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Abstract 

This study investigates the voluntary disclosure of business entertainment expense 

(BEE) which is associated with building guanxi (relationship or connection) in Chinese 

business and is also a legitimate tax-deductible expense in China. The study is motivated 

by the unique Chinese reporting setting, the business relationship building culture, and the 

political cost of reporting entertainment expenses in a climate where excessive expenditure 

is potentially perceived as an indicator of underlying corruption. 

The study investigates three sets of research questions: (1) the drivers of BEE 

disclosure and spending; (2) the impact of 2012 anti-corruption campaign on BEE 

disclosure and spending; and (3) the BEE spending outcomes for firms in terms of 

performance and relationship benefits. Specifically, the study analyses the BEE disclosure 

behaviour of Chinese listed firms before and after the anti-corruption campaign in 2012, 

including the effect BEE has on firm performance and granting of government subsidies.  

Data is hand collected from Chinese listed firms’ annual reports and notes to the 

financial statements for the years 2008 to 2016. The BEE disclosing sample comprises 

almost 14,000 firm-years of data. In total 71.8% of firms disclose BEE across all industries 

with disclosure levels varying between 43.8% and 100% of the firms in an industry. The 

coverage of the data set makes this study the most comprehensive research into BEE 

disclosure and behaviour to date. 

The evidence supports hypothesis one in that BEE is more likely to be disclosed by 

firms with higher sales growth and higher growth options but that are smaller and have 

lower expenses. BEE is also less likely to be disclosed by firms with foreign investors that 

employ a Big Four auditor.  
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The analysis supports hypothesis two in that the firms spending more on BEE 

exhibited higher expenses, lower sales growth, and are more profitable. The higher 

spending firms tended to have lower analyst coverage and are less likely to be SOEs. 

After controlling the drivers identified in the first two hypotheses the analysis shows 

that BEE disclosure increased after the anti-corruption campaign, but the level of BEE 

spending decreased. The decrease in spending is largely driven by the firms whose BEE 

spending is higher than their industry median, consistent with hypothesis three that political 

costs motivated the change in spending.  

Finally, the analysis suggests that disclosed BEE is associated with increased future 

sales growth and firms that spent higher on BEE receive higher government subsidy. These 

results are consistent with hypothesis four and five. 

This study comprehensively extends the prior literature on the disclosure and nature 

of BEE spending in China. It provides insights into both the legitimate and illegitimate 

aspects of BEE for future research to build upon. Finally, the study provides insights into 

the positive impacts that the tax-deductible BEE has on political connection and firm 

performance in China.  
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Chapter 1: Introduction 1 

Chapter 1: Introduction 

Business entertainment expense (BEE) is an expenditure to entertain clients, 

customers, suppliers, employees and government and other officials while doing 

business. Around the world and in China in particular, BEE is normal and legitimate 

and is used by managers to motivate employees, cement business connections, and 

build networks (Cai, Fang, & Xu, 2011). However, expenditure on BEE is sometimes 

viewed as over-budget perks which may evidence corruption, bribery to influence 

clients’ decisions or a means to obscure embezzlement of firm resources by managers 

for personal gain (Cai et al., 2011; Millington, Eberhardt, & Wilkinson, 2005; 

Steidlmeier, 1999; Sun, 2016; Xu, Zhang, & Yano, 2017; Xue, Wang, & Zhao, 2016). 

One of the unique aspects of the Chinese market is that firms voluntarily disclose 

BEE as a separate line item in their financial statements.  

The voluntary disclosure of BEE is yet to be comprehensively researched. This 

study fills the gap by examining the disclosure of BEE, its benefits in terms of the 

impact on future firm performance and relationships, as well as change in BEE 

disclosure due to political costs following the anti-corruption campaign by the 

Chinese government in 2012.  

This chapter outlines the background (Section 1.1), motivation of the research 

(Section 1.2), and the research questions that the study addresses (Section 1.3). 

Section 1.4 describes the expected contribution of this research. Finally, Section 1.5 

includes with an outline of the remaining chapters of the thesis. 
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1.1 BACKGROUND 

Companies incur entertainment expenses such as gifts, meals, hospitality, and 

entertainment activities for suppliers, customers, and employees as a way to pay 

compliments and to strengthen business relationships (Finn & Moncrief, 1985; 

Fisher, 2007; Hite & Bellizzi, 1987; Sun, 2016). However, lavish spending on BEE 

can be associated with bribery activities to gain unfair advantages or embezzlement 

for personal gain which amount to corruption (Cai et al., 2011; Millington et al., 

2005; Steidlmeier, 1999; Sun, 2016; Xi, 2013; Xu et al., 2017; Xue et al., 2016). In 

China, high BEE amounts attract significant media attention and investigations 

against firms and managers creating significant negative political costs for firms 

engaged in excessive or corrupt BEE. As part of the response the government 

initiated an anti-corruption campaign 1  after the 18th National Congress of the 

Communist Party of China (CPC) of November 2012. The disclosure and spending 

on BEE behaviour of firms around this politicised period are the focus of this study.  

