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ABSTRACT 

 China’s 1978 ―opening and reform‖ era prompted the country’s gradual transformation from a 

destitute and unstable economy to one that sustained double-digit growth.  Beginning in the 1990’s, 

privatization efforts spun-off the healthiest state-owned enterprises.  While this newfound freedom 

alleviated political pressures and enabled managers to make business-based decisions, it also created a 

capital deficit for small and medium-sized enterprises.  Managers who once fulfilled policy directives 

from centrally disbursed funds now found themselves in need of capital to fuel enterprise growth.  

Concurrently, as a result of conditions for admittance to the World Trade Organization in 2001, China’s 

Communist regime opened markets to foreign banks on a city-by-city basis in 2003.   

This thesis examines cities with and without foreign banks to determine the impact on credit 

access for small and medium-sized enterprises.  The analysis shows that while there is a mildly negative 

correlation between bank credit reliance and foreign bank presence, the variety of factors that influence a 

firm’s capital structure obscure any significant relationship. 
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Introduction 

The political architect of modern China, Deng Xiaoping, promoted the opening of China’s 

markets in 1979 as the birth of a new and different China.  The iconic sayings attributed to him, such as 

―to get rich is glorious‖ and ―no matter if it is a black cat or white cat, as long as it catches mice,‖ 

(Naughton, 2007) characterize the guiding Chinese Communist Party’s (CCP)
 1
 philosophy, even today.  

While guided by socialist principles, China’s central government appears to make decisions based on 

ends rather than ideals—and it has paid off for the country’s development (Naughton, 2007).  Thirty years 

after the start of reforms, China has replaced Japan as the second largest economy in the world (CIA, 

2011) and led developed nations out of the 2007 global financial crisis (Xinhua, 2009).  Fueled by 

internal drivers, such as a massive population base and the government’s ethic for controlled wealth 

creation (Cheng & Degryse, 2010), and aided by external forces, like global demand for cheaply produced 

goods, China is an ever growing economic force that threatens traditional, Western dominance. 

 Yet, post-industrial nations are comfortably ahead of the curve as China’s leadership continues to 

rework its economy to a more competitive position.  As an authoritarian regime, the Chinese central 

government has the luxury of implementing policies more decisively and comprehensively than 

democratic regimes (Naughton, 2007).  The confidence inherent to these decisions also empowers the 

government with a fuller perspective of the country’s planned trajectory.  The Central Government can be 

sure that the intent of their policies will match the consequences—a luxury that democracies are not 

afforded.   

This power is reflected in the gradual opening of domestic markets with incremental changes.  

Major milestones in China’s political history are difficult to identify because of the methodical plans that 

China undertakes to reach its economic growth goals.  China’s government is typically described by 

observers as a technocracy—and while Socialist thought continues to be exalted, Deng’s vision of 

―Socialism with Chinese characteristics‖ is evidenced by the government’s attachment to considered, 

                                                      
1
 Terms in italics are clarified under Appendix A: Glossary of Terms and Abbreviations. 
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fact-based and holistic policymaking (Naughton, 2007).  Under this unique policy environment, it is 

exceptionally difficult to make sweeping statements about the effects of a single policy. 

 China’s economy is largely composed of manufacturing-oriented small and medium-sized 

enterprises (SMEs).  Domestic systems critical to nurturing SMEs (such as modern infrastructure, labor 

and talent availability, financing access and enabling legislation) are still lacking, thus creating an 

immature and opaque environment.  This paper analyzes the intersection of two policies: the privatization 

of State-Owned Enterprises (SOEs) starting in the 1980s and the opening of domestic markets to foreign 

banks after attaining WTO membership.  Both of these policies released constrictions on China’s nascent 

development, laying the foundation for systemic liberalization and stabilization. 

 In the case of the SOE privatization, China’s technocratic leaders logically chose to divest the 

healthiest assets first.  Companies with the means and operational soundness to operate profitably under 

state rule were the most likely to be able to succeed as independent entities (Park et al., 2006).  With this 

newfound freedom, firm managers were confronted with unprecedented challenges.  As SOEs, firm 

production and investment decisions were made by government officials, while managers were tasked 

with daily operations and goal-meeting.  However, after privatization managers were faced with decision 

making.  Managers of privatized firms were now responsible for managing and budgeting resources—and 

seeking resources that were previously provided.  SMEs were particularly affected.  As former SOEs, 

these managers were now responsible for finding their own funding and, as small entities, it was difficult 

to attract capital (Beck et al., 2006).  Additionally, the challenges inherent to privatization were further 

exasperated by the lack of systemic success factors.  The hallmarks of developed nations, such as clearly 

defined property rights and information clearinghouses, were absent in China’s nascent business 

environment. 

 Even under these suboptimal circumstances, foreign investors rushing to enter the booming 

Chinese market and SOE privatization both occurred in conjunction with sweeping national economic 

development plans.  Leadership recognized this set of challenges confronting firm managers and 

concurrently began the liberalization of the financial sector.  Prior to 1979, China’s banking system was 



3 

 

highly concentrated in four major state-owned banks (Cousin, 2011).  Smaller policy banks supplemented 

the core by providing financing to specific sectors, such as agriculture and import-export (Cheng & 

DeGryse, 2010).  With capital needs increasing, the borders were gradually opened with the 1980 

admission of a Japanese bank’s representative office (CBRC, 2005).  Over the next two decades, only a 

few foreign financial institutions were allowed to set up retail operations, and only in specific cities.  

These cities were typically those already familiar with foreign businesses (such as Shanghai).  With 

accession to the WTO in 2001, policymakers were pressured to fully open markets and allow foreign 

banks to enter without restriction.  The Central Government then proceeded with trepidation, creating the 

China Banking and Regulatory Commission (CBRC) in 2003.  At the time, the CBRC’s primary purpose 

was to facilitate the process of opening the financial sector by region, one city at a time.  Foreign banks 

were finally allowed into all domestic markets in 2005.  The government’s stated goal was to bolster the 

domestic banking environment through increased competition and an influx of unquantifiable ―know-

how‖ (CBRC, 2005). 

 China’s story provides a unique policy lesson for developing countries who desire similar 

economic expansion.  Although there is no country that mirrors China’s human capital mass and 

commanding political environment, China’s development presents an alternate path to attaining national 

wealth.  In comparison to the conventional Western model, China’s increasing global presence makes it a 

particularly attractive role model for planned economies.  Examining the effects of gradual liberalization 

is useful to understand how and where other policymakers may pull levers to build a competitive banking 

system, widen the flow of capital and encourage firm growth and investment.   

