
 
Stockholm China Economic Research Institute | Stockholm School of Economics | Box 6501 | S-113 83 Stockholm | Sweden 

 

 

 

 

 

 

 

 

Government Invervention in the Capital Allocation Process: 
Firm Employment as an IPO Selection Rule in China 

 
 
 

Anders C. Johansson 
Stockholm School of Economics 

 
Danglun Luo 

Lingnan College, Sun Yat-sen University 
 

Johanna Rickne 
Reseearch Institute for Industrial Economics 

Stockholm China Economic Research Institute, Stockholm School of Economics 
 

Wei Zheng 
Business School, Sun Yat-sen University 

 
 
 

 

 

 

 

Stockholm School of Economics Asia Working Paper  

No. 40 
 

December 2016 
 

 

 

 

 

 

 

 

 



 

 

  

 

 

Government Intervention in the Capital Allocation Process: 

Firm Employment as an IPO Selection Rule in China 

 
 
 

Anders C. Johansson1 
Stockholm School of Economics 

 
Danglun Luo 

Lingnan College, Sun Yat-sen University 
 

Johanna Rickne 
Research Institute for Industrial Economics 

Stockholm China Economic Research Institute, Stockholm School of Economics 
 

Wei Zheng 
Business School, Sun Yat-sen University 

 

 

December 2016 

 

 

                                                 

1 Corresponding author, Stockholm School of Economics, P.O. Box 6501, SE-113 83 Stockholm, 

Sweden. Phone: +46-8-736 9367. Fax: +46-8-31 30 17. Email: anders.johansson@hhs.se.  



2 

 

 
 
 
 
 

Government Intervention in the Capital Allocation Process: 
Firm Employment as an IPO Selection Rule in China 

 
 
 

Abstract 
We study the role of local employment as a selection criterion for initial public 
offerings (IPOs) in China. Using a large dataset of firms that are eligible for a public 
offering, we find that firms' contributions to the local labor market increase the 
probability of an IPO event. Digging deeper into the mechanism, we find that the 
results hold for private firms but not for state-owned firms that, presumably, are 
already in compliance with the high employment levels preferred by local officials. 
We also uncover that firms which contribute more to employment receive more 
government bank loans in the period leading up to the IPO event. A final set of results 
sheds light on the economic ramifications of government involvement in the IPO 
selection process. We find that firms which contribute more to local employment 
underperform relative to other firms after going public. Our findings shed light on 
how a political system known for its interventionistic government policies affects 
behavior in the private sector.  
 
JEL Classification: D72; E24; G32; G34 
Keywords: Local government; Initial public offering; Labor market; Employment; 
Capital allocation; China  
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1 Introduction 

A well-functioning capital market is a cornerstone of economic development. 

Over the past decades, reforms to build external capital markets have been 

commonplace in former socialist states and in emerging economies. China established 

a stock exchanges in the early 1990s, and its stock market has now grown to become 

the second largest in the world, both by trading volume and market capitalization. As 

recently argued by Carpenter et al. (2015), the future development of how well this 

market allocates capital across investment opportunities will be an important 

determinant of global economic growth in the coming decades. 

A modest but growing body of research has uncovered important insights about 

the political economy of China's emerging stock market. In this research, firm listings 

have been linked to politicians' career incentives (Piotroski and Zhang, 2014). Once 

firms are listed, political connections have been linked to lower performance on 

average (Fan et al. 2007) but higher performance among privately controlled firms 

(Feng et al. 2014, 2015). Francis et al. (2009) find evidence that political connections 

are positively associated with higher offering price, lower underpricing, and lower 

fixed costs during the IPO-process for Chinese firms. Huyghebaert and Quan (2009) 

show how government commitment to privatization is linked to underpricing in the 

Chinese IPO market. In this paper we develop and test novel predictions that link the 

capital allocation process to politicians' explicit political agenda. We predict that the 

selection of firms for initial public offerings (IPOs) is determined, at least in part, by 

local politicians' desire to meet so-called social objectives. In the case of China, the 

most salient social objective is to create employment, harking back to the core 

functions of the communist state, but also relating closely to the role of social stability 

and job creation as key criteria in the political career process (Zeng, 2013; Cai, 2015).  



4 

 

We show that a firm's contribution to local employment substantially increases 

the likelihood that it is accepted for an (IPO). Uncovering a possible mechanism for 

the selection rule, we find that firms that contribute more to local employment have 

better access to government financial support in the form of subsidies and bank loans.  

We provide two empirical extensions that further characterize the selection rule 

and its consequences. First, we find that social objectives govern the selection of firms 

with private ownership but not the selection of firms with state ownership. This 

pattern, we argue, is a logical consequence of a system where state-owned firms face 

a larger policy burden, i.e. are expected to create employment, without additional 

incentives from the capital allocation process. The finding that privately controlled 

firms are incentivized to create employment in exchange for capital sheds light on a 

novel way in which China’s political system influences the behavior of privately 

controlled firms. As a second empirical extension, we analyze post-IPO performance 

to discover that firms that contribute more to local employment tend to perform worse 

after the IPO. This adds gravitas to our findings by showing that the preference for the 

contribution to local employment in the IPO selection process is conducive to an 

inefficient capital allocation via the domestic stock market.  

In addition to the nascent literature on the political economy of China’s stock 

market mentioned earlier, our study contributes to several other strands of literature. 

First, our results extend the literature on policy burdens. Previous studies on public 

enterprises, perhaps especially in transition economies such as China, have analyzed 

how governments have used SOEs to pursue non-financial objectives (e.g. Lin et al., 

1998; Lin and Tan, 1999; Lin and Li, 2008). Employment is a typical policy burden 
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that SOEs have to face.1 We extend this literature by showing that governments may 

also force a policy burden such as promoting local employment upon privately 

controlled firms in an indirect way, namely by offering a carrot in the form of access 

to finance through the equity market.  