1.2 MOTIVATION 

China offers a natural and unique context to study BEE and firm reporting of 

BEE. Firstly, Chinese firms voluntarily disclose BEE as a line item in the financial 

statements and notes, which is unique relative to firms in most other markets around 

the world. However, thus far, the disclosure of BEE by Chinese firms has limited 

research. Nevertheless, anecdotal evidence shows enormous amounts of spending on 

BEE (Giannetti, Liao, You, & Yu, 2017; Wank, 1996; Yi & Ellis, 2000). In China, 

 
 
1 After Chinese President Xi Jinping was elected to the post of CCP General Secretary in November 
2012, he vowed to crack down on both senior leaders and low-level bureaucrats. It was one of the 
largest campaigns against corruption and petty officialdom in China’s modern history (Yuen, 2014).  
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business is commonly conducted through entertainment activities such as eating, 

drinking, and gifting. This is the normal modus operandi in Chinese culture to 

establish and strengthen guanxi networks.2 A close guanxi with the government and 

business partners allows firms to promote sales, obtain insider information, and gain 

exclusive access to government controlled financial resources (Cai et al., 2011; 

Griffin, Liu, & Shu, 2016; Millington et al., 2005; Steidlmeier, 1999; Sun, 2016; Xi, 

2013; Xu et al., 2017; Xue et al., 2016).  

Secondly, from the normal business perspective, BEE can be legitimate and 

promote business relationships if they are used properly in accordance with 

government policies. Since the 2009 financial year, the Implementation Rules of 

Enterprise Income Tax Law of the People’s Republic of China (2008) recognises 

BEE as a legitimate tax-deductible account item if BEE is ordinary, necessary, and 

directly related to normal business activities. The Tax Law specifies that 60% of BEE 

can be deducted as long as the total deduction does not exceed 0.5% of the net sales 

(Wen, 2007). The Chinese government recognises entertainment expenses as a 

legitimate accounting item to be recorded in a firm’s operational costs (Chan & Mo, 

2000; Sun, 2016). To date there is limited research examining the BEE of listed 

companies in China. The study by Cai et al. (2011) while examining entertainment 

and travel costs (ETC) uses survey data, for a limited number of firms that are 

unlisted across China. The unpublished study by Ou-Yang, Shu, and Wong (2015) 

while measuring BEE for listed firms only studies pre 2014 disclosure for a limited 

 
 
2 Guanxi is explained as the personalised connections and related social networks characterised by 
relations of reciprocity (i.e. the giving and receiving of favours), within Chinese society (Castree, 
Kitchin, & Rogers, 2013).  
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number of industries. To date there is no comprehensive study of listed firm BEE 

disclosure and spending, and this thesis fills this gap in the literature.  

Finally, the disclosure of BEE in China became extremely politically sensitive 

in late 2012 impacting both the real activity of BEE spending and the disclosure of 

BEE. Former Chongqing Party secretary Bo Xilai’s political scandal paved the way 

for Xi Jinping’s highlighted importance on cracking down on graft and corruption 

(Yuen, 2014). Fearing that a failure to tackle corruption will inevitably lead to the 

downfall of the party and the state.3 Xi Jinping announced an “eight-point code” to 

impose restrictions on official conduct (baxiang guiding 八项规定) at a Party Central 

Committee meeting on 4 December 2012. Following the conclusion of the 18th 

National Congress of the Communist Party of China (CPC), the Chinese central 

government executed an unprecedented and sweeping anti-corruption campaign. One 

key target of this change in regulatory focus is to reduce the spending on the ‘three 

public consumptions’4 of domestic and overseas travelling and hospitality, vehicle-

related expenses, and banquet and entertainment expenses (Xue et al., 2016). A series 

of highly publicised scandals in early 2013 associated with the abuse of BEE led to 

unprecedented public debate on the role of BEE and corruption.5 Following the wide 

media exposure, the Central Commission for Discipline Inspection (CCDI) of the 

CPC, the corruption watchdog, subsequently enforced anti-corruption investigations 