 Thus, domestic policy decisions to privatize and open markets, in conjunction with outside 

pressures, are muddying the development game.  To answer the question of China’s viability as an 

alternate industrialization development model, this paper examines China’s policy shift and its effects on 

firm financing.  Specifically, this analysis determines if the presence of foreign banks improved access to 

capital for China’s SMEs by comparing the bank debt ratio of SMEs located in cities with foreign banks 

to those in cities without entry.  The thesis also explores the intersection of China’s privatization and 
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financial sector opening policies and evaluates the effects that they have had on SME capital 

accumulation.  Comparing the bank lending reliance of SMEs in cities with foreign banks to SMEs in 

cities without foreign banks elucidates the effect of foreign bank market presence on SME capital access 

and sets the path for understanding economic development as a gradual, controlled process. 
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Literature Review   

 The existing literature provides for a logical flow to understand if foreign bank entry improves 

access to credit for China’s SMEs.  The review starts with defining why capital access is particularly 

difficult for SMEs in developing markets and continues by examining the role the financial sector plays, 

under China’s privatizing business environment.  Current evidence indicates that the existence of lending 

institutions plays an especially crucial role in the development of a strong domestic SME sector—capital 

markets or other investment sources do not fill the gap.  Further, the effect of liberalization measures on 

China’s capital flows is examined, including policies such as industry privatization and financial sector 

reform.  The key lesson is that foreign bank entry, considered a component of financial sector reform, 

accomplishes two goals for developing countries: an  increase in competition within the domestic banking 

sector, which in turn improves access to capital for SMEs. 

SMEs are central to the formation and growth of developed economies—however, the impact of 

SMEs on country economic growth is noted to be less contributive than the impact of large enterprises in 

developing ones (Beck et al., 2006).  By and large, the reviewed scholars agree that limitations inherent to 

institutional and systemic development in developing nations inhibits the ability of SMEs to drive growth 

in the same way that developed countries do.  Further, SMEs in developing nations experience more 

difficulty in accessing capital than their equivalents in developed economies. 

This premise begs the question of exactly which environmental factors inhibit SME credit access 

in developing nations.  In a cross-country study of the effects of various financing obstacles on firm 

growth, institutional development was especially critical to credit access for small firms in developing 

countries (Beck et al., 2005).  In other words, the presence of strong financial institutions (including 

access to lenders and investors, clear legal guidelines and information sharing) enables growth among 

SMEs.  Empirical evidence of this reliance on bank credit is found in Nguyen’s study of SME capital 

structure in Vietnam (2006).  Vietnam presents a comparable case study to China, not only for historical 

purposes, but because both are export-driven communist countries in the throes of market liberalization.  

Nguyen also found bank lending was highly predicated on the lack of information sharing within 
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Vietnam—SME managers with the strongest relationships found easier access by overcoming the 

asymmetric information barrier.  This is an important point in regards to China because there is no 

reliable credit rating source and excessive state incentives for bank lending led to near-crisis levels of 

non-performing loans in the early 2000s.  According to the CBRC, the proliferation of poor lending 

practices among domestic banks was a stimulating factor to encourage foreign banks to share 

methodologies and provide competition. 

The idea that financial institution development impacts capital access is important because 

financial sector development is the primary mission of the CBRC.  The CBRC is the state entity that 

chose the sequence of cities to open to foreign banks and the pace of overall liberalization measures.  The 

guiding recognition behind the CBRC’s financial reforms is that the country must establish the systems 

and processes critical for market-driven growth.  This is a departure from the regime’s command 

economy past and can be characterized as a combination of reform and liberalization.   

As the lifeblood of an economy, the financial sector does not live in a vacuum. In order to draw a 

complete picture of China’s liberalization measures, including the privatization of the SOEs, policies 

must be considered as a whole.  With privatization, a multitude of new issues faced firm managers that 

complicated decision making processes.  As Park et al. (2006) find, overall firm performance (in terms of 

Return on Assets) improved in the 1990s during the thrust of privatization efforts.  Performance was 

positively impacted through the channels of manager incentives, costs and resource allocation—further 

positive effects depended on firm location in preferred cities, including those that were later opened to 

foreign banks (i.e., Beijing, Chongqing and Xi’an). 

 The concurrent impact of privatization policy is explained in further studies that indicate that 

former SOEs experienced a particular need for capital for two reasons: they could no longer rely on 

centrally planned government funding; and firm managers wished to fully manifest their newfound 

autonomy by seeking outside funding sources.  Keister’s (2004) study on former SOEs in China from 

1980-1989 suggests that as reforms took hold, firms trended to relying on bank borrowing over other 

sources of finance—especially government sources.  Keister identified four typical trajectories of firm 
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financing decisions; the most common of which was a transition from state funds to banks as a sole 

source of outside financing.  The implication is that the financing decisions of Chinese firms were in flux 

as managers sought a more ―Western‖ approach to attaining capital.  In the latter years of the study, 

Keister identified a slight preference towards alternate sources of financing as firms developed, including 

investments from other firms and foreign sources. 

 Thus, in light of SOE privatization, financial liberalization impacted multiple sectors of the 

domestic economy—firms in industry and the banking sector itself.  This was not, of course, an 

unintended effect and was, rather, prodded by CBRC policies and incentives.  China’s policymakers were 

likely influenced by evidence from the success of developed countries, where there is a recorded history 

of banking liberalization and overall economic growth.  Beck et al. (2004) established a negative 

relationship between bank market concentration and financing access for firms in developing countries.  

In the cross-country study, Beck et al. used survey data for over 10,000 firms in 74 countries, controlling 

for a variety of firm-level and country-level characteristics.  Most notably, across countries, the small and 

medium-sized firms in more concentrated banking environments experienced more difficulty in accessing 

capital.  Thus, an important factor for capital access is the presence of a healthily competitive banking 

sector—another CBRC goal in its liberalization efforts.  Another important consideration contained in 

Beck et al.’s study is that China’s 2001 institutional development was rated far below developed nations 

in terms of accountability, corruption, regulations, stability, rule of law and government efficiency. 

 At the same time, empirical evidence indicates that China’s pre-2001 banking sector development 

certainly improved economic growth.  Cheng and Degryse (2010) used a fixed-effects model that 

compares firms’ provincial growth and banking sector characteristics in the 1995-2003 period.  They find 

that provinces with foreign bank presence experienced significantly (statistically and economically) more 

growth in GDP per capita terms than provinces without them—and that more credit is extended to local 

firms in provinces with foreign banks.  

