 Median P75
Privatize 247,220 0.071 0.257 0 0 0
Private share 247,220 0.209 0.377 0 0 0.211
Assets 247,220 5.083 1.673 4.043 5.029 6.138
Employee 247,220 4.955 1.423 4.174 5.017 5.846
Leverage 247,220 0.645 0.271 0.454 0.675 0.881
Profitability 247,220 —-0.024 0.132 —-0.028 0.006 0.043
Total factor productivity 247,220 1.441 1.791 0.382 0.839 1.750
VA share 247,220 0.035 0.359 0.002 0.005 0.016
Labour share 247,220 0.049 0.168 0.005 0.013 0.039

This table presents summary statistics of key variables. Panels A and B are based on unique politician-position observations
during 1998 and 2007. Panel C is based on firm-year observations in the regression sample. All variables are defined in
Table Al.

3.2. Measuring ideology

I construct an ideology measure for my sample politicians using a two-step procedure. First, I identify three pro-communism
proxies based on mechanisms documented in the belief formation literature. Second, I apply the multiple correspondence analysis
to extract their first common dimension to construct a composite measure of pro-communist ideology.

Family My first proxy utilizes the inter-generation transmission channel (Cipriani et al., 2013; Bisin and Verdier, 2001). It
exploits each politician’s family class label, which has been demonstrated to have a persistent impact on the political and economic
attitudes of the younger generations of a family (Alesina et al., 2020). Specifically, I examine whether a politician comes from a
family belonging to one of the Red Five Categories.? Individuals from these categories formed the backbone of, and benefited most
from, the communist revolution. Accordingly, politicians born and raised in such families, accounting for about 14% of the sample
politicians, are more likely to have been instilled with stronger pro-communist ideology.

Education The second channel through which belief can be formed is education. Based on Cantoni et al. (2017)’s finding that the
pro-communism curriculum makes Chinese students more skeptical about the free market, I proxy a politician’s pro-communism with
whether they hold a college (or above) degree in a Marxism-related subject before entering the current position.® The curriculum of
these degrees exposes their students extensively to the communist ideology, and therefore, politicians with these degrees are likely
to have stronger pro-communist beliefs than their colleagues with degrees in other disciplines.

Experience A person’s early-life experience can also shape their ideology (Alesina and Fuchs-Schiindeln, 2007). My third
proxy explores this channel by using a politician’s experience during the Great Famine (1959-1961). The Chinese government’s
official stance has been that this traumatic event was a consequence of the “once in a hundred years drought” (People’s Daily,
1960).* However, this assertion is inconsistent with the data, which features almost zero correlation between drought and famine

2 These categories are: poor and middle-class peasants, workers, revolutionary soldiers, revolutionary cadres, and revolutionary martyrs. If I cannot determine
a politician’s background, I label them as a non-Red Five Category. The results are robust if I exclude these politicians.

3 These subjects include Marxism Philosophy, Marxism Political Economy, Ideological and Political Education, Planning and Management of National Economy,
Political Studies, and some sub-fields of Legal Studies. About 20% of my sample politicians have degrees in these fields.

4 This propaganda was conveyed to the Chinese citizen through a variety of media, including news, songs, and literature. For an example, see Internet
Appendix.
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severity (Meng et al., 2015). Research shows that the more plausible cause was the government’s miscalculation of demand fueled by
the inflexible grain procurement policy (Meng et al., 2015; Kung and Chen, 2011; Li and Yang, 2005). Experiencing this contradiction
between government propaganda and reality during a politician’s “impressionable years” (Bernile et al., 2017; Sutter and Kocher,
2007; Bai and Wu, 2020) can lead to their skepticism over the communist doctrine (Chen and Yang, 2019). I develop the third
pro-communism measure based on this argument. I start by identifying all politicians aged between 5 and 22 during the famine
years and searching for their provinces of residence during that period.”® Next, I split the provinces into drought severity terciles
and famine severity terciles.” I then identify whether a politician resided in a province that experienced severe famine (top tercile)
but relatively mild drought (bottom two terciles). Politicians with such dissonant experiences may have developed doubts about
communism, particularly regarding the efficiency of central planning. Based on this criterion, about 34% of my sample politicians
are labeled as the dissonant ones, while the remainder fall into the non-dissonant category and are likely to hold firmer communist
beliefs.

Communism Score While each of these proxies reflects a politician’s communist inclination to some extent, they may also capture
other personal characteristics. For example, many red-family politicians are princelings, who are often associated with superior
personal connections (Jia et al., 2015). Similarly, obtaining a degree in Marxism subjects may indicate both ideological alignment
and career ambition, making it difficult to disentangle motivation from belief. To minimize the impact of potential measurement
error, I apply the multiple correspondence analysis to extract the first dimension of these proxies, and then scale it to range from
0 (least pro-communist) to 1 (most pro-communist) as the final communism score. Capturing the largest common variation across
proxies and is less likely to reflect connection, motivation, or other traits, this score reasonably accurately measures a politician’s
communist ideology.®

Compared to the commonly adopted ideology measures, my score enjoys several advantages. First, its construction is grounded in
well-documented belief formation mechanisms, giving it a solid micro-foundation. Second, these mechanisms are largely determined
before a politician starts their career. Moreover, family background and adolescent environment are typically not subject to
individual choice, and hence are plausibly exogenous. Therefore, it is unlikely that this score is as confounded by economic incentives
as ex post measures (e.g., votes and donations) are. This pre-determined feature also makes my ideology measure largely immune
to the impact of the shift in the national leaders’ ideology.® Finally, constructing ideology based on belief formation mechanisms is
not constrained by a country’s institutional background, and thus, this method can be adopted in other contexts.

In my sample, the average communism score is 0.309 for party secretaries and 0.216 for governors, and the two positions show no
within-province correlation (—0.086). Fig. 1 illustrates the temporal and spatial variation in sample politicians’ ideology. To examine
whether communist beliefs correlate with other personal characteristics, I classify secretaries and governors into pro-communism
and less-communist groups based on the median score within each position and conduct a balance check. Table 2 shows that, overall,
the two groups are comparable across observable attributes. Two exceptions emerge: pro-communism secretaries are more likely to
receive future promotions, while pro-communism governors are less likely to have prior working experience in SOEs. I thus control
for promotion eligibility and SOE background in analyses to address potential confounding.

4. The impact of ideology on privatization
4.1. Ideology and decision to privatize

I estimate the effect of ideology on privatization decisions as follows:

Pr(Privatize;;,, = 1) = Pr(BCommunismy, + v X;jp,1 + 2Py + 3Gy + +a; + §, + 6, + 1, > 0) )

where Privatize;;, is a dummy variable equals to one when firm i in industry j from province p experienced the change of registration
type from state-owned to non-state-owned in year . Communism is the communism score of the party secretary or governor. The
model controls for firm characteristics X (assets, employees, leverage, % private share, profitability, proportions of value-added
share and labor share in its province), provincial characteristics P (GDP growth, deficit, unemployment rate, proportion of state
sector employees and assets, institutional environment), and politician characteristics G (tenure, promotion eligibility, factional tie,
local experience, and SOE experience). The model also includes industry, province, and year fixed effects. The standard errors are
clustered at the province level.

