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Ideology

“A system of beliefs that some group collectively upholds and main-
tains rigidly, even though it involves a substantial degree of reality
denial or ‘false consciousness’.”

——Roland Bénabou

MA Linxiang (Strathclyde) Ideology and Privatization EEA-ESEM Aug 2023 2 / 17



Motivation

▶ Critical factor driving economic and financial decisions:
▶ bailout mortgage crisis (Mian et al., 2010)
▶ credit rating (Kempf and Tsoutsoura, 2021)
▶ portfolio choice (Aiken et al., 2020)
▶ stock market participation (Laudenbach et al., 2019)
▶ ...

▶ Predominantly (all?) in democratic countries
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What about in Authoritarian Regimes?

▶ Conventional belief: not driving decisions (Converse, 1964;
Olson, 2000; White et al., 1997)

▶ But:
▶ Left- and right- policy cycles in China (Cheremukhin et al., 2017)
▶ Chinese firms’ policies consistent with governing mayors’ beliefs

(Liang et al., 2022)
▶ ...

map
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This Paper

Does ideology motivate decisions in authoritarian regimes?
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Testing Ground: Privatization in China

▶ Suitable empirical lab:
1. Privatization in stark contrast to orthodox communism

⇒ different levels of communism belief have different opinions
2. Designed and implemented by sub-national governments

⇒ map belief variation into decisions

▶ Also, an important event:
▶ 75% to 85% SOEs in the country got privatized
▶ Roughly 700 billion USD state-owned assets sold
▶ >> half of worldwide total sales during the sample period

▶ Generally on privatization:
▶ Extant drivers are mostly financial and career calculations (e.g.,

Dinc and Gupta, 2011; Huang et al., 2020; Liu et al., 2006)
▶ What about decision-making politicians’ beliefs?
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Ideology and Privatization

▶ Does provincial party secretary/governor ideology affect
privatization within the province?
▶ Top 2 sub-national leaders
▶ Not sure who should matter more (or at all)

▶ Alarm: endogenous matching between provinces and politicians
▶ extensive falsification and robustness tests
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Hypotheses Development

▶ Pro-communism party secretaries/governors might:
▶ Be reluctant to embrace privatization as a way to reform
▶ Believe SOE to be a more efficient organizational form
▶ Hold on to more SOEs to influence economy

▶ Hypothesis:
Other things equal, pro-communism provincial leaders are less likely to
privatize SOEs under their controls.
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But How to Measure Ideology?

▶ Based on the belief formation mechanisms (Cantoni et al., 2017)
▶ Communism score as the 1

st principal component of:
1. Revolutionary: from family with communism tradition,

parent-children channel (Bisin and Verdier, 2001; Cipriani et al.,
2013)

2. Marxism: hold degree in Marxism-related subjects, education
channel (Cantoni et al., 2017; Lott, 1997)

3. Non-dissonance: 1 - (severe famine + non-severe drought),
experience channel (Chen and Yang, 2019; Giuliano and
Spilimbergo, 2014) dissonance

MCA
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Data

▶ Provincial Leader Information sum stats

▶ Manually collected: Baidu Encyclopedia, Xinhua, China Vitae, etc.
▶ Sample: 96 secretaries and 90 governors

▶ Annual Survey of Industrial Firms (ASIF) sum stats

▶ Chinese analogue to the Census of Manufacturers
▶ Sample: all manufacturers registered as stated-owned in 1998

▶ 71, 998 unique firms, 247, 220 firm-year observations

▶ Province Level Data:
▶ Provincial Statistical Yearbooks (1997-2007)
▶ China Finance Yearbooks (1997-2007)
▶ China Population Census (1990)
▶ China Compendium of Statistics (1949-2008)
▶ Report of the Damage Caused by Disasters in China (1949-1995)
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Empirical Method

▶ Specification (We expect β1 < 0):

Pr(Privatizeijpt = 1) = Pr(β1Communismpt + γ1Xijp,t−1
+ γ2Gpt + γ3Pt−1

+ αj + ζp + δt + εijpt > 0)

▶ Privatizeijpt: change of registration type to non-state-owned (dummy)

▶ Communismpt: pro-communism score over [0, 1] (continuous)

▶ Controls: firm (Xijp,t−1
), province (Pt−1), politician (Gpt) control

▶ Fixed Effects: Industry (αj), Province (ζp), and Year (δt)

▶ Standard Errors: clustered at province level

▶ Robust to other FE/clustering schemes
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Main Result

Pr(Privatizeijpt = 1) = Pr(β1Communismpt + γ1Xijp,t−1
+ γ2Gpt + γ3Pt−1

+ αj + ζp + δt + εijpt > 0)

proxy
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Ideology and Privatization: Economic Magnitude

▶ Governor communism score one σ (0.247) higher, 1.2 percentage
point lower probability of being privatized
▶ 17% of the sample mean (7.1%)

▶ Firms privatized in a province-year:
▶ average non-communist governor privatizes: 215 SOEs
▶ communism score one σ higher, privatize ∼ 26 fewer
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Ideology and Privatization: Channels

▶ Sub-sample analysis:
▶ SOE controlled by provincial government: direct effect
▶ SOE controlled by subordinate governments: indirect effect
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Secretary versus Governor

Pr(Privatizeijpt = 1) = Pr(β1SECCompt + β2GOVCompt + γ1Xijp,t−1
+ γ2Gpt

+ γ3Pt−1 + αj + ζp + δt + εijpt > 0)
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Robustness

▶ No evidence supporting alternative explanations:
▶ Different characteristics of politicians with different ideologies
▶ Appointments of sub-national leaders related to factors driving

privatization
▶ Communist leaders receive more resources

▶ Survives various robustness checks:
▶ randomization inference
▶ selection-on-unobservable
▶ alternative privatization definition
▶ takes longer than one-year to privatize
▶ placebo using central gov owned SOEs

robust
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Conclusion

▶ Does political ideology matter in authoritarian regimes?
=⇒ Yes!

▶ Utilizing China’s decentralized privatization, I find that:
▶ stronger communism belief, less privatization
▶ governors make direct decision and influence subordinates
▶ secretaries influence subordinates (but less than governors)

▶ Contributions:
▶ Ideology does affect decisions even in authoritarian regimes
▶ Identifies a new class of impetus for privatization
▶ Quantifies the impact of ideology on privatization
▶ Politician preferences affect corporate ownership
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Democratic Countries are Not the Majority

Source: Polity V
back
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Famine Dissonance

back
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Multiple Correspondence Analysis

back
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Summary Statistics: Secretary

back
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Summary Statistics: Governors

back
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Summary Statistics: SOE-Year

back

result
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Ideology and Privatization: Model

▶ Firm controls (Xijp,t−1
):

▶ size, profit, leverage, private share, employment, firm importance

▶ Province controls (Pt−1):

▶ GDP growth, deficit, % staffs in SOEs, unemployment rate, % SOE
asset, marketization index

▶ Politician controls (Gpt):

▶ tenure, career perspective, locally promoted, business experience,
personal connection

back
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Ideology Proxies

back
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Appointment of Pro-communism Leaders

back
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Communist Leaders are NOT Preferably Treated

back
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Balance Test

back
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Randomization Inference

back
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Selection on Unobservable

back
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Alternative Definition of Privatization

back
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Using Lagged Ideology

back
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Leave-out Turnover Years

back
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Privatization of Central SOEs

back
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