Second, we add to the understanding of how governments intervene in the capital 

allocation process and the economic consequences of such interventions. There is a 

large literature on how government participation in finance is based on politicians’ 

desire to control investment by firms for motives that are either political (e.g. Shleifer 

and Vishny, 1994; La Porta, 2002) or social, i.e. an expression of a so-called 

benevolent government (see Shleifer (1998) for a detailed discussion on this 

literature). In the Chinese case, it has previously been shown that SOEs with political 

relationships benefit from access to bank loans and government subsidies (e.g. Brandt 

and Li, 2003; Tsai, 2007; Feng et al., 2015; Johansson and Feng, 2016). We add to 

this literature by showing how a specific objective, employment creation, influences 

the capital allocation via a new channel, the stock market. We also show that this 

selection principle applies to private firms, a sector for which we know less about how 

political concerns shape firm benefits. In addition, we add to the literature on negative 

effects of government intervention, previously highlighted in studies on issues such as 

inefficiencies among state-controlled firms and corresponding benefits of 

privatization (e.g., Megginson et al., 1994; Barberis et al., 1996; Lopez-de-Silanes et 

                                                 

1 In a related study, Huyghebaert and Wang (2012) find that relatively more directors 

on the board who are affiliated with the dominant shareholder is associated with more 

labor redundancy in state-controlled firms. This suggests that state influence drives 

excess labor in Chinese firms. 
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al., 1997; Frydman et al., 1999; La Porta and Lopez-de-Silanes, 1999; Chen et al., 

2011). Our empirical findings are in line with the argument that government 

intervention results in inefficiencies.  

Third and last, our work adds to the literature on IPOs and post-IPO performance. 

A number of studies have analyzed post-IPO performance and its potential 

determinants (e.g. Ritter, 1991; Jain and Kini, 1994; Brav and Gompers, 1997; Carter 

et al., 1998; Ritter and Welch, 2002; Kim et al., 2004). As mentioned earlier, Feng et 

al. (2014) show that privately controlled firms characterized by political ties in China 

tend to outperform other privately controlled firms. On the other hand, Fan et al. 

(2007) find that if all firms that have gone public in China are included in the analysis, 

firms with political ties tend to underperform after the IPO. In a related paper, Cao et 

al. (2016) analyze how different forms of social capital in the form of political 

connections, external investors, and intragroup related-party transactions, are 

associated with post-IPO performance. Wang et al. (2004) link post-IPO performance 

in China to ownership structure. We add to this literature by focusing on potential 

political motives behind IPO selection and the subsequent economic effects of a 

selection principle based on such motives. Our results suggest that firms characterized 

by excess labor exhibit an inferior post-IPO performance. The fact that this holds true 

for privately controlled firms signals the importance of understanding of how firms 

are selected for China’s stock market. 

The rest of the paper is organized as follows: Section 2 discusses the institutional 

background and develops the working hypotheses for the analysis. The focus is 

primarily on the IPO process in China and the role of the local government in that 

process. The section also contains a broader discussion about government intervention 

in China and how firms are at the risk of facing different forms of the so-called policy 
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burden. In Section 3 we introduce the data and the key explanatory variable: excess 

labor. Section 4 then presents and discusses the initial empirical results, focusing on 

the relationship between firm employment and IPO selection. In Section 5, we extend 

the analysis by looking at an underlying mechanism that facilitates the relationship 

between firm employment and IPO selection, namely that of pre-IPO government 

financial support. Section 6 then addresses the economic implications of the 

relationship between firm employment and IPO selection by analyzing post-IPO firm 

performance, and Section 7 concludes.  

2 Institutional Setting and Hypothesis Development 

2.1 The IPO Mechanism and the Role of Local Political Leaders 

China’s two stock exchanges in Shanghai and Shenzhen were established in 

1990 and 1991, respectively, and as part of the economic reforms that were initiated 

in 1978.2 The China Securities Regulatory Commission (CSRC), which falls under 

the supervision of the central government, was established in 1992 and is since then 

the regulatory body that oversees the Chinese IPO market. Historically, the IPO 

decision was based on both commercial and political considerations. During the early 

1990s, that is, before the sample period of data used in our empirical analysis, central 

authorities determined the aggregate number of new IPOs that should be made 

available every year. The quota was then allocated across ministries and provinces. 

Local authorities of security regulations invited prospective companies to request an 

                                                 

2  For more details on the history of China’s stock markets during the economic 

reforms, see Johansson and Ljungwall (2009). 
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IPO. The local authorities then selected firms for IPOs based on both commercial 

considerations (profitability) and political objectives (social development, 

employment, etc.). In 1999, the introduction of the new China Securities Law meant 

that the quota system was, at least formally, abolished. The “Rules in IPO and Listing 

on Stock Exchanges” was promulgated by the CSRC in 2006 and includes several 

criteria that must be met before a firm can go public. These criteria include that the 

firm has i) three consecutive years of net profit, ii) cumulative revenues three years 

prior to the IPO and amounting to at least 300 million renminbi (RMB), iii) intangible 

assets not exceeding 20% of total assets, and iv) net assets of at least 30 million RMB 

the year before the IPO. The Public Offering Review Committee (PORC) within the 

CRSC is composed of 22 experts that review all applications for an IPO, making sure 

that they adhere to all laws and regulations related to securities (Li and Zhou, 2015). 

Members of the PORC include both CSRC officials and external experts. 

In 2005, the CSRC took reforms one step further with a revised Securities Law 

under which the CSRC no longer has to approve IPO prices. However, as pointed out 

by Li and Zhou (2015), it is clear that the CSRC still has the last say on a broad range 

of issues related to the IPO process. Moreover, while the IPO mechanism is formally 

market driven, IPOs are a scarce resource and are thus controlled as such by the 

central government. In addition, and more importantly for this study, Piotroski and 

Zhang (2014) point out that local firms still need the support and approval of local 

politicians and party committees to apply for an IPO. If a firm does not receive this 

support, its application for an IPO will not be reviewed by the CSRC. The IPO 

decision is thus still to a large extent in the hands of local politicians via the control of 

this crucial initial step. This suggests that it is important to understand the IPO 

mechanism at the local level rather than the formal requirements at the national level.  



9 

 

2.2 Local Employment and Access to Finance via Public Offerings 

Social objectives are important for most, if not all, governments. This holds true 

for China, where the legitimacy and stability of the authoritarian regime is built on 

economic progress. Previous research has shown that local politicians are evaluated 

based on local growth numbers, but this is not the only indicator that matters when 

local political leaders are assessed. One important complementary indicator is that of 

supporting and expanding the local job market. Chinese officials have been expected 

not only to deliver high growth rates, but also to create jobs for large numbers of 

jobseekers (Cai, 2015). We therefore expect that local governments in China prefer to 

support firms in their pursuit to go public if they contribute more to social objectives, 

in this case in the form of providing more jobs.  

Hypothesis 1: Firm that contribute more to local employment are more 
likely to be accepted for an IPO 

 

 This hypothesis is built on a supply-driven mechanism. Typically, business 

owners seek to minimize expenses ahead of an IPO to increase net profits. Higher net 

profits in turn results in a higher valuation of the firm at the time of the IPO. This 

means that if the local government does require a high level of employment is a 

selection criterion in the IPO process, the firm will try to minimize labor cost by 

minimizing excess employment. The existence of excess employment therefore 

signals that the firm is getting ready for selection.   