 In sum, the scholarly evidence indicates that foreign bank presence across Chinese cities will 

improve access to credit for SMEs.  While SMEs generally face obstacles to accessing credit, recent 
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liberalization policies, like privatization, exacerbated firm capital needs.  Privatization of SOEs 

confronted managers with the need to independently identify capital sources.  In de facto combat of this 

phenomenon, financial liberalizations to allow foreign bank entry will improve competition within the 

domestic banking sector and promote institutional development in terms of lending practices, capital 

availability and regulatory changes. 
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Conceptual Framework and Hypothesis 

 This paper tests the idea that foreign bank presence improved capital access for SMEs in China.  

As identified in the literature review, the confluence of many factors contributed to China’s unique 

positioning today as a growing economic force.  Among these factors are the government’s economic 

reforms and market liberalizations, as well as other macroeconomic forces. 

 Starting with the privatization of SOEs in the 1990s, firm managers were faced with previously 

nonexistent decisions.  How much should the firm produce while staying solvent?  Which resources 

should be allocated to meet these goals?  Where to get these resources?  Since China’s reforms are largely 

geared toward sustained economic growth, the central assumption is that managers of privatized firms are 

expected to not only survive, but also grow their enterprises (Park et al., 2006).  With the freedom of 

decision making also came the burden of attaining resources—particularly financial capital.  Demand for 

bank sources would be particularly high among SMEs who are generally unable to access equity sources 

of investment. 

  In conjunction with WTO accession requirements, China’s policy makers found that the next 

logical step was to shore up private sources of capital.  To facilitate this process, the Central Government 

created a dedicated body to guide financial sector reforms—the CBRC.  Although WTO membership in 

2001 mandated an opening of markets to foreign banks, it was not until 2005 that the country was fully 

opened.  By 2003, the CBRC allowed foreign banks into 23 large cities that were generally treated with 

favorable growth policies (He & Yeung, 2010).  This means that firms in some cities were exposed to 

more sources of bank capital than firms in other cities.  It is important to note that while these cities were 

generally the largest with the most developed infrastructure and industries, they were not necessarily the 

wealthiest on a per capita basis.  

 For SMEs, the challenge to attain capital was twofold: not only did privatized firms need to seek 

new sources of capital, but the SMEs were inherently disadvantaged in accessing this capital for their size.  

Lenders prefer large companies as borrowers since assets can be claimed as payment in case of a 

bankruptcy.  Without this safety net, it is difficult for SMEs to be noticed or analyzed as a reliable 
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investment by either equity investors or lenders.  It then follows that SMEs in cities with foreign banks 

would be exposed to more favorable capital market conditions.  As a competitive force, foreign bank 

presence creates local market liquidity, raises the bar for existing players and fills systemic gaps with 

their parent company’s implicit institutional knowledge (Beck e al., 2004).  These characteristics would 

lead to a healthier local finance sector and, presumably, increased bank lending on absolute terms. 

 This paper hypothesizes that the presence of foreign banks in a city will improve access to capital 

for local SMEs.  In approaching this question, both macro and firm-level factors that typically impact 

capital access need to be included.  On the macro-level, city economic growth and demographics are used 

as indicators of regional economic strengths and resources.  On the firm-level, firm size, ownership, 

capital needs, profitability and credit history are used to control for firm characteristics.  Figure 1 

represents the conceptual framework.  The arrows indicate the downward pressure (difficulty) of 

privatization on SME credit access and the upward access allowed by foreign bank entry. 

Figure 1: Conceptual Framework 

 

Foreign Bank 

Market Entry 
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Data Description 

 To answer the SME capital access question, this paper relies on two sources of data.  The primary 

source is the 2006 Private Sector Survey (PSS) sponsored by the International Finance Corporation and 

administered by China’s National Statistical Bureau.  Macroeconomic data is taken from the annual China 

Statistical Yearbook.  The PSS was issued in 2006 to 1,268 randomly selected SMEs in 12 cities.  These 

cities range in demographic and geographic diversity.  Mailed in written Chinese and comprised of nine 

parts, the questionnaire is intended to identify corporate social responsibility performance among firms.  

The last section of the questionnaire that focuses on firm investment habits and financing sources is this 

paper’s primary source of data. 

The selection of cities was based on a distribution across the country, and included small and 

large cities.  The diversity of the cities is particularly pertinent to account for China’s planned economy 

ideology and the impact of region-specific policies.  The twelve cities represent a range of characteristics 

in terms of urban population (from Beijing at 8.8 million to Wujiang at 24,000 in 2005), GDP per capita 

growth (from Chifeng at 16.4 percent to Shiyan at 6.2 percent from 2001-05) and regional designation.   

Additionally, the firms themselves were diverse, ranging in size from two to over 85,000 employees and 

including a variety of industries, ownership structures and target markets.   

The section of the survey that is pertinent to the research question included point-in-time capital 

structure data for the firm and historically reported data from 2001-2005 for asset investment figures.  

Survey components included a matrix for reporting annual newly invested capital by use, and questions 

like ―Has your company defaulted on a loan before?‖  (Appendix B includes a copy of this section of the 

survey including a translation.)  The dataset also includes general information such as average number of 

employees, annual profit, ownership state and firm location. 

Since the data was collected through a single questionnaire, and issued remotely, there are 

considerations we must take into account in evaluating responses.  Most importantly, managers were 

asked to complete historical data for the survey at a single point in time.  Thus, the data may have been 

subject to measurement error across historical figures or as a whole.  It is particularly difficult to verify 
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the accuracy of profitability and other financial accounting measures, as China’s reporting requirements 

were not standardized.  Particularly for SOEs, there exists a principal-agent
2
 pressure to misreport figures 

in order to fulfill a manager’s political goals.  In 2005, Transparency International’s Corruption 

Perceptions Index rated China at 3.2 out of 10.0, with most developed nations rating at 7.0 or higher.  

Although standardization of data collection and provision has improved in recent years, this behavior is 

an important consideration in using any data collected in China. 

 

 

 

                                                      
2
 This concept is clarified under Appendix A: Glossary of Terms and Abbreviations. 
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Analysis Plan 

In approaching the empirical analysis, the paper uses the full dataset of 1,268 firm observations.  

As the firms were randomly selected across the 12 cities, the number and distribution of the observations 

does not appear to have any biases and is evenly distributed.  In order to estimate the effect of foreign 

bank presence on firm bank debt, I control for variables that affect both bank debt requirements and 

capital access.   Appendix C explains each variable, its place in the model and expectations for its effect 

on the dependent variable. 

Figure 2: Models for Estimation 

 

(1)  

(2)  

(3)  

(4)  

(5)  

 

In the models above, the dependent variable, Y, is the firm bank debt ratio which is representative 

of a firms reliance on bank debt for its capital needs.  The primary test independent variable, X1, is a 

dummy variable indicating a firm’s location in a city that has or does not have foreign bank presence.  