5 1 begin by identifying the province in which a politician worked or studied during the Great Famine. If this information is unavailable (typically because
the politician was under 18 at the time), I assume the politician resided in their father’s work location (if known) or their birth province. If a politician resided
in more than one province during the period, I use the province with the longest residency. The results are similar if I include all provinces.

6 The estimation sample is restricted to politicians in their impressionable years during the Famine. The results are similar if I include all politicians. In
robustness tests using alternative age windows, corresponding age restrictions are adopted.

7 1 measure provincial famine severity as the ratio of average death-rate during the famine years (1959-1961) to the average death rate ten years surrounding
the famine years (1954-1958 and 1962-1966) (Meng et al., 2015). I then calculate exceptional drought severity as the ratio of the maximum drought-affected
area sown proportion during Famine years to the average drought-affected area sown proportion surrounding the Famine years (Chen and Yang, 2019).

8 T report the distribution of these three proxies and their (positive) pair-wise correlations in the Internet Appendix.

9 This does not imply a provincial politician’s ideology will not be affected by the national leaders’ ideology when the provincial politician is in office, or
this influence does not affect the provincial politician’s privatization decision. However, this influence will not be captured by my ideology measure, as it is
determined (and remains stable) at an early age for the provincial politician. As a result, my measure can be considered as the genuine belief of the provincial
politician.
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Table 2

Party Secretary

Pro-communism

Increase
Unchanged
Decrease
No data

Governor

Pro-communism

Increase
Unchanged
Decrease
No data

Characteristics of politicians with different ideologies.
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2002 - 2007

2002 - 2007

Fig. 1. Provincial leader ideology. This figure plots the province-level change in party secretaries’ and governors’ ideology.

Panel A: Party secretary

Age appointed
Minority

College

Politburo
Factional tie
Further promoted
Local career

SOE career

Less communist

Pro-communism

Difference

56.846
0.052
0.769
0.179
0.179
0.372
0.538
0.372

56.086
0.029
0.886
0.257
0.286
0.596
0.457
0.319

0.761
0.022
-0.117
—-0.077
—-0.106
—0.224**
0.082
0.053

Panel B: Governor

Age appointed
Minority

College

Politburo
Factional tie
Further promoted
Local career

SOE career

Less communist

Pro-communism

Difference

55.353
0.196
0.843
0
0.196
0.176
0.725
0.492

54.822
0.134
0.845
0.022
0.200
0.267
0.578
0.270

0.530
0.063
—0.002
—-0.022
—-0.004
—-0.090
0.148
0.221%**

This table compares the characteristics of politicians with below-median com-
munism scores (less communist) to those with above-median communism scores
(pro-communism). *, **, and *** denote statistical significance at 10%, 5%, and
1% levels. Variables are as defined in Table Al.

Table 3 Panel A reports the results. Column (1) shows that a one-standard-deviation increase in a governor’s communist ideology

is associated with a 1.28 (= 0.052x0.247) percentage point drop in an SOE’s probability of being privatized. The economic magnitude
of this reduction is also significant: it corresponds to about 18% of a sample firm’s unconditional probability of experiencing
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Table 3
Effect of ideology on privatization decision.

Panel A: Overall effects

Party secretary Governor

(€] 2) 3) [©)]

OLS Hazard OLS Hazard
Communism score —0.028 0.526* —0.052%** 0.374**

(0.024) (0.185) (0.020) (0.150)
Firm/Province/Politician controls Y Y Y Y
Industry/Year/Province FEs Y Y Y Y
Observations 247,220 247,220 246,600 246,600
Panel B: Separated groups

Party secretary Governor

@D (2 [©)) @

Direct Indirect Direct Indirect
Communism score -0.010 —-0.033 —0.024** —0.052**

(0.013) (0.026) (0.010) (0.021)
Firm/Province/Politician controls Y Y Y Y
Industry/Year/Province FEs Y Y Y Y
Observations 25,175 222,045 25,101 221,499

Panel C: Party secretary and Governor comparison

Overall Direct Indirect
SEC communism —-0.032 —0.005 —0.038*

(0.020) (0.012) (0.021)
GOV communism —0.053*** —0.022** —0.055%**

(0.018) (0.010) (0.019)
Firm/Province/Politician controls Y Y Y
Industry/Year/Province FEs Y Y Y
Observations 246,349 25,048 221,301

This table shows the effect of politician ideology on privatization. The dependent variable is an indicator of
privatization. Panel A estimates the overall effect, using both OLS and the Hazard model. Panel B splits firms
based on whether they are directly controlled by the provincial government or the subordinate governments.
Panel C compares the impacts of party secretary and governor ideologies. Panels B and C use the OLS model.
All regressions control for firm, province, and politician characteristics, as well as industry, province, and year
fixed effects. Standard errors are clustered at the province level. *, **, and *** denote statistical significance at
10%, 5%, and 1%.

privatization in any given year (7.1%). A party secretary’s pro-communism also has a negative coefficient, albeit less pronounced
and statistically insignificant. Using the Cox hazard model yields consistent results (columns (2) and (4)).'°

To better understand the magnitudes of these effects, I partition the province-years into four groups based on whether the
communism scores of their party secretaries and governors are higher than their corresponding medians. I find that, for a province-
year with less communist-minded secretary and governor, the probability of an SOE getting privatized is about 9%. This probability
halves if the secretary and the governor both have above-median communism scores. Moreover, about two-thirds of this reduction
comes from the switch of the governor (untabulated).

Next, I explore whether ideological influence diffuses through the administrative hierarchy by re-estimating the baseline
regression separately for SOEs owned by provincial governments and those controlled by subordinate governments. This approach
provides suggestive evidence about the relative strength of provincial leaders’ direct ideological influence (over provincial SOEs)
versus indirect influence (over subordinate SOEs). Table 3 Panel B shows that the governor’s communism score is negatively
associated with both types’ privatization probability, whereas the secretary’s ideology shows no statistically significant relationship
with either. I then include both leaders’ ideologies in the same model to assess their relative importance. Panel C shows that the
governor’s ideology remains a strong predictor of privatization across ownership levels, whereas the secretary’s ideology only has
a marginal effect on SOEs controlled by subordinate governments.

These patterns are consistent with China’s de jury institutional structure: governors, responsible for administrative and economic
policy (zheng), can directly shape privatization across the province; party secretaries, focused on party affairs (dang) and personnel
management, may exert influence more indirectly. However, this pattern should not be generalized automatically, as the relative
importance of party secretaries and governors likely varies across regions, time periods, and policy domains. Based on these results,
I focus the subsequent analysis on governors’ ideology.

10 Coefficients of other variables are reported in the Internet Appendix.
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4.2. Alternative explanations and robustness

I assess various alternative explanations and conduct a series of robustness checks on this negative ideology-privatization
relationship.!' A first concern is that politicians with different levels of communist belief may also differ along other personal
characteristics that may influence privatization decisions. The balance check in Table 2 does not support this claim. Furthermore,
text analysis of official comments made by Central Organization Department (COD) representatives at provincial leader turnover
meetings shows no evidence that the central government perceives more or less communist-minded politicians differently.'?