 
 
3 “China’s Xi Amassing Most Power Since Deng Raises Reform Risk,” Bloomberg News, 31 
December 2013. 
4 In China, these three expenditure items are commonly called ‘三公消费’ (three public 
consumptions), which are important indicators of corruption in China. Typically, the banquet and 
entertainment expenses include the spending on the following activities: ‘吃’ (eating), ‘喝’ 
(drinking), ‘玩’(leisure) and ‘乐’ (entertainment).   
5 In particular, the BEE scandals of China Railway Construction Corporation and other large SOE 
have received significant media attention, which was ranked as one of top ten publicised events in 
2013. The China Railway Construction Corporation discloses more than 0.837 billion BEE in the 
2012 annual report. Many high-ranking media have widely disclosed these scandals (Back, 2013; E. 
Wong, 2012).  
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against the exposed State-Owned Enterprises (SOE) and their managers.6 This thesis 

also examines the impact of the anti-corruption campaign on BEE spending post 

2012 through to 2016 to provide the first evidence on the impact of the anti-

corruption campaign on listed company BEE expenditure.  

These three drivers of BEE expenditure and hence disclosure represent three 

sequential forces that create complementary and offsetting incentives to disclose 

BEE across reporting periods. Figure 1 depicts the relative incentive to disclose BEE 

divided into three periods: (1) guanxi business culture prior to regulation; (2) after 

2009 when BEE became tax-deductible; and (3) after commencement of the anti-

corruption campaign in 2012. Arguably, the incentive to incur and to disclose BEE 

as a normal part of business in China always existed, as building guanxi encourages 

BEE spending and disclosure. After 2009, the tax deductibility of BEE incentivised 

disclosure of BEE because of the tax legitimisation of BEE in China. This 

complemented the existing guanxi-based entertainment practices in Chinese 

business. However, from late 2012 there is a disincentive to incur and/or disclose 

BEE due to the government’s anti-corruption campaign and the political costs 

associated with excessive BEE. The exact shape and nature of the relationships, 

stylised in Figure 1, are the focus of this research project. 

 
 
6 The main leaders of China Railway Construction Corporation and other investigated firms were 
forced to endorse the usage of BEE. Eight senior managers in China Railway Construction 
Corporation received the party discipline punishment, and one was sent to prison. Following the 
BEE scandals, the CCDI has commenced investigative actions against not only exposed SOE, but 
also the whole targeted industries such as railway construction, transportation construction; 
commercial construction; residential realty and construction; oil petroleum; metals; infant formula, 
food pharmaceuticals and health care manufacturers; real estate; banking; and telecommunications. 
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Figure 1. Relative Incentive to Disclose BEE Over Time. 

 
Given the increased political sensitivity and regulatory attention on BEE 

following the anti-corruption campaign, it is not surprising that firms would reduce 

BEE expenditure and disclosure after the campaign (Griffin et al., 2016). However, 

the media suggests that several large SOEs reported suspicious reductions in BEE. 

For example, China Railway Construction Corporation (中国铁道建筑总公司), 

China Communications Construction (中国交通建设集团有限公司), and Power 

Construction Corporation of China ( 中国电力建设集团 ), are the top three 

companies in disclosing BEE in 2012; however, they did not disclose any BEE in 

2013 at all. Anecdotal evidence suggests that other than making a real effort to reduce 

BEE spending, managers can also conceal BEE through misclassification as general 

administrative and management expenses.7 Thus, it is important to find out how firms 

 
 
7 The concealment or misclassification of BEE into other management expenses after the anti-
corruption campaign has been widely mentioned in Chinese mainstream media such as the China 
Security Newspaper (http://www.cs.com.cn); the people (http://finance.people.com.cn);  Sohu 
(http://business.sohu.com ); and Sina (http://finance.sina.com.cn). The Chinese characters of 
concealing or misclassifying BEE are “隐瞒业务招待费”, “隐藏业务招待费”, “消失的业务招待

费”. The search of these characters on Google or Baidu exhibits many newspaper articles and 
market peer reviews regarding the concealed BEE. The regulation on Enterprise Accounting System 
issued by the Ministry of Finance in 2008 requires firms to classify BEE into the general 
administrative and management expenses Account. An anonymous accountant interviewed by 
journalist of Beijing Business Today says that these BEE did not disappear. Instead, accountants use 
a different account title to record them, or classify them into other existing management expenses 
account. 
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disclose BEE and how this disclosure has changed with variations in the disclosure 

incentive in 2009 and 2012 respectively, as stylised in Figure 1.  