The remaining independent variables are controls for both firm and regional differences.   X2 categorizes 

firm size by average number of employees in 2004-2005; X3 indicates if the firm is owned by the 

government; X4 is the firm’s average invested capital for 2004-2005; X5 is firm average profit for 2004-

2005; X6 indicates if the firm has defaulted on a loan in the past; and X8 is the percent change in profit 

from 2004-2005.  Last, X7 controls for regional economic growth by including city average GDP per 

capita from 2001-2005.  

Generally, although the primary PSS dataset included observations for the 2001-2005 periods, the 

studied data averages financial and other data over 2004 and 2005.  Foreign banks were allowed to fully 

enter the test cities of Beijing, Chongqing and Xi’an—thus, using data from 2004-2005 fully accounts for 
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the entrance of the banks and their market impact.  After examining trends in the dataset, use of a cross-

section, rather than panel data, avoided any issues associated with the collection of historical data.  

Particularly since only about a quarter of respondents were able to include data for invested capital, a key 

control variable, in the 2001-2003 periods. 

As outlined in the conceptual framework, a firm’s capital needs and access to capital are 

dependent on several demographic factors.  First, the impact of a firm’s size (in terms of the average 

number of employees the firm held over the period) accounts for the varying requirements of firms of 

different size.  This statistic also speaks to a firm’s access to capital as larger firms will need more capital, 

but may have access to capital from nonbank sources, like equity shareholders.  To avoid the arbitrary 

marginal effect of adding a single employee, a constructed categorical variable distributed firms by 

employee size.  Size can be an indicator of a firm’s development and operational health; however it is not 

a guaranteed correlation under China’s planned economy.  The relationship for state-owned firms is 

particularly tenuous since they do not have to seek funding independent of government coffers and thus 

are unlikely to be susceptible to the size preferences of lenders. 

Thus, it is important to control for the effect of state ownership, especially in terms of a firm’s 

debt needs and operations.  As mentioned previously, an SOE will require less bank debt as they have 

access to other sources.  Additionally, SOEs will operate differently as managers are typically CCP 

members who are beholden to political goals, rather than firm performance.  Firm performance will be 

measured in terms of profitability.  As a firm’s profitability can be volatile from year to year, due to 

environmental and economic conditions, the average of 2004 and 2005 profits is used to smooth annual 

fluctuations.  Profitability is also an important measure of a firm’s access to capital since an operationally 

healthy firm will be viewed as a more reliable lending prospect. 

China’s limited flow of information creates an environment where a system of rating 

creditworthiness is essentially nonexistent.  Further, the survey does not provide an indicator of firm 

creditworthiness; however the question ―Has your company defaulted on a loan before?‖ serves as a 

proxy.  A firm’s accessible credit history will certainly impact their access to bank loans, since default 
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history is a primary indicator of a borrower’s creditworthiness (Cousin, 2011).  The other indicator is a 

firm’s ability to meet payments on a regular basis, which is grounded in the firm’s growth prospects. 

A key marker of a firm’s organic growth is the amount of capital the company plows into long-

term investments, such as property and plant improvements or research and development.  Unless a firm 

carries a large amount of cash, managers must seek outside funding to fuel growth.  There are a variety of 

sources of capital that the modern firm has access to, such as equity ownership, government sources and 

bank debt.  Thus, the average invested capital over 2004 and 2005 smoothes a firm’s need for capital over 

the two year period.  In well-developed financial systems, bank debt is typically one of the cheapest 

sources of capital; however China’s financial system is still relatively opaque and immature.  The 

expectation is that firms which require more capital will seek it from all sources available, including 

banks.   

Given the limitations of the data, several key variables had to be constructed; the most notable 

constructed variable is foreign bank presence.  Depending on firm location among the 12 cities in the 

sample, the variable simply indicates whether the firm was located in one of the three cities where foreign 

banks had entered the market by 2003.  These three cities are also the most populated in the sample.  At 

the same time, their income distributions are evenly balanced with Beijing at the high end of the spectrum, 

Xi’an in the middle and Chongqing at a lower average income.  The other constructed variables are firm 

size, profitability and invested capital needs. These variables were constructed by simply taking an 

average of the 2004 and 2005 observations for these items. 

In addition to firm level indicators, it is necessary to control for the firm’s macro environment for 

two reasons.  First, a firm’s growth is linked to the growth and wealth of its local economy.  Second, 

potential correlations between foreign bank presence and city wealth must be accounted for since the 

CBRC chose the largest cities for early foreign bank entry.  Each city’s GDP per capita is used to account 

for this.  This statistic captures both the growth and wealth aspects to provide a control for a firm’s 

localized demand (and consequently, investment needs). 
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Finally, errors in terms of survey completion, particularly for the capital structure summation, 

were dropped.  For example, if the total capital structure did not add up to 100 percent, an error in 

completing the survey is assumed and those observations removed to maintain the integrity of the bank 

debt variable.  
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Descriptive Statistics Results 

 The sample revealed several interesting observations about foreign bank presence and bank credit 

ratio.  First, the sample contains about a quarter of firms in the treatment group (ie: those located in cities 

with foreign bank presence).  Second, the average capital holdings sourced from bank credit among firms 

is 20 percent.  This information is important to understand any potential sampling error, particularly in 

terms of selecting the treatment group. 

Table 1: Descriptive Statistics of Model Variables 

Variable 
Frequency 

μ σ n 
0 1 

Firm Bank Credit Ratio     0.20 0.27 1,104 

Foreign Bank Presence 966 300 0.24 0.43 1,266 

Average Employees     2.93 1.06 1,266 

State-Owned Enterprise 1,143 123 0.10 0.30 1,266 

Average Invested 

Capital     2,817 35,962 1,266 

Average Profit   

 

13,562 89,308 1,178 

Credit History 1,057 100 0.09 0.28 1,157 

GDP per capita 

 

  0.12 0.03 1,266 

Beijing 1,167 99 0.08 0.01 1,266 

Chongqing 1,166 100 0.08 0.27 1,266 

Xian 1,165 101 0.08 0.27 1,266 

Changchun 1,166 100 0.08 0.27 1,266 

Chifeng 1,167 99 0.08 0.27 1,266 

Dandong 1,157 109 0.09 0.28 1,266 

Hangzhou 1,166 100 0.08 0.27 1,266 

Shijiazhuang 1,166 100 0.08 0.27 1,266 

Shiyan 1,163 103 0.08 0.27 1,266 

Shunde 1,151 115 0.09 0.29 1,266 

Wujiang 1,166 100 0.08 0.27 1,266 

Zibo 1,126 140 0.11 0.31 1,266 

Source: 2006 Private Sector Survey, International Finance Corporation. 