A second threat is the endogenous matching between politicians and provinces. If appointments are systematically related to
unobserved provincial factors that influence future privatization, my estimated effect of ideology may conflate these impacts. I
perform two tests to alleviate this concern. First, I analyze the province’s near-term development goals outlined by the COD officials
during turnover meetings. I find no indication that privatization (or SOE reform) is emphasized as a goal for the incoming politician,
nor any systematic difference in stated goals (in particular, variations of the term reform) assigned to more versus less communist-
minded politicians. While these comments may be generic and selective in the information they include, they serve as a useful
starting point for ruling out explicit, systematic assignment based on privatization-relevant objectives in the official record. Second,
I do not find evidence that a province’s past privatization experience, state-sector importance, income level, or local conditions can
predict the probability of this province being assigned a pro-communist governor or secretary. Although historical characteristics
may not fully capture forward-looking strategic expectations, this test provides the best evidence against systematic matching based
on fundamental provincial characteristics given available data. Moreover, my results are robust to the inclusion of province x
year fixed effects, which absorb province-specific trends that might simultaneously affect both leader assignment and privatization
outcomes. Finally, the near-zero within-province correlation between party secretaries and governors indicates no evidence that the
central government appoints these officials in an ideologically substitutive or complementary manner.

I acknowledge that these tests do not fully eliminate matching concerns. Nonetheless, they offer credible evidence against
systematic matching between politicians’ ideology and provincial characteristics. Furthermore, even if my results partially reflect
the central government’s intentions through the assignment of governors with particular ideological leanings to specific provinces,
they still indicate that ideology is a meaningful driver of privatization intensity, since the central government must first select
ideologically predisposed politicians to execute that implicit policy objective.

Another concern is that political connections or career considerations may confound the ideology measure. However, as early
life experience is unlikely to reflect either connection or ambition, and it individually has a significant negative association with
privatization, it is unlikely that these confounders drive my estimates. Moreover, red-familiy politicians do not necessarily have
strong personal connections, as grassroots politicians also fall into this category. Excluding princelings to form the alternative family
proxy yields consistent results. To further probe the role of connections, I compare politicians with and without ties to major CCP
factions, namely the Shanghai Gang and the Youth League (Francois et al., 2023). If my ideology measure merely reflects network
strength, its effect should be stronger among non-affiliated politicians. Instead, I find the opposite pattern, for which a plausible
interpretation is that better-connected politicians face fewer economic constraints, allowing their beliefs to exert a greater influence.
To assess career consideration as a confounder, I exploit the mandatory retirement age of 64 as a cutoff for career incentives (Ru
and Zou, 2022; Huang et al., 2024). I find that, for governors just above the age threshold, ideology negatively and significantly
affects privatization propensity. In contrast, ideology’s effect is absent for those just below the threshold. This pattern suggests that
the ideology measure is not simply capturing career motivation.

I also conduct a series of robustness checks. First, randomization inference suggests that the estimated effect of ideology is
unlikely to arise by chance. Second, applying the methods developed by Altonji et al. (2005) and Oster (2017), I do not find evidence
that selection on unobservables poses a major threat to my estimates. In addition, there is no evidence that more communist-minded
governors receive favorable fiscal transfers from the central government. Next, my estimates remain consistent when I use alternative
ideology and privatization measures. Finally, as a placebo, I find no significant association between provincial leaders’ ideology and
the privatization of central government-owned SOEs.

4.3. Ideology and post-privatization performance

The above analyses offer robust evidence that a governor’s pro-communism ideology negatively impacts their willingness to
privatize SOEs. Next, I examine whether the decision-making governor’s ideology also affects post-privatization efficiency gains
with the following regression:

Y,

ijp = B1Private;;,, + p, Private;;,, X ComSec;;,, + 3 Private;;,, X ComGov

ijpt 2)
+ By Private;;,, X ComSec;;,; X ComGov;p + v X;jp 1+ + 6 + €y

where Private;;,, equals one if firm i is registered as non-SOE in year t. ComSec;;,, (ComGouv;;,) indicates whether firm i is privatized

under a secretary (governor) with above-median communism score and takes the same value for firm i across the sample period.'®

11 All results are reported in the Internet Appendix.

12 This analysis is based on a subsample of politicians with official comments publicly available. Jiang and Luo (2022) provides a detailed discussion of the
institutional feature.

13 The categorical measure is used to facilitate clearer interpretation. The results are qualitatively similar when using the continuous ideology measure.
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Table 4
Ideology and privatization efficiency.

Panel A: Privatization efficiency

ROA OROA Sales TFP Labour TFP
Private 0.267%** 0.271%* —0.007 0.011* 0.017%**
(0.096) (0.106) (0.007) (0.006) (0.005)
Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 105,913 105,913 106,125 106,123 106,125

Panel B: Politician ideology and privatization efficiency

ROA OROA Sales TFP Labour TFP
Private 0.726%** 0.772%%%* 0.024** 0.043%** 0.044***
(0.148) (0.164) (0.011) (0.010) (0.007)
Private x Com Governor —1.166*** —1.164*** —0.062%** —0.055%** —0.076***
(0.210) (0.230) (0.016) (0.014) (0.011)
Private x Com Secretary 0.071 —-0.033 0.001 —-0.021 0.007
(0.236) (0.256) (0.016) (0.013) (0.010)
Private x Com Governor -0.327 -0.289 —0.059** -0.011 -0.007
X Com Secretary (0.354) (0.393) (0.027) (0.023) (0.018)
Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 105,350 105,350 105,557 105,556 105,557

This table investigates the impact of politician ideology on post-privatization efficiency gains. The sample is all SOEs that have experienced privatization during
the sample period. Panel A examines the unconditional efficiency gains of privatized SOEs. Panel B studies whether firms privatized under provincial leaders
with different ideologies achieve different post-privatization efficiency gains. All models control for firm, provincial, and governor characteristics, as well as firm
and year fixed effects. Standard errors are clustered at the firm level. *, **, and *** denote statistical significance at 10%, 5%, and 1% levels. Variables are as
defined in Table Al.

Y, is a set of post-privatization efficiency measures, including return on assets, operating income to assets, log of sales, total factor
productivity, and labor efficiency.

To facilitate clear interpretation, I restrict the sample to all SOEs that have ever experienced privatization.'* All regressions
include a similar set of firm and province controls as the main regression. I include the firm fixed effect to explore within-firm
change as the main source of variation. I also include year fixed effects to control for time trends. Standard errors are clustered at
the firm level.

Table 4 presents the results. Panel A replicates established findings that privatization generally improves firm performance (Ru
and Zou, 2022; Megginson et al., 1994). Panel B shows that firms privatized when both leaders are less communist-minded (i.e., the
baseline category) experienced substantially larger performance gains than the average effect documented in Panel A. However,
replacing the governor with one who has an above-median score leads to substantially lower post-privatization efficiency gains, with
declines reaching up to 150% relative to the baseline category. This result implies that firms privatized by more communist-minded
governors, on average, perform even worse than before they were privatized. In contrast, a more communist-minded secretary has
no statistically significant impact on a firm’s post-privatization performance. This finding echoes the earlier results that a party
secretary’s ideology is not significantly associated with privatization propensity, reinforcing the view that governors play a more
influential role in shaping privatization.

5. Mechanisms for the performance gap

To understand the reasons driving this ideological performance gap, I study three potential channels: selection bias in firms
privatized, differential design of the transaction process, and the distinct patterns in the provision of government subsidies.