As noted earlier, SOEs typically must bear policy burdens that are imposed by 

the state. This means that all SOEs, regardless of whether they go public, face this 

challenge. Privately controlled firms are another matter, as they do not face the same 

requirements. We therefore believe that the extent to which a firm contributes to the 
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local labor market plays a more important role for privately controlled firms. In short, 

a privately controlled firm that contributes relatively more to local employment can be 

expected to be treated more favorably by local political leaders in various ways, 

including being offered preferential access to finance in the form of an IPO. 

Hypothesis 2: The relationship between contribution to local 
employment and the likelihood of an IPO is stronger for privately 
controlled firms than for state controlled firms 

 

 Historically, when SOEs have taken on policy burdens, it has resulted in 

compensatory funding such as tax cuts, financial assistance, and other forms of 

compensations (Lin and Tan, 1999). In other words, the government has provided a 

“helping hand” to balance the adverse effects of the “grabbing hand” (Shleifer and 

Vishny, 1998; Calomiris et al., 2010). We therefore take a closer look at how all firms 

in the sample contribute to local employment, and whether this is tied to their access 

to government-linked finance. Capital is primarily channeled through the banking 

system, and the banks are controlled by the government (Allen et al. 2005, 2008). 

Thus, government officials play an important role in the allocation of capital. For 

example, previous research has shown that Chinese firms with political ties have 

better access to financing via the banking system (e.g. Fan et al., 2008; Feng et al., 

2015; Johansson and Feng, 2016). Similarly, government subsidies are often 

channeled to state-controlled firms and firms with other forms of political ties. Gima 

et al. (2009) find that about half of a total of over US$300 billion in government 

subsidies during 1995-2005 went to state-controlled firms. In a related study, Feng et 

al. (2015) provide evidence that business owners’ political ties has explanatory power 

for government subsidies that privately controlled firms receive. Based on how bank 

loans and government subsidies are allocated, we conjecture that a firm which 
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contributes more to the local labor market will receive more government subsidies 

and bank loans. Moreover, we conjecture that firms characterized by more financial 

support from the government exhibit a higher probability of going public.  

Hypothesis 3: Unlisted firms that contribute more to local employment 
receive government subsidies and bank loans  

Hypothesis 4: Governmental financial support increases the 
probability of going public 

 

 If the hypotheses above prove to be correct, we have established a link 

between contribution to local employment and access to finance. To shed additional 

light on financial support from the government and the likelihood of going public, we 

also take a closer look at firms with different ownership. As argued earlier, we believe 

that the use of the IPO selection rule is more a more important tool in affecting the 

behavior of privately controlled firms, since employment decisions in state-controlled 

firms are already under the control of the officials. We extend this reasoning by 

conjecturing that the relationship between pre-IPO government subsidies and bank 

loans and the probability of going public is more pronounced for privately controlled 

firms.  

Hypothesis 5: The relationship between government financial support 
and the likelihood of going public is stronger for privately controlled 
firms 

 

 Finally, excess labor may have adverse economic effects. Previous studies 

have shown that SOEs are outperformed by privately controlled firms (e.g. D’Souza 

and Megginson, 1999; Megginson and Netter, 2001). The earlier discussion on policy 

burdens suggests that one plausible reason for this underperformance is the pressure 
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to take such informal demands into consideration. We therefore conjecture that 

government assistance to firms that take on excess labor results in inferior firm 

performance after the IPO event.  

Hypothesis 6: Firms that contribute more to local employment 
underperform after the IPO 

 

3 Research Design 

3.1 Data Sample 

The focus of this study is on the firms that go public in China. Our analysis on 

potential determinants of the IPO event means that we need to identify a set of eligible 

firms. Our identification of these firms is closely related to the literature on the 

decision to go public (e.g. Pagano et al., 1998). Similar to Piotroski and Zhang (2014), 

we use a database of unlisted companies that is compiled and managed by China’s 

National Bureau of Statistics (NBS). Chinese regulations state that all companies with 

sales over 5 million renminbi are required to report their financials to the NBS using a 

standardized system. As pointed out by Piotroski and Zhang (2014), the dataset 

provided by the NBS covers around 90% of the gross industrial productivity in China. 

Furthermore, and most importantly, we can assume that all the firms that are eligible 

for a public offering are included in the sample. As outlined above, having revenues 

above 300 million RMB over a three-year period is one of the formal criteria for an 

IPO. The NBS data set covers the period 2001-2008 and we therefore must restrict the 

analysis to this period. 

To compile a data set of eligible firms, we first identify firms in the NBS dataset 

that meet the CSRC’s criterion mentioned earlier. This process utilizes data for the 
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three previous years, meaning that a firm can enter only when we have three years of 

previous observations to assess. From this sample, we only keep observations for 

firms that meet the criterion, i.e. that are formally eligible for an IPO. Note that 

control variables for the analysis can still be calculated based on years of data when 

the firm was not eligible.   

Having compiled a sample of all eligible firms, we then identify all firms that 

went public during the period 2001-2008 by using the China Securities Market and 

Accounting Research (CSMAR) IPO database. Pre-IPO firm data is obtained from the 

NBS database, while post-IPO firm data for all listed firms is obtained from 

CSMAR’s database. 

The firm's ownership category is central to our empirical analysis. We use the 

following procedure to separate firms based on whether they are owned by the state or 

not. The NBS database provides the firm's registered ownership type, which we divide 

into the categories of state- or private-owned. For firms that do not belong to either of 

these groups we use paid-in capital to define ownership (e.g. for the categories of 

collective-owned firms, share holding joint ventures, collectively joint venture, 

limited liability corporation, or shareholding company). We can define any company 

in these categories as owned by the state if the state owns more than 50% of the shares 

at the time of the offering (Piotroski and Zhang, 2014). Moreover, we also look at 

both code and name of the firm in the database. This is because these are not matched 

uniquely. The same code could for example refer to different names in different years. 

Similarly, the same name could refer to different codes in different years. We 

therefore first sort the data by code and then check if a code matches uniquely with a 

firm name. If this is not the case, we make use of other firm information such as 

location and legal person to identify the firm in question. This approach minimizes the 
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risk of mistakes and allows us to obtain a sample that is approximately 10% larger 

than the one used by Piotroski and Zhang (2014). 

