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Figure A.2: Parallel-Trends Assumption: Positive Loan Guarantees

This figure plots the estimates of 8y and 90% confidence intervals the following linear equation

Positive Loan Guarantees; ;p: = o + E BrSOE.; .+ x Year,

T

+VISOEc,i,p,t + Z VQ,TyeaTT + X0+ Neyi + Nep,t T €ciipits
T

where Positive Loan Guarantees.; p; is a dummy variable that equals 1 if the amount of loan guarantees
extended by firm i of cohort ¢ in prefecture p in year t to any private parent or subsidiary is positive, and
0 otherwise. Y, [:SOE.;,+ x Year; is a set of interactions of a dummy variable for whether firm i of
cohort ¢ is an SOE and year dummies for all the T event years before and after the first punishment of a
listed SOE in prefecture p, after partialling out firm characteristics (X ), cohort-by-firm fized effects (n..;),
and cohort-by-prefecture-by-year fived effects (Mep,i). The excluded period is event year T=-1. We cluster
standard errors at the level of the prefecture (p).




Figure A.3: Parallel-Trends Assumption: Industry Peers

This figure plots the estimates of By and 90% confidence intervals from the following linear equation:

Loan Guarantees.; j: = o+ g B+SOE.; ;: x Year,

T

+7150Ec,; 1 + Z Yo -Years + X'0 + 1+ e + €ciijots

T

where Loan Guarantees.; ;. is the amount of loan guarantees extended by firm i of cohort ¢ in
industry j in year t to any private parent or subsidiary scaled by the previous end-of-fiscal-year assets
(Provided Guarantees/Assets); Provided Guarantees/Assets > 10% is a dummy variable that equals 1 if
Provided Guarantees/Assets exceeds 10%, and 0 otherwise. Y [B;SOE. ;% Year; is a set of interactions
of a dummy variable for whether firm i is a SOE and year dummies for all the T event years before the first
punishment of a listed SOE in industry j, after partialling out firm characteristics (X ), cohort-by-firm fized
effects (nc,i), and cohort-by-industry-year fized effects (ne ;). The excluded period is event year 0, in which
the first punishment of an SOFE operating in an industry occurs. To define industry, we use China SEC’s
industry classification of listed firms (2001 version). The excluded period is event year T=-1. We cluster
standard errors at the level of the prefecture (p).

Panel A: Provided Guarantees/Assets Panel B: Provided Guarantees/Assets > 10%

o
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Table A.2: Do Punishments Cluster within Locations over Time?

This table reports estimates of B from the following linear equation:

First Punishment Prefecture, , = a + Z BFirst Punishment Prefecture, ; ,, + X, .6 + 1, + 1 + €p 1,

t—mn

where First Punishment Prefecture, ;_,, is a dummy variable that equals 1 if prefecture p had its first punishment of
listed SOFEs for fraudulent loan guarantees provided to related parties in year t —n; First Punishment Prefecture, ,
is a dummy variable that equals 1 if the same prefecture p had at least one punishment of a local listed SOE firm
due to fraudulent loan guarantees provided to related parties in year t. The vector of potential determinants of
punishment events (X ) includes the following variables at the prefecture-year level: the logarithm of GDP, the
logarithm of GDP per capita, the employment rate, the share of GDP in heavy manufacturing, the share of GDP
in light manufacturing, the GDP growth rate, fiscal revenue minus expenditure scaled by local GDP, investment in
real estate scaled by local GDP, the logarithm of the number of public firms operating in the prefecture-year, and
the share of SOEs as a percentage of all firms in the prefecture. n, and 1, represent full sets of prefecture and year
fized effects, respectively. We cluster standard errors at the level of the prefecture (p).

Punishment in Year t

(1) 2) 3) (4) (©) (6)

First Punishment in Prefecture (Year t-1) —0.000 0.011
(—0.02) (0.51)
First Punishment in Prefecture (Year t-2) —0.027 —0.032
(—1.17) (—1.21)
First Punishment in Prefecture (Year t-3) 0.028 0.047
(0.78) (1.10)
First Punishment in Prefecture (Year t-4) -0.031%+* —0.035%skx
(-3.11) (—3.00)
First Punishment in Prefecture (Year t-5) 0.065 0.071%
(1.62)  (L.77)
Constant —0.030 —0.070 —0.041 -0.040 0.143 0.075
(—0.14)  (=0.35)  (—0.21) (-0.19)  (1.05)  (0.45)
Prefecture-level Controls X X X X X X
Year FE X X X X X X
Prefecture FE X X X X X X
Observations 2,937 2,940 2,916 2,895 2,910 2,432
Adjusted R? 0.02 0.03 0.02 0.02 0.04 0.05