5.1. Selection bias

Pro-communism governors may systematically select less promising SOEs to privatize. First, a core tenet of the communist
ideology is the superiority of state ownership, and well-performing SOEs serve as symbols of the effectiveness of the socialist model.
More communist-minded governors could view the sales of these firms as a betrayal of socialist principles and a threat to public
confidence in state-led economic management. Second, privatizing successful SOEs might carry higher political and social risk. These
activities may provoke public criticism over the loss of valuable state assets (Ru and Zou, 2022; Fisman and Wang, 2015) and may
lead to adverse outcomes such as increased unemployment and inequality (Piketty et al., 2019; Earle and Shpak, 2019), both of which
conflict with socialist ideals. In contrast, privatizing persistently under-performing or less critical firms offers ideologically committed

14 The purpose is to compare pre- and post-privatization performance for firms that experienced privatization. Including always private and always state-owned
firms leads to substantially larger coefficients of the Private dummy that are comparable to extant literature (e.g., Ru and Zou, 2022). See Internet Appendix.
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Table 5
Ideology and selection criteria for privatization.
@™ ) 3 “@ ) 6)
Communism —0.041** —0.060** —0.030** —0.031** —0.042** —0.045*
(0.017) (0.024) (0.014) (0.014) (0.017) (0.023)
High sales 0.021%***
(0.003)
Communism X High sales —-0.023*
(0.013)
High assets —0.013%**
(0.005)
Communism X High assets 0.016
(0.011)
More profit 0.025%**
(0.004)
Communism X More profit —0.048%***
(0.018)
More productive 0.030%**
(0.004)
Communism X More productive —0.049***
(0.018)
More important 0.023***
(0.003)
Communism X More important -0.022*
(0.012)
FYP industry —0.002
(0.009)
Communism X FYP industry —0.030%**
(0.012)
Firm/Province/Governor controls Y Y Y Y Y Y
Industry/Province/Year FEs Y Y Y Y Y Y
Observations 246,600 246,600 246,600 246,600 246,600 116,268

This table examines whether governors with different ideologies have different selection criteria for firms to be privatized. All characteristics are split by median.
All specifications control for firm, province, and governor characteristics, as well as industry, province, and year fixed effects. The standard error is clustered at
the province level. *, **, and *** denote statistical significance at 10%, 5%, and 1% levels.

governors a way to demonstrate reform efforts while containing private ownership, thereby minimizing ideological compromise and
retaining state dominance over the economy. Moreover, these governors’ ideological resistance to privatization could result in their
selective application of this reform tool, either as a cautious experiment on marginal or struggling firms, or as a last resort for SOEs
deemed no longer sustainable. Finally, privatizing weaker firms may also serve a tactical purpose: by getting rid of low-performing
assets, pro-communist governors can free up fiscal and administrative resources to support the retained SOEs, or simply artificially
boost the aggregate performance of the remaining state sector.

I use two complementary tests to evaluate this mechanism. First, I examine whether a governor’s ideology affects their selection
criteria. Specifically, I estimate a regression similar to Eq. (1), but interacting the communism score with various pre-privatization
firm characteristics. This test assesses whether more communist-minded governors are less likely to privatize firms with stronger
fundamentals, namely, those with above-median sales or assets, ROA, and TFP. Table 5 Columns (1) to (4) present evidence
consistent with this hypothesis: governors with higher communism scores are less likely to privatize firms with higher sales, higher
profits, and higher productivity. For instance, a one standard deviation increase in communism score is associated with a 1.2
percentage point reduction in the probability of an above-median profitable SOE to be sold. However, I find no evidence that
the tendency to select firms with a smaller asset base for privatization differs across the ideological spectrum. This finding may
reflect systematic adherence to the national reform guideline of “grasp the large, and let go of the small” (Hsieh and Song, 2015),
which encouraged all governors to prioritize privatizing smaller firms.

I also find that governors with stronger communist beliefs are more inclined to retain control over strategically important firms.
Specifically, they are significantly less likely to privatize firms that make above-median contributions to the provincial manufacturing
value-added or operate in industries designated as strategic during the Tenth Five-Year Plan (FYP).!®

The second test focuses on firms that were eventually privatized and examines whether their characteristics at the year-end
before privatization vary with the privatizing governor’s ideology. Table 6 shows that, compared to firms privatized by their least
communist-minded colleagues, firms privatized by governors with the strongest communist beliefs have 26% lower sales and nearly
50% lower profitability in the year before privatization. Moreover, firms privatized by more communist-minded governors are less
likely to be major contributors to the province’s manufacturing value-added. However, I do not find evidence supporting that pro-
communist governors are less likely to privatize firms from the FYP industries. Overall, this test demonstrates that, consistent with

15 China’s Tenth Five-Year Plan covered the period from 2001 to 2005. This analysis focuses on SOEs privatized during this period only.
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Table 6
Characteristics of firms privatized by governors with different ideologies.
(€8] 2) 3) “@ ) (6)
Sale Asset Profitability Productivity VA share FYP industry
Communism score —0.260%*** 0.023 —0.027%** —0.250%** —0.026* —-0.035
(0.081) (0.148) (0.010) (0.079) (0.014) (0.036)
Firm/Province/Governor controls Y Y Y Y Y Y
Industry/Province/Year FEs Y Y Y Y Y Y
Observations 18,714 18,714 18,714 18,714 18,714 7091

This table examines whether firms privatized by governors with different ideologies have different characteristics before privatization. All dependent variables
are measured at the year-end before the privatization year. All models control for firm, province, and governor characteristics, as well as industry, province,

and year fixed effects. The standard errors are clustered at the governor level. *, **, and *** denote statistical significance at 10%, 5%, and 1% levels.
Table 7
Effect of ideology on privatization process.
Foreign buyer Foreign shares Selling process
@ (2 3) @ 5) 6)
Non-mainland Foreign Non-mainland Foreign Retained share Multiple sell
Communism score —-0.007 —-0.007 —-0.002 —-0.007 0.028** —0.042*
(0.005) (0.009) (0.003) (0.006) (0.012) (0.022)
Firm/Province/Politician controls Y Y Y Y Y Y
Industry/Province/Year FEs Y Y Y Y Y Y
Observations 18,882 18,882 18,694 18,694 18,694 18,882

This table evaluates whether governors with different ideologies manage the privatization process differently. All models control for firm, province, and governor
characteristics, as well as industry, province, and year fixed effects. The standard errors are clustered at the governor level. *, **, and *** denote statistical
significance at 10%, 5%, and 1% levels.

the presence of the selection bias channel, the set of firms privatized under pro-communist governors was, on average, of lower
quality or importance.

5.2. Process of privatization

A second potential mechanism is the difference in the design of the privatization process. Conditional on the decision to privatize,
governors can still exert substantial influence over how the transaction is structured, such as whom to sell to, how to sell, and how
many shares to sell. For example, more communist-minded politicians may find foreign buyers less trustworthy and hence are less
inclined to sell to them (Laudenbach et al., 2024). On the other hand, they may prefer to retain more government shares even when
privatizing an SOE. These design choices could also influence the post-privatization efficiency gains.

Using the sample of privatized firms, I regress four process measures on governor ideology: whether the buyer was foreign, the
share of equity sold to foreign buyers,'® the proportion of government share retained, and whether the sales of the state share was
carried out multiple times. The results are reported in Table 7. I find that, although governors with stronger communist beliefs
are less inclined to select overseas buyers and tend to transfer fewer shares to them, these effects are not statistically significant
at conventional levels. However, ideology has a significant influence on the extent of retained government shares, with the most
pro-communist governor retaining 2.8 percentage points more shares than their least communist-minded colleague, representing
roughly 10% of the average post-privatization state ownership level. In addition, more communist-minded governors are less likely
to sell the same firm’s shares multiple times. This tendency may reflect these governors’ ideological aversion to incremental or
experimental privatization strategies, which would require sustained engagement with market institutions and may contribute to
stronger post-privatization performance.