 Another important observation is that 9 percent of sampled firms reported having defaulted on 

past loans with a fairly large standard deviation at 28 percent.  Credit history is expected to be an 

important determinant of a firm’s ability to secure bank credit, assuming that loans are granted based on 

an entity’s credit history and their ability to meet future payments. 
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 Last, the data across cities were examined to determine if any bias influenced the treatment and 

control groups or if there may be correlations between the city dummies and missing key determinants.  

In Table 1, descriptive frequencies are fairly similar across cities with the exception of Zibo.  In Appendix 

D, however, Zibo is considered to be a city of an average level of income per capita in comparison to the 

rest of the sample, thus the oversampling should not unduly influence the model.  Table 2 is a distribution 

of missing observations by city.  There is a fairly unaffected difference in missing observations across the 

two groups, with the exception of the average employee variable.  The treatment group shows much fewer 

missing observations (1.91 percent) for the firm size indicator than the control group (10.11 percent).  

This may be due to sampling bias where managers in treatment cities are more aware of firm statistics 

than mangers in control cities, which tend to be considered second tier cities. 

Table 2: Missing Data Frequencies by City 

 (all values in percent terms) 

Bank Credit 

Ratio 
%Δ Profit 

Credit 

History 

Average 

Employees 

Beijing 5.56 8.14 2.75 1.14 

Chongqing 3.09 5.21 9.17 0.00 

Xian 10.49 9.45 11.93 4.55 

Changchun 20.37 8.47 30.27 14.77 

Chifeng 9.26 8.14 15.60 11.36 

Dandong 3.09 5.86 1.83 2.27 

Hangzhou 9.26 2.93 4.59 5.68 

Shijiazhuang 4.32 6.19 4.59 9.09 

Shiyan 10.49 19.87 8.26 14.77 

Shunde 3.70 6.84 2.75 6.82 

Wujiang 14.20 12.70 4.59 25.00 

Zibo 6.17 6.20 3.67 4.55 

Total 100 100 100 100 

Weighted Average Missing 

(Foreign Bank Cities) 6.40 7.60 7.98 1.91 

Weighted Average Missing 

(non-Foreign Bank Cities) 8.74 8.46 8.10 10.11 

Number of Observations 162 307 109 88 

Source: 2006 Private Sector Survey, International Finance Corporation. 
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Regression Results 

 The multivariate regression models examine the impact of foreign bank presence with varying 

control factors.  These factors mostly depended on firm characteristics, such as profitability and invested 

capital needs.  In all models, the foreign bank dummy variable indicated a statistically significant effect 

(at either the 5 percent or 10 percent levels) with a slightly negative effect on bank credit sourced capital.  

The presence of foreign banks is generally associated with .04 percentage points of less reliance 

on/holding of bank credit for firm capital structure.  Table 3 shows the results associated with each of the 

four models. 

In Model 1, it is interesting to consider the firm characteristics that should have the most direct 

effect on capital needs and access.  For one, invested capital needs, while statistically significant, have an 

economically negligible effect.  In terms of a bank’s willingness to loan to a potential creditor, credit 

history is typically an important indicator of a firm’s ability to secure a loan or at least attain a loan on 

favorable terms.  However, default history (measured in terms of whether a firm previously defaulted on a 

loan) reflects a positive correlation with bank credit holdings.  The relationship is also of a strong 

magnitude at a full 0.1 percentage point effect on a firm’s reliance on using bank credit as a source of 

capital; however this may be due to the self-selection of firms.  Those who have received credit in the past 

will tend to borrow more frequently than non-borrower firms (the correlation coefficient between bank 

credit ratio and default is relatively high at 11.88 percent).  Another determinant of a firm’s ability to 

secure a bank loan is its ability to meet future payments.  The profitability statistic was included to 

capture this firm characteristic. 

In Model 2, the macroeconomic indicator, GDP per capita, was dropped to identify the effect of 

regional development on firm capital structure. The lack of significant effect of regional development in 

Model 1 seems suspect and may warrant future investigation.  Since the relationship was not statistically 

significant in Model 1, it was not unsurprising that the results of Model 2, without regional GDP per 

capita, did not change substantially.  The key variable, foreign bank presence, still displayed a -.04 

percentage point correlation with average employees, invested capital needs and default history all 
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indicating statistical significance at the same level of magnitude as in Model 1.  This result indicates an 

economically negligible effect associated with firm size, suggesting that credit needs are fairly inelastic to 

these firm characteristics.  For example, a firm that employs 250 people and a firm that employs 500 will, 

on average, have a less than .04 percentage point difference in bank credit reliance.  Since bank debt is 

measured as a percent of overall firm funding, a .04 percentage point difference seems especially small 

for a firm of twice the size. 

For Models 3 and 4, a variable indicating marginal change in firm profits is used rather than an 

absolute profit figure.  The two models tested for the treatment effect of foreign bank presence, as well as 

the previously used control variables, average employees, state ownership and default history.  The 

estimates returned in the multivariate regression indicated that marginal increases in profitability were 

indeed related to an increased reliance on bank credit—at about a .01 percentage point relationship.  This 

means that while marginal increases in profit revealed no statistical significance or economic effect, 

increases in profit from year to year did. 

In Model 4, invested capital needs was reintroduced to confirm the lack of economic effect of this 

variable combined with the new profitability measure, percent change of profit related to bank credit ratio.  

Again, in this case, foreign bank presence has a similar -.04 percentage point effect and credit history has 

an 11.3% effect.  Invested capital was neither economically nor statistically significant. 

 As revealed in Table 3, the economic effects of the control factors vary between Models 1, 2 and 

Models 3, 4 due to the change in profitability measure.  Statistical significance of foreign bank presence is 

diminished in the models containing percent change in profit, however the treatment variable is still 

statistically significant. 