t-statistics in parentheses
*p < 0.10, % % p < 0.05, % x xp < 0.01



Table A.3: Determinants of Firm-Level Loan Guarantees Provisions

This table reports estimates of § from the following logistic regression equation:
Loan Guarantees; p s = o+ X, , 10 + 1 + € p 1,

where Loan Guarantees; p; is a dummy variable that equals 1 if the amount of loan guarantees extended by
firm i in prefecture p in year t to any related party is positive, and 0 otherwise; Normal Credit; , ; is a dummy
variable that equals 1 if the amount of normal trade credit (sum of accounts receivable, notes receivable, and
account prepaid) extended by firm i in prefecture p in year t to any related party is positive, and 0 otherwise;
Other Credit; p+ is a dummy variable that equals 1 if the amount of the outstanding balance of “other receivable”
claimed by firm i in prefecture p in yeart to any related party is positive, and 0 otherwise. The vector of potential
determinants of punishment events (X ) includes the following variables at either firm- or prefecture-year level:
SOE, Ln(Assets), Long-Term Debt, Cash, Tobin Q, ST, the logarithm of GDP, the logarithm of GDP per capita,
the employment rate, the share of GDP in heavy manufacturing, the share of GDP in light manufacturing, the
GDP growth rate, fiscal revenue minus expenditure scaled by local GDP, investment in real estate scaled by local
GDP, the logarithm of the number of public firms operating in the prefecture-year, and the share of SOFEs as
a percentage of all firms in the prefecture. mn, and 1, represent full sets of prefecture and year fized effects,

respectively. We cluster standard errors at the level of the prefecture (p).

Guarantees Normal Credit Other Credit
(1) 2) (3)
SOE —0.300sx: 0.470%%x* 0.220x%x
(—3.23) (5.50) (2.31)
Ln(Assets) 0.313s:x:x 0.544 %% 0.419s%
(6.02) (8.84) (9.15)
Long-term Debt 1.553 %% —1.93 1k —0.806x%
(2.93) (—3.82) (—1.75)
Cash —2.661%xx —1.549%xx —1.897xxx
(—12.62) (—5.32) (—9.90)
Tobin Q —0.077x:x 0.118xsxx 0.087
(—2.84) (4.04) (3.50)
ST —0.290% 0.190 0.733%xx
(—1.85) (1.58) (5.27)
Log(GDP) 0.725 —0.287 —0.312
(1.59) (—0.88) (—1.00)
Log(GDP per capita) 0.296 0.489 —0.037
(0.65) (1.29) (—0.10)
Employment Rate —0.536 0.227 —0.023
(—=1.57) (0.76) (—0.07)
GDP% in Heavy Manufacturing 2.355 3.850 —0.743
(0.64) (1.11) (—0.23)
GDP% in Light Manufacturing —0.351 —1.124 —1.729x
(—0.38) (—1.05) (—1.74)
GDP Growth —0.005%x 0.004x —0.001
(—2.21) (1.95) (—0.30)
Budget Balance —4.550%x: 2.203 2.110
(—2.76) (1.25) (1.07)
Real Estate —1.308x% —0.890 —0.609
(—1.73) (—1.18) (—0.72)
Loan/Deposit 0.123 0.423 0.804x
(0.29) (0.93) (1.89)
Log (Number of Public Firms) —0.101 —0.609%*x* —0.667 5%
(—0.53) (—3.41) (—3.89)
SOE as a Percentage of Total # Firms —0.081 —0.023 —0.127
(—0.32) (—0.10) (—0.55)
Constant —27.091 %% —0.313 —5.728x%
(=7.52) (—0.09) (—1.90)
Prefecture FE X X X
Observations 12,435 12,232 12,482
Pseudo R? 0.175 0.11 0.11

t-statistics in parentheses
*p < 0.10, % * p < 0.05, * * xp < 0.01



Table A.4: Loan Guarantees to Related Parties after Peer’s Punishment:
Intensive Margin

This table reports estimates of B from the following linear equation:

Positive Loan Guaranteese; pr = o+ BSOE.; p 1 % After Peer Punishment, , , + 11SOFE. i p,t
+y2After Peer Punishment, , , + X'0 + i 4 Nept + €cipits

where Positive Loan Guarantees.; p+ is a dummy variable that equals 1 if the amount of loan guarantees extended
by firm i of cohort ¢ in prefecture p in year t to any related party is positive, and 0 otherwise. We also propose
specifications subject to less restrictive sets of fixed effects. The F-test (p value) for testing the null hypothesis
B+ 72 =0 is reported. We exclude all firms that experienced punishment for fraudulent loan guarantees throughout
the sample period. We cluster standard errors at the level of the prefecture (p).