Next, I evaluate whether different privatization designs are associated with distinct post-privatization efficiency gains. Table 8
compares post-reform performance gains across SOEs subject to different privatization structures. Panel A shows that the buyer’s
identity does not influence the post-privatization performance gains. However, former SOEs with more government retained shares
achieve fewer profitability and productivity gains, with the net effects of privatization on these firms being negative (Panel B).
Furthermore, privatizations involving multiple transactions are associated with greater sales and productivity improvements, albeit
these effects do not extend to profitability or labor efficiency. These findings indicate that the design of the privatization process
could influence the post-privatization outcomes.

Together, findings in this section suggest that ideology influences how privatizations are structured, with the processes preferred
by more communist-minded governors appearing to have adverse consequences for post-privatization performance.

16 1 use two definitions for foreign buyers: if the buyer is not from mainland China (i.e., buyers from Hong Kong, Macau, Taiwan, and foreign countries), and
if the buyer is not from China (i.e., from foreign countries).
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Privatization process and privatization outcome.
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Panel A: Foreign buyer

ROA OROA Sales TFP Labour TFP
Privatized 0.289%** 0.288%*** —-0.001 0.013** 0.023%**
(0.095) (0.104) (0.007) (0.006) (0.005)
Privatized —0.359 —0.400 —-0.001 —-0.001 —0.003
x Foreign buyer (0.363) (0.396) (0.029) (0.023) (0.021)
Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 108,625 108,625 109,014 109,012 109,014
Panel B: Retained government share
ROA OROA Sales TFP Labour TFP
Privatized 0.336%* 0.300* —0.004 0.020%* 0.019%**
(0.150) (0.164) (0.009) (0.008) (0.006)
Privatized —0.498** —0.389* -0.013 —0.032%** 0.003
X Retained share (0.216) (0.225) (0.013) (0.011) (0.009)
Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 107,723 107,723 107,735 107,734 107,735
Panel C: Multiple sell
ROA OROA Sales TFP Labour TFP
Privatized 0.290%* 0.370%*** -0.016* 0.005 0.027%**
(0.121) (0.133) (0.009) (0.008) (0.006)
Privatized -0.027 —0.201 0.036%** 0.018* —0.008
X Multiple sell (0.179) (0.196) (0.013) (0.011) (0.008)
Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 108,625 108,625 109,014 109,012 109,014

This table investigates whether different privatization process is associated with different post-privatization efficiency gains. All
models control for firm, province, and governor characteristics, as well as firm and year fixed effects. The standard errors are

clustered at the firm level. *, **, and *** denote statistical significance at 10%, 5%, and 1% levels.

5.3. Preferential treatment to SOEs

A third possible mechanism is that ideology may affect a governor’s preferential treatment granted to SOEs. In China, government
subsidies, often provided irrespective of firm performance, play a key role in supporting SOEs (Branstetter et al., 2023). I hypothesize
that, compared to their less communist-minded colleagues, governors with stronger communist beliefs are more inclined to subsidize
SOEs, both in terms of likelihood and magnitude.

I conduct two tests to evaluate this mechanism. First, I study whether the governor’s ideology affects the distribution and intensity
of the subsidy provision. Table 9 Panel A shows that, while more communist-minded governors are not significantly more likely to
subsidize SOEs (Column 1), they do provide significantly larger amounts to SOEs conditional on subsidizing (Column 2). In addition,
these governors are more likely to terminate subsidies to firms after privatization (Column 3), but they do not reduce the subsidized
amount to former SOEs if they continue to support these firms (Column 4). Taken together, these results suggest that firms privatized
by pro-communist governors would lose a substantial amount of government support after the reform.

I then investigate whether losing subsidies after privatization negatively affects a firm’s performance gain, and whether this
effect depends on the privatizing governor’s ideology. Table 9 Panel B shows that, among SOEs privatized by governors with below-
median communism scores, those that receive subsidies previously exhibit smaller gains in productivity and labor efficiency. This
result suggests the presence of the negative impact of subsidy loss. More notably, previously subsidized SOEs that were privatized
by more communist-minded governors experienced substantial declines in profitability and labor efficiency following privatization.
Taken together, Table 9 suggests that firms privatized by pro-communist governors may face a sharper reduction in state support,
thereby amplifying the adverse effects of subsidy withdrawal.

This section presents evidence of three mechanisms that could help explain the gap in post-privatization efficiency gains between
firms privatized under more versus less communist-minded governors. It is worth emphasizing that these mechanisms, while
conceptually distinct, are not mutually exclusive. They would likely interact and reinforce each other in practice. For instance,
an under-performing SOE selected for privatization might be more vulnerable to the negative shock of subsidy withdrawal, while
retaining more government shares might create more obstacles for the new management team to turn around an already weaker
firm. Moreover, these mechanisms are by no means exhaustive. Other contributing factors may include differences in the regulatory
environment, differences in the selling approach and price, and governors’ social or professional networks. Future research, possibly
leveraging different data sources, could explore these alternative pathways.
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Table 9
Preferential treatment and privatization outcome.

Panel A: Preferential subsidy to state-owned enterprises

Subsidy to SOEs Change around privatization
@ (2 3) “
Extensive Intensive Extensive Intensive
SOE 0.032%** 0.941***
(0.005) (0.154)
SOE x Communism 0.005 0.685%**
(0.018) (0.220)
Private 0.003 -0.112
(0.003) (0.116)
Private x Communism —0.043*** 0.538
(0.009) (0.405)
Controls Y Y Y Y
Industry x Year FEs Y Y N N
Firm & Year FEs N N Y Y
Province FEs Y Y Y Y
Observations 499,211 68,987 108,264 14,700

Panel B: Losing subsidy and post-privatization performance

ROA OROA Sales TFP Labour TFP
Privatize 0.221%* 0.236%* 0.006 0.032%** 0.014%**

(0.093) (0.103) (0.007) (0.006) (0.004)
Privatize x Subsidized -0.160 —-0.052 0.001 -0.023* —0.023%**

(0.173) (0.187) (0.015) (0.012) (0.008)
Privatizex Subsidized —0.644** -0.614* —-0.039 0.028 —0.100%**

x Com Governor (0.321) (0.349) (0.030) (0.027) (0.033)

Controls Y Y Y Y Y
Firm & Year FEs Y Y Y Y Y
Observations 107,492 107,492 107,713 107,711 107,713

This table investigates the preferential treatment provided to SOEs as a mechanism underlying the under-performance of SOEs
privatized by pro-communist governors. Panel A examines whether governors with different ideologies provide different subsidy
levels to SOEs. Panel B studies whether receiving a government subsidy before privatization affects a firm’s post-privatization
efficiency gain, and whether this effect is different for firms privatized by more communist-minded governors. All models include
firm, province, and governor controls. Standard errors are clustered at the firm level. *, **, and *** denote statistical significance
at 10%, 5%, and 1% levels.