3.2 Estimating Excess Labor 

The key dependent variable is our measure of firms' contributions to the local 

labor market. We call this variable the "excess labor" of the firm (excess laborit). This 

variable is estimated in an expectation model (e.g. Zeng and Chen, 2006), which 

relates the firm's employment to a number of determinants of firm labor using the 

specification 

 

 	 , (1) 

 

Where laborit  is the number of employees over total sales (in ten thousands) for firm i 

at time t. As determinants, we use standard explanatory variables for firm 

employment levels: size, the logarithm of total assets; tangibility, asset tangibility, 

calculated as fixed assets over total assets; growth, measured as the sales growth rate. 

All these variables are three-year averages. We also include industry and year 

dummies.  In a second step, the estimated values for the coefficients in equation (1) 

are used to obtain the predicted value of labor for each firm in each year: 

 

 . (2) 

 

The intuition is that these predicted values can be interpreted as the normal 

employment level for a given industry-year-characteristic cell. Our measure of excess 

labor is the difference between actual employment and this "normal" level: 
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 _ . (3) 

 

Our outcome variable can thus be seen as an indicator of firm i’s additional 

contribution to local employment in addition to the employed labor that the firm 

would normally require. 

4 Excess Labor as an IPO Selection Rule 

With the data and variables at hand, this section presents descriptive statistics and 

describes our empirical approach for testing hypotheses 1 and 2. We then present the 

results for relating the probability of an IPO to the firms' excess labor, both in the total 

sample (hypothesis 1) and in separate sample of privately controlled and stat owned 

firms (hypothesis 2).  

4.1 Descriptive Statistics 

Table 1 presents descriptive statistics for firms that are identified as being 

eligible to go public during the period 2001-2008. We identify 31,445 firms that fulfill 

the formal criteria for a public offering during the sample period. Out of these, a total 

of 26,103 firms are privately controlled, while 5,342 are owned by the state. It has 

been shown that the private sector has grown considerably and that it is one of the 

main drivers of economic growth in China during the last decades (e.g. Allen et al., 

2005; Dougherty et al., 2007). Our descriptive statistics reflect this transformation, 

with an increasing share of the larger firms in China being owned by non-state entities. 

While most firms in the sample are privately controlled, SOEs are more likely to be 

chosen for an IPO. 432 firms carried out an IPO during the sample period, 
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representing 1.4% of the total sample, among which 251 were privately controlled 

(representing 1.0%) and 181 were state-owned (representing 3.4%). This is in line 

with the argument that SOEs receive preferential treatment and that the Chinese 

banking system and stock market have been used by the government to finance firms 

controlled by the state (e.g. Walter and Howie, 2011). 

 

[Table 1 here] 

 

 Table 2 presents an overview of excess labor in listed and unlisted firms. As 

expected given the share of these firms in the total sample, the mean of excess labor 

for unlisted firms is zero for all years across the sample. For listed firms, on the other 

hand, the picture is different. Excess labor is positive for every year between 2001 and 

2008. When we test the difference for the mean and median between the two samples, 

we find that it is significantly different for all years (except for the difference in the 

mean for 2008). These preliminary findings lend support to the argument that local 

governments in China tend to favor firms that contribute relatively more to the local 

labor market in the form of access to financing via public offerings.  

 

[Table 2 here] 

 

 Table 3 again shows the differences in excess labor across listed and unlisted 

firms and across privately and state owned firms, respectively. We also divide the 

sample into subsamples depending on the situation in the local labor market. We find 

a significant difference in excess labor between listed and unlisted firms for both 

privately and state controlled firms. Tests for differences in the mean and median also 
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show that firms controlled by the state exhibit significantly more excess labor among 

both unlisted and listed firms compared to privately controlled firms. Focusing on 

conditions in the local labor market, firms located in regions characterized by high 

unemployment exhibit significantly more excess labor on average, and this holds for 

both unlisted and listed firms. Moreover, tests for differences in the mean and median 

between unlisted and listed firms show that listed firms exhibit significantly more 

excess labor. In addition, this difference is much larger for firms operating in regions 

with high unemployment.  

 

 [Table 3 here] 

 

4.2 Baseline Results 

Our first hypothesis is that the IPO event is influenced by the firm's contribution 

to the local labor market (excess labor). To analyze this hypothesis, we estimate a 

logit regression model for the relationship between excess labor on the IPO event. The 

model estimates the probability that an eligible unlisted firm will carry out an IPO in a 

year t and is specified as: 

 

 ln _ ′ . (4) 

  

In addition to the key explanatory variable excess labor (excess labor) 

introduced in Section 3.2, X′  is a vector of additional potential determinants of the 

IPO decision: pgdp, the provincial GDP per capita; roa, return on assets; fcf, free cash 

flow; growth, measured as the sales growth rate; investments, calculated as investment 
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over total assets; soe; a dummy which is equal to 1 if the firm is owned by the state 

and 0 otherwise; leverage, calculated as total liabilities over total assets; tangibility, 

measured as fixed assets over total assets; size, defined as the logarithm of total assets. 

Industry ( ) and year ( ) dummies are also included but not reported. See Table 

A1 for definitions of all variables used in the empirical analysis. We cluster the 

standard errors at firm level. 

 Column (1) in Table 4 presents coefficients from the estimation of Equation 

(4). The signs of the control variables come out as expected.3 More importantly, we 

find a significant positive relationship between excess labor and the likelihood of 

going public for the whole sample. This finding confirms our first hypothesis: firms 

that contribute more to the local labor market are more likely to go public.  

 

[Table 4 here] 

 

So far, we have identified a significant and positive relationship between firm 

employment and IPO selection. However, we have yet to shed light on whether all 

firms regardless of ownership type are treated the same way, or if IPO selection is 

specifically targeting a certain group of firms. The findings in the previous section 

corroborated the argument that the government is giving preferential treatment to 

firms under state ownership as they, all else being equal, are more likely to go public 

than privately controlled firms.  

                                                 

3 Results are not affected by also controlling for the number of previous IPOs in each 

province. 
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As stated in hypothesis 2, it is likely that contribution to the local labor market 

is more important for privately controlled firms in their pursuit of going public. To 

further our understanding of how IPO selection is used as a governance mechanism, 

we therefore divide the sample into two groups of firms based on ownership. We then 

run the regression in Equation (4) on each of the two subsamples separately. The new 

results, which are presented in Columns (2) and (3) in Table 4, help shed additional 

light on IPO selection as a governance mechanism. Focusing on the key explanatory 

variable, the coefficient for excess labor is still significant positive for both 

subsamples. However, it is much larger for firms that are privately controlled, and the 

coefficient is not statistically significant in the sample of state-owned firms. These 

findings suggest that contribution to the local labor market only enters the IPO 

selection process for firms that are owned by non-state entities. These results support 

our second hypothesis: IPO selection is used as a governance mechanism for firms 

under private control.  