1.3 RESEARCH QUESTIONS 

Based on the above discussion, BEE potentially consists of both legitimate and 

illegitimate components (Cai et al., 2011; Millington et al., 2005). However, there is 

limited work documenting the BEE disclosure practices of Chinese firms. Therefore, 

three sets of research question are proposed in this study. The first set of research 

questions addresses the drivers of disclosure of BEE:  

 What type of firms are more likely to disclose BEE? 

 What factors impact the level of BEE spending by firms? 

The second set of research question addresses how firms adjust their disclosure 

of BEE after the anti-corruption campaign in 2012.  

 Given the anti-corruption campaign heightened the media exposure and 

regulatory scrutiny on BEE, what was the political impact of the 

campaign on BEE disclosure and spending?   

The third set of research questions address the outcomes for firms from 

spending on BEE in terms of performance and relationship building.  

 Does spending on BEE impact firm performance?  

 Does spending on BEE impact political guanxi? 

1.4 EXPECTED CONTRIBUTION 

There are several areas where this this study can potentially contribute. Firstly, 

this study aims to contribute the research on the nature of BEE by examining the 
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information role of disclosed BEE. This study will show how different firms disclose 

BEE and what level of BEE different firms disclose.  

Secondly, by extending Griffin et al. (2016), this study explores if firms subject 

to higher political costs are affected more than other firms following the anti-

corruption campaign. The study therefore contributes to the recent debate on the 

consequences of the anti-corruption campaign (N. Chen & Zhong, 2017; Griffin et 

al., 2016; Ke, Liu, & Tang, 2016; Qian & Wen, 2015; Xue et al., 2016).  

Thirdly, the study adds to the existing literature on the reciprocity nature of 

BEE (Dunfee & Warren, 2001; Y. Fan, 2002; Mironov, 2015; Steidlmeier, 1999; Su 

& Littlefield, 2001; Xu et al., 2017). If BEE is associated with better future sales 

growth, then BEE is a legitimate cost of growing a business.  

Finally, this study sheds light on the trade-off between level of BEE disclosure 

and government subsidies, thereby offering useful suggestions on policy implications 

for the regulators.  

1.4.1 CONTRIBUTION TO ACADEMIA 

This study contributes to the existing literature several ways. Firstly, this study 

extends the prior literature on the role of accounting information by examining 

disclosure of a unique expenditure item, BEE, in the economic environment of China. 

The study also investigates the impact of BEE spending on the dual aspects of future 

performance and government subsidy access, the latter potentially an indicator of 

corruption. Secondly, this study enhances understanding the impacts of higher 

perceived political risk of BEE reporting on the disclosure behaviour of companies 

after 2012. Lastly, this study also enhances the power of analyses and modelling on 

BEE disclosure by conducting a comprehensive panel data investigation of the 
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behaviour of all listed companies across multiple years. The study extends the scope 

of prior studies (Cai et al., 2011; Ou-Yang et al., 2015) to a comprehensive coverage 

of all industries or listed firms including a period after the anti-corruption campaign 

after 2012. The results of the study represent a more comprehensive dataset and 

understanding of BEE expenditure in China. 

1.4.2 CONTRIBUTION TO INDUSTRY 

This study also provides important insights into industry BEE disclosure and 

spending practices. Firstly, the study documents the extent to which BEE contains 

legitimate expenses in building guanxi with clients that improve future sales growth. 

Secondly, the study shows that BEE also contains protection money in receiving 

government benefits. Finally, the study shows that BEE includes some corruption 

money in that disclosure and spending are impacted by a government anti-corruption 

campaign. 

1.4.3 CONTRIBUTION TO REGULATION 

This study provides insights for regulators on the tax-deductible expenses BEE 

that they have positive impacts on firm’s performance, however they may also be 

regarded as partly corrupt in that future government subsidies are also impacted by 

BEE spending. Regulators can understand better the drivers of BEE spending and 

potentially determine regulations to limit or restrict these expenses for building better 

business environments.  

1.5 SUMMARY 

This chapter introduced the research study and outlined the three sets of 

research questions this study addresses. The remainder of the thesis details the 

literature and execution of the study. Chapter 2 reviews the prior literature and 
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develops testable hypotheses to explore the research questions of this study. Chapter 

3 presents the research design including research methods, data, and analytical 

methods. Chapter 4 discusses the analysis and results, and Chapter 5 presents the 

conclusion of this study and considers its limitations and implications. 
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Chapter 2: Literature and Hypotheses 

2.1 INTRODUCTION 

This chapter reviews and discusses the main streams of literature relevant to the 

research questions identified in Chapter 1. From this discussion testable hypotheses 

are developed to address the research questions on BEE disclosure and spending, the 

impact of the 2012 anti-corruption campaign on entertainment expenditure behaviour, 

and the economic benefits of BEE spending.  