6. Ideology, experience, and privatization dynamic

Next, I move beyond the static impact of ideology to examine its dynamic role in shaping privatization outcomes. Specifically, I
investigate whether governors with different ideological orientations respond differently to various information sources when making
key privatization decisions, namely the initiation, firm selection, and deal structuring. I focus on three categories of information:
experience before the governor role, experience during the governor tenure, and external signals.

I proxy a governor’s prior experience with three variables: whether they have held positions within their governing province,
whether they have worked in an SOE, and whether they have served in a reform-related government office.'” First, a local career
likely fosters connections and exposure to regional interest groups, which may influence one’s management of privatization. Second,
SOE experience provides direct familiarity with the operations and challenges of these firms. It may also cultivate personal networks
and shape attachments towards these firms. Third, experience in reform-related jobs informs a governor with reform policy design
and outcome, and these experiences could alter their attitude towards privatization.

A governor’s on-the-job experience is captured using three variables. The first is their time in office so far. A longer tenure may
allow for greater familiarity with local economic and political conditions, potentially shifting their attitudes towards privatization
over time. The second and third measures capture learning from a governor’s previous privatization experience. Specifically, I
calculate the proportion of previous privatizations executed by a governor that did not result in layoffs, and the proportion that led
to an increase in profitability over a two-year horizon. These indicators reflect successful privatization in terms of social stability
and economic gain, and may influence a governor’s following privatization practice.'®

Finally, I explore three external factors. The first one is whether the governor is eligible for promotion at the next CCP
Congress. This measure evaluates how governors’ ideologies interact with their career incentives. In addition, peer activities and

17 1 require these positions to last for at least two years.

18 T acknowledge that these two variables are potentially influenced by the governor’s previous decisions, which are themselves shaped by ideology. However,
an empirical exercise shows that the proportion of deals with such characteristics accumulated through a governor’s tenure is not statistically correlated with
their ideology (see Internet Appendix). Furthermore, as post-privatization operational outcomes are largely determined by market forces and the new management
team, the scope for the privatizing governor to manipulate them is limited.
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their outcomes may also induce governors to adjust their strategy. To this end, I calculate the average number of privatizations
across the neighboring provinces over the last two years, and the proportion of them that lead to profitability gain.

6.1. Ideology, experience, and privatization decisions

Table 10 reveals that ideology systematically affects how governors incorporate personal experiences and external pressures into
their privatization decisions. Focusing on prior experiences, Panel A shows that while having a local career does not significantly
affect the privatization propensity of the least communist-oriented governors, it is associated with greater openness to privatization
among more pro-communist governors. This pattern may reflect the influence of local exposure or engagement with local interest
groups, which can prompt ideologically conservative governors to adopt reform policies. In contrast, having a reform-related career
appears to reinforce anti-privatization tendencies among more communist-minded governors. This finding is consistent with an
interpretation that the direct involvement in reform efforts may have strengthened those governors’ skepticism towards market-
oriented changes. Finally, prior work experience in SOE does not appear to interact with ideology in shaping governors’ privatization
decisions.

Turning to governors’ in-office experiences, Panel B shows that both tenure length and the share of previously overseen
privatizations that led to profitability gains are positively associated with the least communist-minded governors’ propensity
to initiate new privatizations. However, for more ideologically conservative governors, longer time in office and a record of
economically successful privatizations are linked to greater reluctance to privatize. In contrast, these governors respond positively
to past success in maintaining social stability, proxied by the proportion of past deals that did not result in layoffs. This contrasting
response to economic versus social outcomes suggests that pro-communist governors place greater weight on social harmony than
on economic efficiency when evaluating the success of reform.

Finally, panel C investigates how governors’ responses to external factors vary with their ideologies. Promotion eligibility is
positively associated with a governor’s propensity to privatize, and this relationship becomes stronger as their communism score
increases. This pattern suggests that ideological rigidity is not absolute and may soften when opportunities for career advancement
arise. By contrast, neither the level of privatization activity in neighboring provinces nor the share of successful deals among them
correlates with a governor’s privatization decision, and ideology does not moderate these relationships. These results thus indicate
that spatial spillover plays a limited role in shaping privatization intensity.

6.2. Ideology, experience, and selection criteria

Next, I investigate whether governors adapt their firm selection strategy in response to experience and signals, and whether such
relationships are influenced by their ideologies. I focus on eventually privatized firms and analyze the relationship between their
ex ante characteristics and the privatizing governors’ experiences and incentives. The findings are presented in Table 11.*°

First, Panel A shows that having a prior local career mitigates the tendency of more communist-minded governors to select less
promising firms for privatization. One potential explanation is that local knowledge or connection encourages (or pressures) these
governors to adopt more pragmatic selection criteria. Previous SOE experience makes governors select better firms to privatize, an
effect that applies broadly across the ideological spectrum. A previous reform career, on the other hand, is statistically uncorrelated
with selection criteria, nor does ideology moderate this relationship (Internet Appendix).

Next, Panel B shows that for more communist-minded governors, observing that social stability can be maintained after priva-
tization increases their willingness to select firms with higher revenue and productivity for privatization. This result complements
the earlier finding on privatization intensity and reinforces the notion that pro-communist governors place greater weight on
social outcomes when making economic decisions. Conversely, there is no evidence that economically successful privatizations lead
governors, regardless of their ideology, to choose more promising firms to privatize (Internet Appendix).*

Finally, Panel C documents that after observing a higher proportion of profit-increasing privatizations in neighboring provinces,
governors with low communism scores tend to select firms of lower quality and importance for privatization. This may occur if peers’
successes encourage (or pressure) them to expand privatization to a broader range of SOEs, including weaker ones, or if the remaining
pool of firms is of lower average quality. However, this negative relationship reverses among more communist-minded governors:
when they observe economically successful privatizations in neighboring provinces, they are more likely to select higher-quality firms
for subsequent deals. One plausible interpretation is that peer successes serve as an important performance benchmark, prompting
these governors to adopt a more pragmatic approach to firm selection for more favorable outcomes. This strategy may allow them to
signal competence or mitigate political risk without necessarily increasing the overall volume of privatizations. Nevertheless, these
governors remain reluctant to privatize profitable SOEs. Notably, this finding contrasts with their lack of response to their own
past successful privatizations, suggesting that peer performance may serve as a particularly salient determinant in shaping political
decision-making. Moreover, the stark contrast in responses to peers’ successes across the ideological spectrum highlights that, when
faced with similar external pressures, governors’ reactions are strongly conditioned by their ideological orientation.?!

19 This analysis focuses on firm characteristics that were found to vary with the governor’s ideology in Table 6 and selected politician experiences. Results
for additional characteristics and experiences can be found in the Internet Appendix.

20 Tenure negatively correlates with firm quality at privatization (Internet Appendix), possibly because least communist-minded governors do not systematically
select weaker firms, and later in their terms, the pool of firms remaining state-owned is of lower quality.