 Lastly, in Model 5, the unique lending practices of foreign banks are tested.  Adding an 

interaction term increases the negative impact of foreign bank presence to .18 percentage points.  The 

additional effect of size is positive, increasing the effect for larger companies in cities with foreign banks 

by about .05 percentage points.  This result may indicate a preference among foreign lenders towards 

larger companies over smaller companies. 
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Table 3: Regression Statistics on Firm Bank Credit Ratio 

-0.04500 ** -0.04243 ** -0.04092 * -0.04111 * -0.18730 **

(0.02020) (0.01967) (0.02224) (0.02225) (0.05490)

0.02826 ** 0.02834 ** 0.01302 0.01352 0.01364

(0.00832) (0.00831) (0.01055) (0.01588) (0.00969)

0.01535 0.01660 0.04426 0.04436 0.01440

(0.02947) (0.02933) (0.03586) (0.03588) (0.02924)

0.00000 ** 0.00000 ** -- 0.00000 0.00000 **

(0.00000) (0.00000) (0.00000) (0.00000)

Average Profit 0.00000 0.00000 -- -- 0.00000

(0.00000) (0.00000) (0.00000)

%Δ Profit -- -- 0.01383 ** 0.01427 ** --

(0.00512) (0.00517)

Credit History 0.10524 ** 0.10458 ** 0.11295 ** 0.11279 ** 0.10216 **

(0.02940) (0.02940) (0.03617) (0.03619) (0.02931)

GDP per capita -0.20610 -- -- -- --

(0.35167)

-- -- -- -- 0.04935 **

(0.01746)

R-squared

Number of Observations

** significant at 5% level, * significant at 10% level.

0.0413

(1)

Foreign Bank Presence*Average 

Employees

Foreign Bank Presence

Average Invested Capital

State-Owned Enterprise

Average Employees

0.0410

(5)(2)

970 970 795

0.0402

(4)

795

0.0489

970

(3)

0.0398

 

Last, differences in ownership status were tested to examine the differing magnitude of effects 

between SOEs and non-SOEs.  This unpooled comparison between SOE and non-SOEs captures any 

difference in the effect of foreign bank presence based on ownership structure.  We see that SOEs 

experience almost twice as much of a relationship between changes in profit and credit history as non-

SOEs.  Yet, this should not be surprising as it is prudent to note that SOEs are most reliant on government 

sourced loans, with a correlation coefficient of 18.22 percent.  SOEs that actively seek bank debt may do 

so because they are more profitable or operationally capable than those who rely solely on government 

funding.  The findings of this test are shown in Table 4. 



22 

 

 

Table 4: Regression Statistics of Models Unpooled by Ownership Status 

  Non-State-

Owned 

Enterprises 

State-Owned 

Enterprises   

Foreign Bank Presence -0.03904 * -0.04933   

  (0.02324)   (0.07630)   

%Δ Profit 0.01586 ** 0.03319 * 

  (0.00452)   (0.01711)   

Credit History 0.10381 ** 0.21703 * 

  (0.03812)   (0.11932)   

R-squared 0.0308 0.0950 

Number of Observations 733 62 

** significant at 5% level, * significant at 10% level.   
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Discussion 

 The variation among the four models in terms of the significance of firm characteristic 

determinants indicates that it is difficult to sufficiently control for firm characteristics and to identify what 

drives a firm to rely on bank credit as opposed to other sources of capital.  This presents a problem in 

empirically identifying firm success factors and how a developing nation’s government can encourage 

healthy firm development and growth.  For instance, the quantitative estimations revealed that even with 

the increased competition that foreign banks represented in Chinese markets, the mere presence of foreign 

banks does not significantly impact a firm’s reliance on bank debt.  To take it one step further, the 

correlation between firm bank credit use and foreign bank presence is negative—the exact opposite 

direction of expectations. 

 As discussed in the literature review, the entrance of foreign banks are expected to increase 

banking competition, increase price and product offerings and ultimately improve capital access for 

firms—particularly SMEs.  As noted in the quantitative results, the effect of foreign banks is associated 

with lower bank debt holdings and a firm’s size (measured by average number of employees) does not 

exhibit an impactful correlation for small firms.  The effect is in fact opposite as shown by interacting the 

average number of employees with foreign bank presence. 

 An additional point is that the effect of anticipated determinant variables, such as invested capital 

needs and profits, does not significantly impact firm capital structure.  This finding defies the logic that a 

profitable firm uses invested capital to grow capacity.  The firm will also need to seek sources of capital.  

As bank debt is typically the cheapest form of capital, the lack of a positive (or any) correlation between 

profits, capital needs and bank credit reliance is a little perplexing.  Perhaps, if the data had allowed, 

usage of a projecting indicator for invested capital needs would better reflect the relationship.  Or, there is 

another possibility that there was some untested form of capital, not bank debt, which was available to 

firms who sought to increase invested capital.  Either of these explanations might explain the lack of a 

relationship among invested capital, profitability and bank debt ratio. 
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 The most critical area presented in the literature review is the association of an increase in market 

competition with bank lending.  While existing work indicates that the entry of foreign banks improves 

capital access, this connection is predicated on the premise that foreign bank entry actually increases 

competition.  In order for firms to realize gains in capital access, there needs to be competitive pressures 

to increase marketplace offerings and reduce prices.  The question in China’s case, then, is did foreign 

bank entry indeed increase competition? 

 Increased, viable competition is dependent on a variety of factors, beyond the physical entry of a 

competitor.  The new player must be operationally sound to offer competitive products.  The entrant must 

also enter the market when there is adequate demand for new competitors and needs to be able to inform 

consumers of their presence.  For example, if HSBC were to open a Beijing branch office and offer 

commercial lending services, but not market these new services to firms, the effect of a foreign entrant on 

local banking competition would be unnoticeable.  The lack of data on core business capabilities and 

other basic information surrounding the entry of the foreign banks limits the purview of this study. 

Further, my study is limited by the timing of the data offered.  Although foreign banks were 

allowed to operate in the treatment cities since 2003, it is unclear when actual, viable entry occurred.  In 

that case, it is possible that the survey used in this paper did not appropriately capture the timing of 

foreign bank entry and its effects.  A survey using data from a more settled market situation or a 

longitudinal study may have been more telling in identifying the effect of foreign bank entry on capital 

access.  Applying a fixed effects model across time may have yielded more significant results to gain an 

understanding of changing behaviors. 

Another consideration is the use of GDP growth per capita as a control for localized economic 

growth.  While China’s policymakers are highly centralized and deliberate in their application of policy, 

there is a long-seated favorable bias towards development in coastal cities (Park et al., 2006).  Economic 

incentives within designated zones may affect the exposure of local firms to alternate or more 

sophisticated sources of capital, such as equity holders or corporate bond issuances.  In knowing that the 

treatment variable is defined on a city-by-city basis, the factors captured by the key variable are difficult 
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to separate from implicit regional determinants.  With this in mind, a more localized estimator of 

economic growth may have been appropriate to use, rather than a city-wide broad measure like GDP 

growth per capita.  More appropriate measures of growth may include specific consumption or 

productivity metrics on the firm or industry level. 

Lastly, credit-taking cultures across firms may differ.  Although it is generally assumed that a 

firm’s desire is excellence over survival (i.e., growing market share as opposed to minimal profits), it is 

possible that this is not the case.  Particularly under a strongly governed regime, within a firm that was 

once state-owned, it is possible that the firm culture is still not in place for managers to seek maximum 

profit.  Along these lines, a manager may not understand or fully utilize the relationship between capital 

investment and firm value.  Presumably, if a firm’s eye is not focused on growth through investment, they 

will not seek additional sources of capital beyond whatever traditional source they have always used 

(typically profits).  Another possibility is simply that Chinese firms are less likely to borrow from a bank 

than from a family member or other non-bank financial lending institution.  In either of these cases, a 

differing philosophy from Western business methods would affect the usefulness of this study’s results. 