The first section of the chapter introduces the nature of business entertainment 

expenses, or BEE, and relates this to the guanxi concept in China. BEE takes on a 

heightened meaning in the context of guanxi and relationship development and 

maintenance. The chapter (Section 2.2) then explores the literature on voluntary 

disclosure and relates this to the voluntary disclosure of BEE and discusses potential 

motivations and determinants of BEE disclosure.  

Within China, a state dominated economy, BEE is an important channel 

employed to develop political connections and favour with government officials and 

others in business. However, recently the nature and level of entertainment expenditure 

attracted political attention with the suggestion in the media that BEE is evidence of 

corruption. Section 2.3 explores the politicisation of BEE including the impact of the 

government’s 2012 anti-corruption campaign on BEE disclosure.  

Some authors contend that BEE, or at least some portion of BEE, is legitimate 

in the sense that its role is to build guanxi and thus is a necessary expense in China to 

grow business. Section 2.4 discusses literature on the business building role of BEE 

and the effect of the expenditure on future firm performance.  Government support in 
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the form of subsidies is a significant part of the Chinese economy. Section 2.4 

examines the literature of the nature of government subsidies and explores the potential 

impact of BEE on firms obtaining government subsidies in future periods. Finally, 

Section 2.6 concludes providing a summary of this chapter.  

2.1.1 NATURE OF BEE 

The nature of what is mean by the term ‘business entertainment expense’ is 

broadly aligned across the literature. For example, (Cai et al., 2011) define 

entertainment expenses as costs for entertainment and includes expenditure for eating, 

drinking, gifts, karaoke, and sports club membership. Clotfelter (1983) similarly 

defines the expense of entertaining clients includes business meals, entertainment 

events (tickets events such as symphonies and sporting fixtures), memberships in 

country clubs, or company-owned facilities such as dining rooms and hunting lodges. 

Heath and Soll (1996) give examples of entertainment expenses including consuming 

an expensive bottle of wine and attending entertaining events such as the theatre, 

charity costume balls and boat tours. Sun and Chen (2017) argue that business 

entertainment refers to entertainment events hosted in business settings as opposed to 

private settings. This is an important distinction recognising that personal relationships 

can also exist but are excluded from the definition of BEE. 

Based on prior literature, there are common elements to business entertainment 

expenses such as meals, drink, dining, gifts, clubs, and entertaining events (Cai et al., 

2011; Clotfelter, 1983; Heath & Soll, 1996; Sun & Chen, 2017). Meals include eating, 

drinking, dining, or a bottle of expensive wine. Entertainment events include tickets to 

a play, sports events, charity balls or a boat tour. Therefore, this study uses the term 

business entertainment expense to encompass all these elements (meals, drinking, 
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dining, gifts, clubs, and entertaining events) which are hosted in business settings or 

company-owned facilities. 

Tax laws around the world provide some guidance on BEE. BEE is one of those 

expenses that can be a private consumption or a business consumption (Bittker, 1973; 

Cai et al., 2011; Clotfelter, 1983; Dorsch & Kelley, 1994; Emmett & Rockwood, 1963; 

Halperin, 1974). As a result, tax regulation provides guidance on what is acceptable as 

business entertainment expense (Australian Taxation Office, 2015; Internal Revenue 

Service, 2019; Wen, 2007). In China, “The Regulations of the People’s Republic of 

China on the Implementation of the Enterprise Income Tax Law”, Chapter 2 Article 

43, defines BEE as an expense incurred by an enterprise related to its production and 

operation activities (Wen, 2007). Discussion of the tax regulation states that BEE 

includes two types of costs. The first type is normal business entertainment expenses, 

such as food and beverage, accommodation, and transportation (Gui, 1998; Quan, 

2016). The second type is business entertainment of important customers, that is, in 

addition to the aforementioned expenses. These are gift and fees given to customers, 

entertainment activities, and the cost of arranging customer travel (Gui, 1998; H. 刘. 

Liu, 2013). The first type is consistent with other tax regimes in other countries. The 

second type is more unique to China and reflects the guanxi culture. 