2l 1 also find that for more communist-minded governors, eligibility for further promotion is associated with a greater likelihood of selecting higher-quality
firms for privatization. By contrast, governors do not appear to respond to the overall intensity of privatization activity in neighboring provinces (see Internet
Appendix).
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Table 10

Ideology, experience, and decision to privatize.
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Panel A: Experience before governor role

@ (2 3
Communism —0.127** —0.040 —0.040*
(0.051) (0.028) (0.023)
Local career —-0.014
(0.014)
Communism X Local career 0.101*
(0.055)
SOE career 0.006
(0.011)
Communism X SOE career —-0.038
(0.037)
Reform career 0.020
(0.013)
Communism X Reform career —0.086**
(0.037)
Firm/Province/Politician controls Y Y Y
Industry/Year/Province FEs Y Y Y
Observations 246,600 246,600 246,600
Panel B: Experience during governor role
1) 2) 3)
Communism —0.008 —0.170%** 0.033
(0.013) (0.045) (0.036)
Tenure 0.005*
(0.003)
Communism X Tenure —0.023**
(0.009)
% No-layoff —-0.048
(0.029)
Communism X % No-layoff 0.206**
(0.077)
% Profit-increasing 0.090**
(0.039)
Communism X % Profit-increasing —0.189***
(0.067)
Firm/Province/Politician controls Y Y Y
Industry/Year/Province FEs Y Y Y
Observations 246,600 121,543 121,543
Panel C: External factors
@ (2 3
Communism —0.070%** —0.054** —0.295*
(0.012) (0.027) (0.152)
Promotion eligible 0.010%***
(0.003)
Communism X Promotion eligible 0.021*
(0.011)
# Deals (neighbor) 0.003
(0.008)
Communism X # Deals (neighbor) —-0.020
(0.027)
% Profit-increasing (neighbor) —-0.059
(0.074)
Communism 0.439
X % Profit-increasing (neighbor) (0.268)
Firm/Province/Politician controls Y Y Y
Industry/Year/Province FEs Y Y Y
Observations 246,600 121,867 121,867

This table investigates whether a governor’s experiences affect their propensity to privatize, and
whether their ideology affects this relationship. Panel A studies pre-governor working experience,
Panel B on-governor position experience, and Panel C external factors. All specifications control
for firm, province, and politician characteristics, as well as industry, year, and province fixed
effects. Standard errors are clustered at the province level. *, ** and *** denote statistical

significance at 10%, 5%, and 1% levels.

15



L. Ma Journal of Corporate Finance 97 (2026) 102919

Table 11
Ideology, experience, and firms selected for privatization.

Panel A: Before governor role (local experience)

Sale ROA TFP VA share
Communism —0.059%** —0.407%*** —-0.022
(0.104) (0.014)
Local career —-0.057 0.002
(0.043) (0.006)
Communism X Local career 0.247%** 0.016
(0.091) (0.018) (0.090) (0.020)
Firm/Province/Politician controls Y Y Y Y
Industry/Year/Province FEs Y Y Y Y
Observations 18,714 18,714 18,714 18,714

Panel B: During governor role (% previous privatizations without layoff)

Sale ROA TFP VA share
Communism —0.618%*** —-0.018 —0.609** —0.004
(0.232) (0.033) (0.231) (0.032)
% No-layoff —0.189 0.004 —-0.192 0.070
(0.168) (0.027) (0.166) (0.046)
Communism X % No-layoff 0.817** 0.006 0.798** -0.073
(0.395) (0.046) (0.388) (0.052)
Firm/Province/Politician controls Y Y Y Y
Industry/Year/Province FEs Y Y Y Y
Observations 10,767 10,767 10,767 10,767

Panel C: External factor (average neighboring province efficient privatization)

Sale ROA TFP VA share
Communism —1.768%** —-0.102 —1.719%%* -0.189

(0.655) (0.075) (0.648) (0.099)
% Profit-increasing (neighbor) —0.588* —-0.042 —0.588* —0.169**

(0.313) (0.046) (0.308) (0.080)
Communism X % Profit-increasing 2.999%* 0.168 2.901** 0.356*
(neighbor) (1.209) (0.147) (1.192) (0.187)
Firm/Province/Politician controls Y Y Y Y
Industry/Year/Province FEs Y Y Y Y
Observations 10,798 10,798 10,798 10,789

This table investigates whether selective governor experiences affect their selection of firms to privatize (For other experiences,
see Internet Appendix), and whether their ideology affects this relationship. All specifications control for firm, province, and
politician characteristics, as well as industry, year, and province fixed effects. Standard errors are clustered at the governor level.

, **, and *** denote statistical significance at 10%, 5%, and 1% levels.

6.3. Ideology, experience, and privatization process

This section investigates whether experiences and external signals affect a governor’s choice of privatization process, and whether
their ideology moderates this relationship. Table 12 Panel A shows that governors with prior reform-related experience tend to
retain significantly fewer government shares in privatized firms. However, for more communist-minded governors, this tendency
is reversed. This pattern echoes the earlier finding that governors with higher communism scores are less inclined to initiate
privatization and suggests that exposure to reform may reinforce these governors’ skepticism about reform. By contrast, there is
no evidence that ideology significantly moderates the relationship between SOE or local careers on a governor’s decisions about
government share retention or the use of multiple sales.

Regarding on-the-job experience, I find that after learning that privatizations can proceed smoothly without social disruption,
more communist-minded governors retain fewer state shares and are more likely to pursue multiple sale privatizations, both
associated with better post-privatization performance gains (Table 8).?> However, longer tenure in the current office leads more
communist-minded governors to retain more shares, suggesting that prolonged time in office may reinforce their ideological
preference for maintaining greater state control. Finally, ideology does not seem to moderate the relationship between past
economically successful privatizations and privatization design.

Finally, I find no significant association between governors’ career incentives or peer privatization activities and their choices
of deal design (Panel C), nor do these null relationships vary across the ideological spectrum. One exception is that after observing
more profit-enhancing deals in neighboring provinces, more communist-minded governors became less likely to use multiple sales.

22 The positive relationship between % No-layoff and retained share is somewhat unexpected. A possible explanation is that the least communist-minded
governors may prefer to maintain significant state involvement to ensure continued stability or to replicate previously successful privatization models. This may
also reflect the changing nature of the remaining SOEs for these governors.

16



L. Ma Journal of Corporate Finance 97 (2026) 102919

Table 12
Ideology, experience, and management of privatization process.

Panel A: Experience before governor role

Retain Multiple Retain Multiple Retain Multiple
Communism 0.066** —0.104%*** 0.028 —0.089%** 0.021 —0.100%**
(0.033) (0.038) (0.030) (0.023) (0.023) (0.022)
Local career 0.035%* —-0.011
(0.015) (0.017)
Communism X Local career —-0.054 0.022
(0.042) (0.049)
SOE career —-0.018 —0.064***
(0.016) (0.018)
Communism x SOE career 0.000 0.004
(0.039) (0.036)
Reform career —0.058%** —0.002
(0.015) (0.023)
Communism X Reform career 0.144** 0.061
(0.055) (0.050)
Observations 18,553 18,714 18,553 18,714 18,553 18,714
Panel B: Experience during governor role
Retain Multiple Retain Multiple Retain Multiple
Communism -0.034 —0.101%** 0.241%*** —0.222%%** -0.034 -0.129
(0.036) (0.036) (0.058) (0.052) (0.096) (0.095)
Tenure 0.004 0.000
(0.003) (0.004)
Communism x Tenure 0.018* 0.004
(0.009) (0.008)
% No-layoff 0.200** —0.068
(0.076) (0.109)
Communism X % No-layoff —0.373%%* 0.284x**
(0.111) (0.106)
% Profit-increasing —0.159** 0.061
(0.070) (0.082)
Communism X % Profit-increasing 0.181 0.107
(0.169) (0.183)
Observations 18,553 18,714 10,668 10,767 10,668 10,767
Panel C: External factors
Retain Multiple Retain Multiple Retain Multiple
Communism —-0.042 —-0.057 0.086%*** —0.094%** —-0.350 0.295
(0.049) (0.055) (0.031) (0.029) (0.265) (0.200)
Promotion eligible —-0.012 —-0.002
(0.025) (0.020)
Communism X Promotion eligible 0.081 —-0.037
(0.054) (0.063)
# Deals (neighbor) -0.013 -0.010
(0.009) (0.013)
Communism X # Deals (neighbor) —-0.029 0.025
(0.023) (0.025)
% Profit-increasing (neighbor) -0.029 0.208
(0.127) (0.124)
Communism 0.793 -0.713*
X % Profit-increasing (neighbor) (0.507) (0.396)
Observations 18,553 18,714 10,699 10,798 10,699 10,798

