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Motivation

Political trust, or people’s “evaluations of whether or not political au-
thorities and institutions are performing in accordance with normative
expectations held by the public” (Miller and Listhaug 1990), serves as both
the outcome and determinant of economic reforms.

benefits from high political trusts (Fukuyama 1995, Murphy 2004,
Gyorffy 2013)

However, there are elements less emphasized...
potential market distortion (misperception) caused by it
how does it shape China’s incremental marketization reforms, which
are proceeded in a controlled but progressive manner (Li 1997)
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Motivation: the Long March of marketization

We show that the preceding SOE reform can have a long-term impact
by shaping citizens’ political trust. The decreased political trust
contributes to improve the ongoing banking reform’s effectiveness.
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Preview of Results
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Literature Review

In the context of China, the interaction between political trust and govern-
ment policies/reforms...

land takings (Cui et al 2015), the abolition of school fees (Lv 2014)
and media censorship (Chen and Yang 2019)

Government guarantee can be a double sword in the banking sector...
perception about implicit government guarantees (Dang 2014, Zhu
2016); price discrepancy between the state and non-state banks’
investments (Allen et al 2017, Acharya, Qian, and Yang 2020)
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1.the SOE Reform: Decreased Political Trust

The reform led to closure or privatization of state-owned enterprises
with waves of layoffs
Workers lives were no longer guaranteed by the government

SOE data from CIBP database; political trust from CFPS 2012 survey data.
Xiao and Huang (RU, UZH) NYU QCSS 2021 March 28, 2021 8 / 17
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1.the SOE Reform: Decreased Political Trust

We construct RTi to measures the relative trust in the government wrt.
family...

RTi = TrustG
i − TrustF

i

And examine the impact of the SOE Shock on households’ political trusts,
using an ordered logit model with robust standard error:

Trustic = β0 + β1 · SOEc + Xic + Xc + ϵic (1)

in which SOEc is the prefecture-level SOE reductions and layoffs
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1.the SOE Reform: Decreased Political Trust
(1) (2) (3) (4)

Dependent Variable Trust on Government wrt. Family (diff)
SOE Reform Shock x 10^6 -1.089*** -1.089*** -0.942*** -1.120*

(0.104) (0.349) (0.336) (0.596)
Individual Controls
Age 0.0152*** 0.0178***

(0.00164) (0.00113)
Male 0.00961 -0.0145

(0.0272) (0.0285)
Married -0.120*** -0.142***

(0.0288) (0.0278)
Income -0.0420*** -0.0357***

(0.0118) (0.0111)
Year of Education -0.0353*** -0.0264***

(0.00574) (0.00368)
Prefecture Controls
GDP 2010 -100.8

(730.3)
Population 2010 39.74**

(19.67)
Wage 2010 7.662

(10.46)
Saving Deposit 2010 -0.142

(0.448)
FDI 2010 -30.91

(33.72)
Robust S.E. Y
Clustered at Prefecture Y Y Y
Observations 22646 22646 22628 20500

Note: Standard errors in parentheses

* p<0.1, ** p< 0.05, *** p<0.01
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1.the SOE Reform: Decreased Political Trust

Political trust decreased more among those most severely affected

Xiao and Huang (RU, UZH) NYU QCSS 2021 March 28, 2021 11 / 17
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2.SOE Reform’s Legacy to Banking Reform

The 2018 New Banking Regulation (资管新规) prohibited explicit
investment guarantees...
But misperception of implicit guarantees persists: households perceive
the state-banks (the Big5) are backed by the government, reflected
from the WMP(理财产品) yield gap

WMP data from CNRDS database; bank characteristics from CSMAR.
Xiao and Huang (RU, UZH) NYU QCSS 2021 March 28, 2021 12 / 17
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2.SOE Reform’s Legacy to Banking Reform

We verified this yield discrepancy between the state and non-state banks
using DID approach controlling WMP and bank characters, FEs...

More interestingly, we construct the following DIDID model to examine the
SOE Reform’s long-term impact on households’ misperception:

(2)Yibt = β1 · nBig5b · Policyt + β2 · nBig5b · Policyt · SOEb
+ α · Xibt + γb + θt + ϵibt

Xiao and Huang (RU, UZH) NYU QCSS 2021 March 28, 2021 13 / 17
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2.SOE Reform’s Legacy to Banking Reform
SOE Closures on Guarantee Perception

(1) (2) (3) (4) (5)
Dependent Variable Yield
Non-big5 x Policy 0.683*** 0.631*** 0.566*** 0.208 0.577***

(0.0521) (0.0549) (0.0562) (0.319) (0.0556)
Non-big5 x Policy x SOE Closure. Shock (log) -0.0701*** -0.0570*** -0.0465*** 0.0108 -0.0452***

(0.00829) (0.00886) (0.00893) (0.0636) (0.00924)
Maturity (log) 0.136*** 0.161*** 0.115*** 0.0595***