5 Understanding the Mechanism 

Having identified a significant relationship between firm employment and IPO 

selection, we now take two steps to understand potential mechanisms behind the 

empirical patterns in the previous sections. First, we analyze the supply of 

government-based financial support in the form of bank loans and subsidies to the 

firm prior to the IPO event. Second, we analyze the possible positive relationship 

between pre-IPO government financial support and IPO selection, which would be 

consistent with the interpretation that the link between firm employment and IPO 

selection is enhanced by government financial support. 
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5.1 Contribution to Local Employment and Pre-IPO Government Support 

Next, we extend the initial results by focusing on drivers behind access to 

government support. In Hypothesis 3, we conjecture that unlisted firms that contribute 

more to local employment receive government support in the form of government 

subsidies and/or bank loans. To test this hypothesis, we first run basic regressions in a 

sample of pre-IPO firms, using government support in the form of subsidies and bank 

loans as the dependent variables. We thus estimate the following regression model: 

 

 ′ . (5) 

  

In which the vector X′  include the same set of control variables as in model 

(4). Table 5 presents the results from the estimations of Equation (5) for the two forms 

of government support. We again run the regressions on the whole sample and then 

divide the sample into privately controlled firms and SOEs. As expected, the dummy 

for state ownership is significant, indicating that SOEs receive preferential treatment. 

Moreover, the coefficient for provincial per capita GDP growth is significant negative, 

suggesting that the government prefers to support firms in regions characterized by 

lower economic growth.  

 Focusing on the key variable, the coefficient for excess labor is significantly 

positive for the whole sample as well as both subsamples. This finding supports our 

third hypothesis in that the Chinese government is more likely to support firms by 

giving them preferential access to finance if they contribute more to the labor market. 

 

[Table 5 here]  
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5.2 Government Financial Support and Financial Conditions for IPO Selection 

Next, we combine the initial estimation on IPO selection rules with the data on 

government support. To analyze whether government support in the form of subsidies 

and bank loans is related to the likelihood of an IPO, we once more run logistic 

regressions as presented in Equation (4), but this time adding government financial 

support as an independent variable. For robustness, we run regressions in which we 

include only one of the two measures for government support, followed by a 

regression of a final model in which both government subsidies and bank loans are 

included. Table 6 presents the results from the estimations of Equation (6). We again 

begin by running the regression on the whole sample. Columns (1), (4) and (7) in 

Table 6 present the results for the regressions with government support in the form of 

subsidies, bank loans, and both, respectively.  

The results for most of the control variables at the firm level are qualitatively 

the same as the ones found in Table 4. More importantly, excess labor is again highly 

significant, lending support to our baseline results in Section 4.2 and providing 

evidence that the likelihood of an IPO is not simply driven by government support 

prior to the IPO. Instead, contribution to the local labor market is still a highly 

significant factor. Focusing on the two forms of government support, the coefficients 

for both government subsidies and bank loans are highly significant and positive in all 

three model specifications. These findings support hypothesis 4: more government 

financial support in the form of subsidies and bank loans increases the likelihood that 

a firm will go public in the future.  

 

[Table 6 here] 
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So far, we have identified a direct link between government financial support 

and the IPO process. This financial support may be used by the government, most 

notably the local government in China, as a governance mechanism. As a next step, 

we therefore test hypothesis 5, which states that the relationship between government 

financial support and the likelihood of an IPO is stronger for private firms. We once 

more divide the sample into two groups of firms based on controlling ownership and 

run the logistic regression in Equation (6) on each of the two samples.  

Columns (2) and (3) in Table 6 present the results for the regressions on the two 

firm samples with government support in the form of subsidies, Columns (5) and (6) 

present the results with bank loans as government support, and Columns (8) and (9) 

present the results when both types of government support are included. Excess labor 

is still positive and significant for the sample composed of privately controlled firms 

and insignificant for the SOE sample. Our baseline analysis on the relationship 

between contribution to the local labor market and the IPO decision thus still holds up. 

The second, and more important, finding is that government financial support is 

positively associated with the IPO decision at the 1 percent level both in the case of 

government subsidies and bank loans. For the SOE subsample, on the other hand, the 

coefficient for government subsidies is only weakly significant and the coefficient for 

bank loans is insignificant. The results hold up when we include both measures for 

government support and when we run regressions with one government support 

measure at a time. These results suggest that privately controlled firms that contribute 

more to local social objectives are more likely to receive government support, which 

in turn increases the likelihood that these firms will go public in the future. This is not 

the case for SOEs, as they are expected to take on different forms of policy-related 
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burden regardless of future outcomes and typically enjoy preferential access to 

different forms of government-linked financial support.  

6 Economic Implications: Post-IPO Firm Performance 

So far, we have seen that firms that contribute more to local social objectives, 

such as keeping unemployment down, are more likely to receive different forms of 

benefits from the government. These types of benefits can be seen as results of the so-

called “helping hand”. But how about the potential negative effects? As stated in 

hypothesis 6, it is likely that the added contribution to the local labor market in the 

form of excess labor has negative effects on firm performance. To shed light on this 

issue, we analyze the relationship between excess labor and post-IPO performance 

using the regression model in Equation (6). Consistent with the literature on post-IPO 

performance (e.g. Fan et al., 2007; Feng et al., 2014), we use pre-IPO operating 

performance figures as benchmark when we evaluate firms’ post-IPO performance. 

The change in performance (change_peri) is calculated by subtracting the average of 

the annual performances three years prior to the IPO from the average of the annual 

performances three years after the IPO. We use three performance measures:  return 

on sales, industry-adjusted return on sales, and earnings growth.4  

 

                                                 

4 It should be noted that Gormley and Matsa (2014) have argued that the use of 

industry-adjusted dependent variables produce inconsistent estimates. To alleviate the 

risk of distorted inference based on our estimations, we therefore use two alternative 

measures for performance in addition to industry-adjusted return on sales. 
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 _

 

(6) 

  

In addition to our main explanatory variable, we also include standard control 

variables (e.g. Fan et al., 2007; Feng et al., 2014). Appendix A1 provides an overview 

of the variables): tangibility, which is fixed assets over total assets; liquidity, 

measured as current assets over total assets; firm size, measured as the logarithm of 

total assets; leverage, measured as total liabilities over total assets; soe, a dummy for 

state ownership. Industry and year dummies are once more included but not reported. 