This table investigates whether a governor’s experiences affect their management of the privatization process, and whether their
ideology affects this relationship. Panel A studies pre-governor working experience, Panel B the on-governor position experience,
and Panel C external factors. All specifications control for firm, province, and politician characteristics, as well as industry, year,
and province fixed effects. Standard errors are clustered at the governor level. *, **, and *** denote statistical significance at
10%, 5%, and 1% levels.

A plausible explanation is that, in response to peers’ successes, these governors opt for quicker, one-off transactions, a pattern
consistent with the earlier finding that they respond to the same signal by selecting better firms to privatize.

Overall, this section shows that governors learn and adapt in their privatization policymaking, and that ideology plays a
substantial role in shaping this process. Generally, pro-communist governors are less responsive to pure economic successes but
display greater sensitivity to social stability signals. However, this ideological filtering is not absolute: when facing stronger career
incentives or performance pressures, these governors adjust their strategies pragmatically. These findings indicate that ideology
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is critical in setting baseline priorities or guiding information processing, yet its ultimate influence on specific actions can be
significantly altered by external pressures such as economic interests and career considerations.

7. Conclusion

This paper examines how provincial leaders’ communist ideology shapes the trajectory and outcomes of China’s privatization
wave around 2000. Using a novel ideology measure grounded in belief formation mechanisms, I find that provincial governors with
stronger communist beliefs are significantly less inclined to pursue privatization. Moreover, SOEs privatized under these governors
achieve substantially weaker post-reform efficiency gains. I identify three channels underlying this performance gap. First, pro-
communist governors tend to privatize under-performing and strategically less important firms. Second, they retain larger state
ownership in privatized firms and avoid multiple-sale strategies. Third, although they offer more subsidies before privatization,
they are also more likely to withdraw support after the sale, potentially causing more disruption to the privatized firm’s operation.
Finally, I show that ideology also shapes how governors learn from experience and respond to external signals, with these dynamic
interactions influencing their privatization inclination, firm selection, and deal design.

My findings highlight ideology as an active force shaping how major economic reforms unfold. They also provide a deeper
understanding of the mechanisms through which political beliefs translate into policy actions and their eventual economic
consequences. More broadly, the paper shows that in addition to economic and career motivations, politicians’ personal beliefs are
a critical, independent driver of economic policies. This discovery offers valuable insights into how China’s political system could
affect economic outcomes and the regional imbalance in economic development. My result hints at the necessity of embedding
politicians’ deep-rooted beliefs into policy design and oversight to achieve effectiveness, especially in light of the recent rise of state
capitalism (Megginson, 2017) and surge in political polarization (Kempf and Tsoutsoura, 2024).
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Table Al
Definition of variables.
Variable Definition
Privatization
Privatize Dummy equals one if a firm’s registration type is changed from state- or collectively owned to others.

Ideology Variables
Communism score

Red family

Marxism degree
non-Dissonance

Com Gov (Sec)

Other Variables
Age appointed
Assets

College
Employee
Deficit

Factional tie
Foreign

Further promoted
FYP industry
GDP growth
Institution index
Labor efficiency
Labor share
Leverage

Log sale
Minority
Multiple sell
Non-mainland
OROA

Politburo
Private share
Profitability
Promotion Eligible
Reform career
Retained share
ROA

Served local
SOE experience
SOE employee share
Subsidized
Tenure

TFP

Unemployment
Value added

VA share

SOE asset share

% No-layoff

% Profit-increasing

% Profit-increasing (neighbor)
# Deals (neighbor)

Pro-communism score ranges between 0 and 1, calculated as the first dimension from the multiple correspondence analysis
applied to the following three pro-communism proxies.

Dummy equals one if a politician is from a Red Five Category family, including poor and middle-class peasants, workers,
revolutionary soldiers, revolutionary cadres, and revolutionary martyrs.

Dummy equals one if a politician holds a (college or above) degree in a Marxism-related subject.

Dummy equals one if a politician did not experience severe famine (top tercile) but relatively mild drought (bottom two
terciles) during the Great Famine years (1959-1961).

Dummy equals 1 if the governor (secretary) has above median communism score.

The age when a politician is appointed to the current position.

The natural logarithm of the total assets (million RMB).

Dummy equals one if a politician holds a college degree or above.

The natural logarithm of the number of employees.

Province level fiscal deficit.

Dummy equals one if a leader is a member of the Shanghai Clique faction or the Youth League faction.

Dummy equals one if the new owner is not from China (including Hong Kong, Macau, and Taiwan).

Dummy equals one if the politician will receive a promotion in the future.

Dummy equals one if a firm is in the Tenth Five-Year Plan (FYP) strategic industry during the Tenth FYP period.
Province level GDP growth rate.

An index measuring a province’s institutional environment.

Natural logarithm of sales-to-employee ratio.

The proportion of a firm’s employees to the total provincial manufacturing sector’s employees.

Debt-to-asset ratio.

Natural logarithm of annual sales.

Dummy equals one if the politician is not of Han ethnicity.

Dummy equals one if a privatization involves more than one sell.

Dummy equals one if the new owner is from outside mainland China.

Operating income scaled by total assets, multiplied by 100.

Dummy equals one if a politician is a member of the Politburo.

Proportion of shares owned by non-state/non-collective shareholders.

Net income divided by total sales.

Dummy equals one if a leader will be younger than 64 (including) in the incoming CCP National Congress Year.
Dummy equals one if a politician has worked in a reform-related position before the leadership role.

Percentage share retained by government after privatization.

Net income scaled by total assets, multiplied by 100.

Dummy equals one if a politician has worked in this province for more than two years before the leadership role.
Dummy equals one if a politician has worked in SOEs before the leadership role.

Share of state employees in the manufacturing sector of a province.

Dummy equals one if an SOE receives government subsidies during the two years before its privatization.
Number of years in the current position.

The residual value from the regression of the natural logarithm of total revenues on the natural logarithm of total assets
and the natural logarithm of total employment.

Province level unemployment rate.

Natural logarithm of value added.

The proportion of a firm’s value-added to the total provincial manufacturing sector’s value-added.

Share of state assets in the manufacturing sector of a province.

Percentage firms privatized by a governor that does not result in layoff during the first two years after privatization.
Percentage firms privatized by a governor that has a higher two-year average ROA after privatization than the two-year
average ROA before privatization.

Average number of ROA-improving privatizations conducted in neighboring provinces last year.

Average number of privatizations conducted in neighboring provinces last year (standardized).
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