(1) (2) (3)

After Peer Punishment x SOE —0.042 —0.053 x % —0.097 * *x
(—1.61) (—2.26) (—3.67)

After Peer Punishment —0.001 0.009
(—0.06) (0.49)

SOE —0.018 0.010 0.019
(—1.09) (0.65) (1.10)

Ln(Assets) 0.046 % %% 0.100 % %% 0.110 # *x

(3.78) (8.49) (7.91)
Long-term Debt 0.390 % xx  0.166 * * 0.128
(3.79) (2.17) (1.45)

Cash —0.403 x xx  —0.288 % xx —0.326 * *x
(—7.49) (—6.17) (—5.90)

Tobin Q —0.027 * *x  —0.015 % %xx —0.008
(—3.42) (—2.67) (—1.23)

ST —0.056 *x  —0.034 —0.037
(—2.46) (—1.64) (—1.49)

Constant —0.490% —1.694 % xx  —1.922 % *x
(—1.79) (—6.53) (—6.29)

Cohort x Year FE X X

Cohort x Prefecture FE X

Cohort x Firm FE X X

Cohort x Prefecture-Year FE X

Observations 103,988 103,988 103,988

Adjusted R? 0.24 0.47 0.44

F-test (p value) S+v2=0 0.07 0.06

t-statistics in parentheses
*p < 0.10, % * p < 0.05, % * *p < 0.01
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Table A.6: Trade Credit to Related Parties after Peer’s Punishment

This table reports estimates of B from the following stacked DiD regression model:

Trade Credit/Assets =a+ BSOE. ;. x After Peer Punishment, ,, ; +71SOE¢ i p+

+y2 After Peer Punishment, , ; + X'0 + i 4 Nept + €cipits

ci,p,t

where Normal Credit/Assetsm’p’t is the amount of normal receivables (sum of accounts receivable, notes receivable,
and account prepaid) claimed by public firm i of cohort c in prefecture p in year t to their related parties, scaled by
the previous end-of-fiscal-year assets; Other Credit/Assetsc’i’p’t s the amount of the outstanding balance of “other
receivable” claimed by firm i of cohort c in prefecture p in year t to any private parent or subsidiary scaled by the
previous end-of-fiscal-year assets. See Table [3 for definitions of other variables. We also propose specifications
subject to less restrictive sets of fized effects. The F-test (p value) for testing the null hypothesis 8+ vo = 0 is
reported. We exclude firms in prefectures that experienced no punishment of a locally headquartered SOE throughout
the sample period. We cluster standard errors at the level of the prefecture (p).

Normal Credit/Assets Other Credit/Assets
(1) (2) (3) (4) (5) (6)
After Peer Punishment x SOE —0.003 —0.002 0.001 —0.002 —0.003 —0.002
(—0.72) (—0.59) (0.21) (—0.53) (—1.32) (—0.74)
After Peer Punishment 0.004 0.001 0.001 0.000
(1.37) (0.40) (0.44) (0.08)
SOE 0.004 0.005x% 0.004 —0.002 0.002 0.002
(1.12)  (L.78) (1.29) (—0.97) (1.29) (0.83)
Ln(Assets) 0.001 —0.004%x  —0.007#*x  —0.001xx  0.000 —0.002:x
(0.69) (—-1.92) (—2.91) (—2.09) (0.13) (—1.68)
Long-term Debt —0.046% %% —0.048%** —0.049%*xx  —0.009 —0.029%%% —0.028%x*x%
(—4.95) (—4.62) (—4.32) (—1.55) (—3.83) (—3.30)
Cash —0.054%%x —0.036%*+x —0.027 % —0.031#xx —0.026%xx —0.023%*x
(—7.49) (=5.11) (—3.68) (—8.46) (—6.62) (—5.65)
Tobin Q 0.004x%x  0.002%x+x  0.002 0.001 0.001 0.000
(2.94) (2.12) (1.59) (1.39) (0.88) (0.08)
ST 0.020%*x —0.001 —0.003 0.012*%x —0.000 —0.001
(3.45)  (—0.29)  (—0.65) (4.15)  (=0.11)  (—0.44)
Constant 0.014 0.120%%*%  0.189*xx* 0.043xxx 0.013 0.071%x
(0.56) (2.60) (3.49) (3.54) (0.48) (2.26)
Cohort x Year FE X X X X
Cohort x Prefecture FE X X
Cohort x Firm FE X X X X
Cohort x Prefecture-Year FE X X
Observations 103,988 103,988 103,988 103,988 103,988 103,988
Adjusted R? 0.19 0.41 0.42 0.18 0.36 0.35
F-test (p value) B+v2=0 0.92 0.82 0.80 0.27

t-statistics in parentheses
xp < 0.10, % * p < 0.05, % * xp < 0.01
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