Before moving on to the empirical analysis, we also check for the possibility that a 

firm is delisted shortly after its IPO, something that could potentially drive the 

results.5 It turns out that delisting shortly after an IPO is rare during the period in 

question, which means that this does not represent a potential issue in the analysis. 

The results from the estimations for each of the three performance measures 

are presented in Table 7. Among the control variables, only leverage has a significant 

effect on post-IPO performance. Its coefficient is significant positive, but only for the 

whole sample and the subsample of privately controlled firms, suggesting that private 

firm that can obtain access to finance and increase their leverage can perform better 

after going public. Focusing on excess labor, the results suggest that it plays an 

important role for privately controlled firms. While the whole sample and the SOE 

subsample are not affected by excess labor, post-IPO performance of privately 

controlled firms exhibit a significant negative relationship with excess labor. These 

results, which are evidence in support of our sixth and final working hypothesis, 

                                                 

5 We thank an anonymous reviewer for pointing this out. 
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suggest that privately controlled firms must pay a price for contributing to social 

objectives such as local employment. Privately controlled firms in China thus must 

balance the pros and cons of contribution to local social objectives as part of their 

long-term strategy. Moreover, these findings indicate that contributions to local social 

objectives by private firms result in inefficiencies in the capital allocation process.  

 

[Table 7 here] 

 

7 Conclusion 

This study provides evidence that firms’ contribution to the local labor market 

enters the IPO decision process, which is primarily in the hands of the local 

government. It shows that excess labor only plays a significant role for private firms 

that are eligible for going public. SOEs already have to face a policy burden that 

typically include contributions to the local labor market, which means that the 

decision of whether or not to grant them access to financing through the stock market 

is not dependent on their labor intensity. Prior research has shown that firms that 

contribute to social objectives regularly receive benefits, often in the form of 

preferential access to capital in the form of government subsidies and bank loans. Our 

study contributes to this literature by providing evidence that access to financing 

through IPOs is associated with contribution to local employment.  

Second, we provide evidence supporting previous research which has shown that 

government financial support such as subsidies and bank loans is dependent on the 

contribution to social objectives. We build on these studies and present empirical 

evidence which suggests that (i) government financial support is dependent on the 
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contribution to social objectives, (ii) government financial support in turn increases 

the likelihood that a firm will go public. 

Third, our findings shed new light on how the Chinese government expands the 

domestic stock market. While formal requirements that focus on the financial 

soundness and growth prospects of firms are in place, informal requirements such as 

lending support to the local labor market plays an important role in the IPO decision 

process at the local level. Our findings on post-IPO performance further suggest that 

these informal requirements have distortive effects on the capital allocation process in 

China. These findings also help explain the relatively poor performance of China’s 

two stock markets, as firms chosen to undertake IPOs often perform worse than firms 

overlooked because they are perceived by local political leaders as not contributing 

enough to social objectives. As the transition from a planned economy to a market-

oriented economy continues, and as the need for efficiency improvements in the 

financial system increases, the viability of such informal requirements needs to be 

addressed. 
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Table 1. Descriptive statistics 

This table presents the number of firms that are eligible for an initial public offering (IPO) as well as 
the number of firms that actually carried out an IPO in China over the sample period 2001-2008. The 
sample is also divided into two subsamples with state- and non-state-owned firms, respectively. 
Year Total number 

of firms 
Number of 
non-state-

owned firms 

Number of 
state-owned 

firms 

Number of 
firms going 

public 

Number of 
non-state-

owned firms 
going public 

Number of 
state-owned 
firms going 

public 
2001 1779 1190 589 57 16 41 

2002 2113 1545 568 51 15 36 

2003 2600 1967 633 46 20 26 

2004 3035 2420 615 79 50 29 

2005 3619 2984 635 12 7 5 

2006 4490 3823 667 42 28 14 

2007 6198 5391 807 88 68 20 

2008 7611 6783 828 57 47 10 

Total 31445 26103 5342 432 251 181 
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Table 2. Excess labor across subsamples based on stock market listing status  

This table presents the mean and median of excess labor over the sample period 2001-2008. The 
sample is divided into listed and unlisted firms respectively. Differences in mean and median are also 
presented. ***, **, and * denote statistical significance at the 1%, 5%, and 10% level, respectively. 

Excess 
Labor 

Listed firms Unlisted firms Difference 

Obs. mean median Obs. mean median mean median 

2001 57 0.011 0.003 1722 0.000 -0.009 0.012*** 0.012** 

2002 51 0.012 0.009 2062 0.000 -0.009 0.012*** 0.018*** 

2003 46 0.007 0.001 2554 0.000 -0.008 0.007* 0.008** 

2004 79 0.005 -0.003 2956 0.000 -0.007 0.005** 0.004*** 

2005 12 0.019 0.018 3607 0.000 -0.007 0.019*** 0.024*** 

2006 42 0.011 0.002 4448 0.000 -0.006 0.011*** 0.008** 

2007 88 0.005 0.001 6110 0.000 -0.006 0.005** 0.007*** 

2008 57 0.003 0 7554 0.000 -0.005 0.003 0.004*** 

total 432 0.007 0.001 31013 0.000 -0.006 0.007*** 0.007*** 
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Table 3. Excess labor across various subsamples 

This table presents the mean and median of excess labor over the sample period 2001-2008. The 
sample is divided into listed and unlisted firms. The sample is also divided into subsamples for state- 
and non-state-owned firms, as well as for firms located in regions with high and low employment 
pressure. employment pressure is measured by the three-year average growth rate of unemployment at 
the provincial level. Differences in mean and median are also presented. ***, **, and * denote 
statistical significance at the 1%, 5%, and 10% level, respectively. 

 Listed firms Unlisted firms difference 

mean Median mean median mean median 

Non-state-owned 0.0039 -0.0005 -0.0015 -0.0069 0.0054*** 0.0064*** 

State-owned 

difference 

0.0120 0.0042 0.0068 -0.0014 0.0053*** 0.0056*** 

-0.0082*** -0.0047* -0.0082*** -0.0055*** 
  

High 

employment 

pressure 

0.0090 0.0016 0.0006 -0.0062 0.0084*** 0.0078*** 

Low 

employment 

pressure 

difference 

0.0041 

 

 

0.0007 

 

 

-0.0008 

 

 

-0.0061 

 

 

0.0048*** 

 

 

0.0068*** 

 

 

0.0049** 0.0009 0.0013*** -0.0001 
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Table 4. Excess labor and the IPO event 

This table presents results from the estimation of a logit model for IPO decision for a sample of firms 
that are eligible for a public offering during the period 2001-2008. The dependent variable is the 
likelihood that a firm carries out an IPO in year t. Excess labor is calculated by first estimating the 
predicted value of labor and then subtracting this from the firm’s actual value of labor, where value of 
labor is equal to number of employees over total sales in ten thousands. The final variable is the 
standardized (z-score) of these deviations.  pgdp is the provincial GDP per capita, roa (return on assets) 
is calculated as earnings before interest and taxes over total assets, fcf is the free cash flow, growth is 
the growth in sales, investment is investments over total assets, soe is a dummy which is equal to 1 if 
the firm is owned by the state and 0 otherwise, leverage is total liabilities over total assets, tangibility is 
fixed assets over total assets, size is the logarithm of total assets. Industry and year dummies are 
included but not reported. ***, **, and * denote statistical significance at the 1%, 5%, and 10% level, 
respectively. 