(0.0057) (0.00918) (0.00898) (0.00617)
Scale (log) 0.0104*** 0.00972*** 0.0286*** 0.0200***

(0.00253) (0.00281) (0.00514) (0.00217)
Revenue (log) 0.0572 0.0447 0.225 -0.023

(0.0434) (0.043) (0.176) (0.0425)
Cash (log) 0.0756*** 0.0641*** 0.569*** 0.0381**

(0.0188) (0.0186) (0.185) (0.0184)
Profit (log) -0.0392*** -0.0459*** -0.177 -0.0179**

(0.0065) (0.00731) (0.11) (0.00906)
Asset (log) -1.142*** -0.469 7.452** -0.714

(0.441) (0.474) (3.579) (0.529)
Accept Money Deposits (log) 0.00982 0.00483 -0.0472 0.0062

(0.00959) (0.0129) (0.297) (0.011)
Liability (log) 0.892** 0.296 -7.395** 0.536

(0.412) (0.441) (3.289) (0.495)
Liquidity Rank 0.0442*** 0.0373**

(0.0106) (0.0167)
Risk Rank -0.0557*

(0.033)
Month FE Y Y Y Y Y
Bank FE Y Y Y Y Y
SOE Shock Trend Y Y Y Y Y
Clustered at Month x Bank Y Y Y Y Y
Observations 343,079 260,353 227,950 42,397 127,065
R-squared 0.492 0.543 0.391 0.372 0.429

Note: Standard errors in parentheses, * p<0.1, ** p< 0.05, *** p<0.01
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2.SOE Reform’s Legacy to Banking Reform
SOE Layoffs and Guarantee Perception

(1) (2) (3) (4) (5)
Dependent Variable Yield
Non-big5 x Policy 0.424*** 0.407*** 0.371*** 0.269*** 0.401***

(0.0422) (0.0435) (0.0459) (0.0694) (0.0416)
Non-big5 x Policy x SOE Employ. Shock (log) -0.00914*** -0.00626** -0.00399 -0.000324 -0.00496*

(0.00261) (0.00278) (0.00282) (0.00678) (0.0026)
Maturity (log) 0.136*** 0.161*** 0.115*** 0.0593***

(0.0057) (0.00918) (0.00897) (0.00617)
Scale (log) 0.0104*** 0.00972*** 0.0286*** 0.0200***

(0.00253) (0.00281) (0.00514) (0.00217)
Revenue (log) 0.0707 0.059 0.222 -0.00392

(0.0432) (0.0427) (0.169) (0.0422)
Cash (log) 0.0753*** 0.0643*** 0.569*** 0.0379**

(0.0191) (0.0189) (0.185) (0.0187)
Profit (log) -0.0388*** -0.0448*** -0.173* -0.0170*

(0.00644) (0.00722) (0.105) (0.00912)
Asset (log) -1.096** -0.439 7.397** -0.704

(0.443) (0.479) (3.58) (0.533)
Accept Money Deposits (log) 0.00807 0.00375 -0.0502 0.00553

(0.00928) (0.0126) (0.298) (0.0107)
Liability (log) 0.844** 0.259 -7.345** 0.514

(0.414) (0.445) (3.288) (0.5)
Liquidity Rank 0.0440*** 0.0374**

(0.0106) (0.0167)
Risk Rank -0.0556*

(0.033)
Month FE Y Y Y Y Y
Bank FE Y Y Y Y Y
SOE Shock Trend Y Y Y Y Y
Clustered at Month x Bank Y Y Y Y Y
Observations 343,079 260,353 227,950 42,397 127,065
R-squared 0.491 0.543 0.391 0.372 0.429
Note: Standard errors in parentheses, * p<0.1, ** p< 0.05, *** p<0.01
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3.Direct Measure: Political Trust on Yield Gap

Lastly, we complete our arguments by verifying the direct impact of political
trust on the yield discrepancy. The pattern persist, and is significant despite
sample restriction.

The Effect of Households’ Trust on Yield Gap

(1) (2) (3) (4)
Dependent Variable Yield
Non-Big5 x Policy 0.134*** 0.198*** 0.0323 -0.0514

(0.0232) (0.0252) (0.0290) (0.0652)
Non-Big5 x Policy x Political Trust 0.123* 0.380***

(0.0688) (0.0962)
Bank Controls Y Y
Bank FE Y Y Y Y
Month FE Y Y Y Y
Political Trust Time Trend Y Y Y Y
Clustered at Bank x Month Y Y Y Y
Observations 205812 161489 205812 161489
Adjusted R-squared 0.390 0.448 0.123 0.450
Note: Standard errors in parentheses, * p<0.1, ** p< 0.05, *** p<0.01
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Concluding Remarks

Political trust serves as both the outcome and determinant of economic
reforms, and is a key channel that affects China’s marketization process.

The strength of government guarantee perception potentially serves as a
proxy to quantitatively measure political trust.

Under Lucas Critique, our results may even underestimate political trust’s
power in shaping market outcomes.
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