Beyond the ways in which this study was incomplete, it is also possible that this study is in fact 

an accurate representation of the relationship between foreign bank presence and SME bank credit access, 

in a privatizing economy.  This is to say that the entry of foreign banks may not actually increase SME 

usage of bank credit given China’s unique circumstances in the early 2000s.  As acknowledged in the 

opening of this paper, China is nearly incomparable in this world.  The country’s size, political system 

and economic resources create an unprecedented development story.  Under these circumstances, and 

despite expectations, the results of this study may reflect the limited impact of foreign bank entry on 

SMEs in a dynamic, controlled economy. 

In future years, there is the opportunity to address the relationship between foreign bank presence 

and SME capital access in China, if a more thorough dataset can be found.  As briefly mentioned in the 

analysis plan, a panel data set that compares the before and after effects of foreign bank entry on a firm’s 

bank debt ratio would be able to establish a causal relationship.  The cross-sectional nature of this study 
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made it inherently impossible to identify any effect that was not strictly a result of correlation.  Further, 

the variety of factors beyond the controls contained in this study could be supplemented by including 

additional firm level characteristics, such as industry.  For example, a manufacturing firm will require less 

bank credit than a construction firm.  This study is only one small step in understanding China’s SME 

development story. 
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Policy Implications 

We can draw limited conclusions from the analysis results.  Most prominent of which is that the 

relationship between a firm’s decision to use bank debt to fund capital investments and the presence of 

foreign banks is inconclusive.  While existing scholarly works prove a connection among foreign bank 

entry, increases in competition and firm capital access, the results of this paper’s quantitative analysis tell 

a different story.  These incongruities illustrate that the variety of factors that affect firm decision making 

are difficult to capture in any set of observations.  As mentioned in the introduction, this study may be 

used to influence other emerging market economies in approaching foreign banking policies.  What this 

paper has shown is simply that there is no one-size-fits-all key to a developing nation’s economic 

prosperity.  There are three areas that a decision maker ought to explore while designing growth policy: 

consideration for the existing policy environment, creation of an appropriate incentive structure to enable 

capital flows and adequate preparation of the market for upcoming changes. 

While seemingly obvious, an examination of the current policy situation will enable governments 

to decide if foreign bank entry is the ideal solution to financial system growth.  Policymakers should 

consider the domestic industry structure, regulations on the books that will impact foreign bank 

operations, the overall health of the macro economy and the general regard firms have for banks (i.e., the 

country’s bank credit culture).  A thorough understanding of the current situation will aid in the design of 

comprehensive policy that achieves desired results.  Without this evaluation, allowing foreign bank entry 

may create a crucible for bank failures or enable banks to engage in predatory practices—neither of which 

are desirable outcomes. 

Secondly, foreign banks will need to be properly incentivized to desire entry and firms will need 

to be incentivized to borrow.  In China’s case, the promise of strong economic growth was enough to 

summon banks to enter the market.  This advantage may not always be present, so governments need to 

consider the available tools to enable seamless and unburdened bank entry.  In order for flows to occur, 

both sides of the coin must also be encouraged.  Policies that govern firm investment behaviors and 
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earnings will need to be put in place, particularly for emerging economies where bank credit is not an 

already exploited source of capital. 

Last, policymakers will need to set the stage to allow for a successful shift in direction for the 

market.  This means equipping banks with any tacit information they will need to operate in unknown 

territory.  Banks should, of course, be expected to do their own due diligence in making the business 

decision to enter a new market, but government has a role to play in informing banks of changing 

regulations and resolving any uncodified government transparency issues.  This transparent type of 

behavior will help to realize gains from a market opening. 

In conclusion, while this study found a negative relationship between foreign bank entry and firm 

bank credit holdings in 2005 China, the findings only serve to confirm that governments cannot expect to 

find an anathema to private sector development in foreign bank introduction.  The case of China’s 

meteoric growth is particularly complicated because of the country’s sheer size.  In fact, this paper’s 

results may be obscured by the country’s strong growth and a stronger relationship may be found in a 

smaller economy will less moving parts.  The more complex an economy is, the more difficult it becomes 

to accurately predict outcomes.  To put it simply, this paper’s findings underline the principle that no 

difficult problem has a simple solution. 
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Appendices 

Appendix A: Glossary of Terms and Abbreviations 

CBRC – China Banking Regulatory Commission, state agency charged with monitoring and regulating 

China’s banking industry. 

CCP – Chinese Communist Party, the de facto ruling party of the Chinese government 

International Finance Corporation – Also known as the IFC, a member of the World Bank Group 

Principal-agent problem – The economics theory that managers or other decision makers in an 

organization may act on self interests, rather than for the good of the organization. 

ROA – Return on Assets, used as a measure of firm performance by comparing a firm’s profits to the 

firm’s total asset base. 

SOE – State-Owned Enterprise, ie: a firm funded and operated by government funds and officials. 

SME – Small and Medium-Sized Enterprises 

WTO – World Trade Organization, of which China has been a member since 2001. 
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Appendix B: 2006 Private Sector Survey Translation 

9. 企业投资和融资（本部分由财务经理填写）9. Company  Investment and Financing 

请填写下表： 

[I010] 2001 

[I011] 
2002 

[I012] 
2003 

[I013] 
2004 

[I014] 
2005 

[I015] 

1. 新增个定资产投资（万元） 

Newly invested capital by year (in 10,000 元) 

     

2. 土地和厂房投资（万元） 

Property and Plant 

     

3. 设备和交通工具投资（万元） 

Equipment and Telecom 

     

4. 研发投资（万元） 

Research and Development 

     

5. 当年投产新产品（个） 

Annual New Production 

     

6. 当年获得中国专利数量（项） 

Number of Domestic Patents Obtained (per unit) 

     

7. 当年获得国际专利数量（项） 

Number of International Patents Obtained 

     

8. 截止 2005 年底，在国内外累计获得的专利数

量（项） 

Cumulative patents by the end of 2005, domestic 

and abroad 

     

 

[I060] 企业是否在海外有投资?  Is your company involved in any investment overseas? 

[I061] 如果有，企业在哪些国家又投资？是何时开始投资的？投资额是多少？  If so, in which 

countries does your company invest? When did your company start the investment? How much did your 

company invest? 