 (1) 
All 

(2) 
Private 

(3) 
State 

excess labor 0.176*** 0.259*** 0.054 

 (0.041) (0.050) (0.068) 

pgdp -0.291** -0.168 -0.596*** 

 (0.121) (0.149) (0.217) 

roa 4.116*** 4.159*** 4.820*** 

 (0.553) (0.641) (1.085) 

fcf -0.429* -0.460 -0.168 

 (0.239) (0.288) (0.486) 

growth -0.308** -0.260* -0.504** 

 (0.126) (0.146) (0.255) 

investment 1.946*** 1.830*** 2.432*** 

 (0.366) (0.451) (0.681) 

soe 1.266***   

 (0.121)   

leverage 2.985*** 3.533*** 2.083*** 

 (0.245) (0.322) (0.388) 

tangibility -0.263 -0.202 -0.297 

 (0.264) (0.326) (0.463) 

size -0.274*** -0.163** -0.396*** 

 (0.059) (0.070) (0.096) 

intercept -0.770 -3.795** 5.196* 

 (1.577) (1.849) (2.797) 

Ind & Year yes yes yes 

N 31445 26103 5342 

pseudo R2 0.110 0.069 0.133 
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Table 5. Impact of excess labor on pre-IPO government subsidies and bank loans  
This table presents results from various estimations of a cross-sectional regression model for 
government support for a sample of firms that are eligible for a public offering during the period 
2001-2008. The dependent variable are government subsidies and bank loans, respectively. 
Excess labor is calculated by first estimating the predicted value of labor and then subtracting 
this from the firm’s actual value of labor, where value of labor is equal to number of employees 
over total sales in ten thousands. The final variable is the standardized (z-score) of these 
deviations. pgdp is the provincial GDP per capita, roa (return on assets) is calculated as earnings 
before interest and taxes over total assets, fcf is the free cash flow, growth is the growth in sales, 
investment is investments over total assets, soe is a dummy which is equal to 1 if the firm is 
owned by the state and 0 otherwise, leverage is total liabilities over total assets, tangibility is 
fixed assets over total assets, size is the logarithm of total assets. Industry and year dummies are 
included but not reported. ***, **, and * denote statistical significance at the 1%, 5%, and 10% 
level, respectively.  

 Subsidy  Bank loan 

 (1) 
All 

(2) 
Private 

(3) 
State 

 (4) 
All 

(5) 
Private 

(6) 
State 

excess labor 0.331*** 0.238*** 0.635***  0.001*** 0.001*** 0.002*** 

 (0.044) (0.045) (0.110)  (0.000) (0.000) (0.000) 

pgdp -0.205** -0.227** -0.111  -
0.004*** 

-0.004*** -0.002** 

 (0.086) (0.094) (0.194)  (0.000) (0.000) (0.001) 

roa 1.966*** 2.240*** 0.911  0.003* -0.000 0.015*** 

 (0.477) (0.492) (1.512)  (0.001) (0.001) (0.005) 

fcf -1.434*** -1.385*** -2.125***  -
0.007*** 

-0.007*** -0.013*** 

 (0.169) (0.174) (0.577)  (0.000) (0.000) (0.002) 

growth 0.048 0.000 0.281  0.001* 0.000 0.003*** 

 (0.089) (0.093) (0.285)  (0.000) (0.000) (0.001) 

investment -0.207 0.047 -1.571**  -
0.013*** 

-0.011*** -0.025*** 

 (0.277) (0.296) (0.757)  (0.001) (0.001) (0.003) 

soe 0.268**    0.000   

 (0.119)    (0.000)   

leverage 0.150 0.263 -0.685  0.031*** 0.027*** 0.047*** 

 (0.219) (0.232) (0.552)  (0.001) (0.001) (0.002) 

tangibility -0.481** -0.377 -0.211  0.026*** 0.024*** 0.032*** 

 (0.224) (0.242) (0.559)  (0.001) (0.001) (0.002) 

size 0.095** 0.171*** -0.185**  0.002*** 0.002*** 0.002*** 

 (0.040) (0.045) (0.085)  (0.000) (0.000) (0.000) 

intercept 2.661*** 1.733 6.457***  0.003 0.007** -0.031*** 

 (1.008) (1.072) (2.452)  (0.003) (0.004) (0.009) 

Ind & Year Yes Yes Yes  Yes Yes Yes 

N 31445 26103 5342  31445 26103 5342 

pseudo R2 0.016 0.011 0.039  0.336 0.307 0.365 
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Table 6. Impact of government financial support on the IPO decision 

This table presents results from various estimations of a logit model for IPO decision for a sample of firms that are eligible for a public offering during the period 2001-2008. 
The dependent variable is the likelihood that a firm carries out an IPO in year t. Excess labor is calculated by first estimating the predicted value of labor and then subtracting 
this from the firm’s actual value of labor, where value of labor is equal to number of employees over total sales in ten thousands. The final variable is the standardized (z-
score) of these deviations. subsidy is the amount of government subsidies a firm is receiving and credit is the volume of bank loans. pgdp is the provincial GDP per capita, 
roa (return on assets) is calculated as earnings before interest and taxes over total assets, fcf is the free cash flow, growth is the growth in sales, investment is investments over 
total assets, soe is a dummy which is equal to 1 if the firm is owned by the state and 0 otherwise, leverage is total liabilities over total assets, tangibility is fixed assets over 
total assets, size is the logarithm of total assets. Industry and year dummies are included but not reported. ***, **, and * denote statistical significance at the 1%, 5%, and 10% 
level, respectively. 
 1  2  3 

 (1) 
All 

(2) 
Private 

(3) 
State 

 (4) 
All 

(5) 
Private 

(6) 
State 

 (7) 
All 

(8) 
Private 

(9) 
State 

excess labor 0.152*** 0.240*** 0.037  0.161*** 0.242*** 0.043  0.141*** 0.228*** 0.029 

 (0.042) (0.051) (0.069)  (0.042) (0.051) (0.069)  (0.043) (0.053) (0.070) 

subsidy 0.047*** 0.061*** 0.028*      0.043*** 0.053*** 0.027* 

 (0.009) (0.011) (0.015)      (0.009) (0.011) (0.015) 

interest     13.011*** 22.453*** 6.056  11.502*** 19.464*** 5.430 

     (2.895) (3.607) (4.545)  (2.932) (3.816) (4.541) 

pgdp -0.286** -0.144 -0.601***  -0.247** -0.045 -0.595***  -0.248** -0.045 -0.599*** 

 (0.121) (0.148) (0.217)  (0.121) (0.148) (0.218)  (0.121) (0.148) (0.218) 

roa 4.089*** 4.076*** 4.804***  4.155*** 4.334*** 4.813***  4.132*** 4.266*** 4.799*** 

 (0.560) (0.658) (1.086)  (0.563) (0.658) (1.095)  (0.568) (0.671) (1.094) 

fcf -0.342 -0.368 -0.076  -0.345 -0.340 -0.110  -0.270 -0.268 -0.027 

 (0.237) (0.290) (0.482)  (0.240) (0.290) (0.491)  (0.239) (0.291) (0.485) 

growth -0.317** -0.266* -0.510**  -0.327*** -0.260* -0.535**  -0.332*** -0.265* -0.536** 

 (0.127) (0.148) (0.255)  (0.125) (0.145) (0.253)  (0.126) (0.147) (0.253) 

investment 1.994*** 1.825*** 2.495***  2.132*** 2.099*** 2.554***  2.154*** 2.048*** 2.603*** 

 (0.367) (0.455) (0.676)  (0.363) (0.452) (0.676)  (0.364) (0.455) (0.671) 

soe 1.256***    1.255***    1.252***   

 (0.120)    (0.121)    (0.120)   

leverage 3.068*** 3.623*** 2.156***  2.562*** 2.972*** 1.791***  2.684*** 3.130*** 1.889*** 

 (0.248) (0.329) (0.391)  (0.262) (0.335) (0.452)  (0.266) (0.340) (0.456) 

tangibility -0.255 -0.183 -0.323  -0.636** -0.862** -0.457  -0.587** -0.757** -0.465 
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 (0.265) (0.327) (0.462)  (0.275) (0.337) (0.470)  (0.276) (0.339) (0.469) 

size -0.279*** -0.183** -0.391***  -0.299*** -0.216*** -0.407***  -0.300*** -0.226*** -0.401*** 

 (0.060) (0.073) (0.096)  (0.061) (0.076) (0.098)  (0.062) (0.077) (0.098) 

intercept -0.928 -3.979** 5.053*  -0.691 -4.150** 5.472*  -0.847 -4.225** 5.300* 

 (1.586) (1.868) (2.800)  (1.597) (1.857) (2.843)  (1.604) (1.875) (2.842) 

Ind & Year Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

N 31445 26103 5342  31445 26103 5342  31445 26103 5342 

pseudo R2 0.115 0.078 0.135  0.113 0.077 0.134  0.118 0.084 0.136 
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Table 7. Post-IPO Firm Performance  
This table presents results from various estimations of a cross-section regression model for post-IPO performance for firms that went public in China during the period 2001-
2008. The dependent variables are the change in the three-year average return on sales, change in the three-year average adjusted return on sales, and the three-year average 
growth in earnings, respectively. Excess labor is calculated by first estimating the predicted value of labor and then subtracting this from the firm’s actual value of labor, 
where value of labor is equal to number of employees over total sales in ten thousands. The final variable is the standardized (z-score) of these deviations. Tangibility is fixed 
assets over total assets, and liquidity is the current asset over total asset. size is the logarithm of total assets, leverage is total liabilities over total assets, soe is a dummy which 
is equal to 1 if the firm is owned by the state and 0 otherwise. Industry and year dummies are included but not reported. ***, **, and * denote statistical significance at the 
1%, 5%, and 10% level, respectively. 
 
 Change in ROS Change in adjusted ROS Earnings growth 

 all non-state state all non-state state all non-state state 

excess labor -0.008* -0.020** -0.001 -0.009* -0.019** -0.001 -0.038 -0.131** 0.007 

 (0.005) (0.009) (0.006) (0.005) (0.009) (0.006) (0.037) (0.058) (0.045) 

tangibility 0.180 0.019 0.436* 0.183 0.011 0.436* 0.967 0.511 1.884 

 (0.142) (0.169) (0.237) (0.139) (0.170) (0.223) (1.001) (1.338) (1.498) 

liquidity 0.158 0.015 0.397* 0.144 -0.030 0.409* 0.819 -0.150 2.212 

 (0.130) (0.154) (0.224) (0.128) (0.155) (0.213) (0.953) (1.193) (1.529) 

size -0.005 -0.008 -0.000 -0.005 -0.012* 0.002 -0.015 -0.122 0.087 

 (0.006) (0.007) (0.009) (0.006) (0.007) (0.009) (0.048) (0.078) (0.058) 

leverage 0.099** 0.130** 0.015 0.106** 0.150*** 0.008 -0.114 0.083 -0.419 

 (0.049) (0.052) (0.094) (0.048) (0.053) (0.092) (0.328) (0.406) (0.611) 

soe -0.004   -0.000   -0.019   

 (0.013)   (0.012)   (0.105)   

intercept -0.189 -0.009 -0.466** -0.183 0.063 -0.500** -0.519 1.604 -3.035* 

 (0.127) (0.168) (0.212) (0.125) (0.166) (0.200) (1.148) (1.504) (1.726) 

Ind & year yes yes yes yes yes yes yes yes yes 

N 431 251 180 431 251 180 431 251 180 

R2 0.052 0.089 0.089 0.047 0.081 0.106 0.036 0.075 0.126 
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Appendix  

Table A1. Variable definitions 

 Variable Definition 

 ipo Dummy for firms succeed in going public; ipo = 1 if the firm carries 

out an IPO and 0 otherwise 

 excess labor Estimated as explained in Section 3.2 

 pgdp GDP per capita  

roa Return on assets 

fcf Free cash flow 

growth Sales growth rate 

investment Investments/total assets 

soe Dummy for state ownership; soe = 1 if the firm is owned by the state 

and 0 otherwise 

leverage Total liabilities/total assets 

tangibility Fixed assets/total assets 

liquidity Current assets/total assets 

size Log(total assets) 

industry Industry dummy 

year Year dummy 
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