[I0611]  国家 

Country 

[I0612 ]投资开始年份 

Year Initiated 

[I0613] 迄今为止的投资总金额

（万美元）Until now, total sum 

invested (in US $) 

   

 

[I070] 企业财务结构：在企业 2005 年末的资产负责表中，资金来源为（即负责方的结构）：

Company Financing Structure: In 2005 year end, what were your sources of capital? (Namely, capital 

structure) 

[I071] 股东股本投资 Equity/Shareholders ___% 

[I072] 股东贷款 Shareholder Loans (Bonds?) ___% 
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[I073] 银行和非银行金融机构贷款 Loans from banks and non-Banking Financial Institutions

 ___% 

[I074] 企业间借贷 Company Gap Loans ___% 

[I075] 有朋友和亲戚借钱 Loans from Family and Friends ___% 

[I076] 从非正规金融市场借贷 Alternate Financial Lending Sources ___% 

[I077] 政府扶持资金 Government Funding ___% 

[I078] 应付账款和其它延期付款 Accounts Payable and other Deferred Payments ___% 

[I079] 其它 Others ___% 

合计 Sum  100% 

[I080] 在企业的最近一次投资中，以下融资来源占该投资的比例是多少：In terms of the company’s 

most recent investments, what is the financing structure? 

[I081] 从朋友和亲戚借钱：Loans from Family and Friends: ___% 

[I082] 从非正规（民间）金融市场借贷：From Alternate (non-Governmental) Market Loans___% 

[I083] 从银行和农信社贷款：From Banks and Rural Credit Cooperatives ___% 

[I084] 从非银行金融机构贷款：From non-Banking Lending Institutions  ___% 

[I085] 从其它企业借款：From other Loan Companies  ___% 

[I086] 留存利润：Remaining Profits ___% 

[I087] 现有股东增资扩股：Shareholders who increased their Investment  ___% 

[I088] 新股东（包括股权投资机构）的股本投资：New Shareholder Investments ___% 

[I089] 股东贷款：Shareholder Loans (Bonds?)  ___% 

[I090] 政府扶持资金：Government Assistance  ___% 

合计 Sum      100% 

[I110] 在过去三年中，企业与外部股资人就股权投资进行了几次洽谈？In the past three years, how 

many times did your company and outside investors discuss issuing equity? ___次 Times 

[I111] 共有几次取得了成功？How many times did it succeed?  ___次 

[I120] 企业是否曾经发生过贷款到期不能归还的现象？Has your company defaulted on a loan before?

 (1 = 发生过 1 = Yes; 2 = 没有发生过  2 = No) 
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[I121] 截止 2005 年底，逾期未还贷款本金有多少？ At 2005 year-end, how much were your loans 

valued?  ___ 万元 

[I130] 如果企业要向亲戚朋友或民间金融市场借钱，您确切地知道企业和道企业可以从多少朋友

或组织那里借到钱？ If your business were to seek financing from family, friends or non-governmental 

financing sources, from how many sources would be definitely be able to receive financing?  ___ 个 

[I031] 一次性最多能够人上述渠追筹到多少钱？What is the largest sum of the previously mentioned 

loans that you have actively sought? ___ 万元 

[I040] 在本地，逾期不还银行贷款的事情普遍吗？Are non-performing loans a common issue in your 

local city?   (1 = 普遍 1 = Common; 2 = 不普遍 2 = Uncommon) 

[I041] 如果您知道其他企业现在或曾经有过逾期银行贷款，您还会和它做生意吗？If you were 

aware that another business had not repaid a loan, would you do business with them? (1 = 不会

 1 = Would not; 2 = 会加倍小心`  2 = Would, with caution; 3 = 无所谓 3 = No 

problem) 

[I050] 在本地， 逾期不还亲戚朋友或民间贷款的事情普遍吗？ Is it common for business to not 

repay loan from family, friends or non-governmental financing sources?  (1 = 普遍 2 = 不

普遍) 

[I051] 如果您知道其他企业现在或曾经有过逾期不还亲戚朋友或民间贷款的事情，您还会和它做

生意吗？   If you were aware that another business had not repaid a loan from family, 

friends or non-governmental financing sources, would you do business with them? (1 = 不会

 2 = 会加倍小心  3 = 吾所谓) 

[I060] 如果企业是中外合资企业，中方是否和外方签订了技术转让协议？ If your business is a 

joint venture, did the Chinese and foreign sides sign a technology transfer agreement? (1 = 是 0  = 否) 

[I161] 如果回答―是‖， 金额是 If so, the value is _____ 万元 

[I162] 企业是否在该技术或新产品？ Is the business in the process of using this technology or product?

 (1 = 是 0  = 否) 

[I163] 企业的外方来自哪个国家/地区? From which country is the business partner? ______ 

感谢您的合作！ Thanks for your cooperation! 
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Appendix C: Table of Variables and Expectations 

  
Purpose 

Variable 

Contents 
Expectation 

Dependent 

Firm Bank Debt Ratio 
Measures reliance on bank 

debt for firm capital needs. 

Ratio of 

outstanding bank 

debt to all other 

types of capital 

held by a firm. 

  

Independent 

Foreign Bank Presence 

Indicates presence of foreign 

banks (ie: increased 

competition) in firm's resident 

city. 

Manufactured 

indicator variable 

that reflects 

location in either 

Beijing, 

Chongqing or 

Xi'an. 

More competition 

results in more 

bank debt 

reliance/access. 

Controls 

Bank Debt 

Requirements 

Average 

Employees 

Shows size of firm to reflect 

capital needs for growth.  

Categorical of 

average 

employees at 

firm over 2001-5 

period. 

Larger firms 

require more debt, 

but may have 

access to capital 

from other sources. 

Thus, no economic 

effect. 

State-

Owned 

Enterprise 

Indicates access to 

government assistance 

through state ownership. 

Indicates 

ownership by 

government. 

State ownership 

decreases bank debt 

reliance. 

Invested 

Capital 

Needs 

Measures thirst/need for 

capital. 

Measures 

average newly 

invested capital 

over 2001-5 

period. 

More capital needs 

results in more 

bank debt reliance. 

Access to 

Capital 

Profit Measures firm profitability. 
Annual net 

income. 

Increased 

profitability results 

in more access to 

debt. 

Default 

History 

Measures firm's history with 

default to reflect likelihood of 

loan approval. 

Indicates loan 

default history. 

History of loan 

default results in 

lower bank debt 

ratio. 

Macro 

Indicators 

GDP per 

Capita 

Measures overall wealth 

generation of a city. 

Income per 

inhabitant. 

Increased wealth 

results in more 

access to debt. 
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Appendix D: Demographic Distribution by Cities 

 
Source: China Statistical Yearbook 2001-2005. 
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