However, researchers argue that as the tax regulation in China does not give a 

clear or specific definition of BEE (Wen, 2007) and there is room for judgement. 

Discussion on accounting for BEE under the tax regulation includes expenses for 

transportation, travel, and conferences (H. 刘 . Liu, 2013; Quan, 2016). However, 

travel and conference expenses are misused in accounting in the business and are easily 

classified as business entertainment expenses (Y. 王. Wang, 2014). As travel and 
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conference expenses are disclosed separately, they are excluded from the definition of 

BEE in this study.   

2.1.2 GUANXI IN CHINA 

It is argued that BEE in China is somewhat unique in that it encompasses 

entertainment expenditure associated with building and maintaining guanxi 

(Adithipyangkul, Alon, & Zhang, 2011). Guanxi is broadly defined as personal 

connections or relationship (Davies, Leung, Luk, & Wong, 1995; Leung, Wong, & 

Wong, 1996). The essence of guanxi is a set of interpersonal connections that facilitate 

exchange of favours between people (Bian, 1997; Luo, 2001). The broader definition 

of guanxi refers to the quality of relationship between two parties and the purpose is 

to fulfill the personal objectives of the parties involved (Law, Wong, Wang, & Wang, 

2000). Indeed, guanxi is rooted in a culture characterised by interdependence and 

reciprocity, that is people exchange favours to develop extensive networks to share 

scarce resources and cope with uncertainties (Su, Sirgy, & Littlefield, 2003).  

Guanxi existed in China’s Confucian society for more than two thousand years. 

Guanxi is an ancient Chinese form of networking that shares certain characteristics 

with modern western business networking (Y. Zhang & Zhang, 2006). The difference 

is that in the western business it is based on commercial law that safeguards 

obligations, whereas guanxi emphasises good faith which is based on personal feelings 

(Su & Littlefield, 2001). The word “guanxi” refers to networks of informal 

relationships and exchanges of favours that dominate business activities throughout 

China and East Asia (Steve, Lee, & Raja, 1999). Guanxi is a cultural characteristic that 

has strong implications for interpersonal and interorganisational dynamics in Chinese 

society, in drawing on a web of connections to secure favours in personal and 

organisational relations (Park & Luo, 2001).  
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However, in a typical Chinese context, guanxi goes deeper than connection, 

developed with ingenuity, creativity, and flexibility, through a person's network of 

connections (Leung et al., 1996). For example, guanxi exists as direct ties between two 

or more individuals (Tsui & Farh, 1997), that respects mianzi (face) that faults may be 

excused by friendship or renqing (human feeling). This contrasts with western 

business rules that emphasise independent responsibilities in which everyone has to 

face the consequences (Su & Littlefield, 2001). Guanxi has a significant impact and 

powerful implications in almost all aspects of relationships in China (Y. H. Wong, 

Leung, Hung, & Ngai, 2007), and it is representative of the way that business is done 

throughout much of the non-western world (Steve et al., 1999).  

In contrast to western business, guanxi cannot escape “collusion” that relates to 

various quanli guanxi transactions in modern socialist China (Su & Littlefield, 2001). 

Imperfect western analogues such as networking, reciprocity and nepotism are used to 

describe guanxi (Dunfee & Warren, 2001). However, as guanxi is an intricate and 

pervasive relational network that contains implicit mutual obligations, assurances, and 

understanding, it is pervasive for centuries in every aspect of Chinese social and 

organisational activities (Park & Luo, 2001). Guanxi is in essence a network of 

resource coalition-based stakeholders sharing resources, and it plays a key role in 

achieving business success in China (X. P. Chen & Chen, 2004; Su, Mitchell, & Sirgy, 

2007).  

Arguably in transition economies in which the formal institutional framework is 

developing, guanxi provides important managerial ties for business success in China 

(H. Li & Zhang, 2007; Xin & Pearce, 1996). Guanxi is characterised as both an 

instrumental strategy and a moral purpose. The ties using guanxi are described as 

“guanxi capital”, which contains four principles of efficacy, durability, connectivity, 
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and consanguinity (Wank, 1996). These ties or “guanxi capital”, developed by building 

business relations, are powerful strategic tools in helping organisations to maintain 

competitive advantages and achieve superior performance (Luo, Huang, & Wang, 

2012). Guanxi, if viewed as an institutional/organisational system rather than a culture 

(Guthrie, 1998; Hutchings & Murray, 2002), works like a lubricant to “oil the wheels 

of transactions” and are mostly developed through dining and gift-giving rather than 

the more formal means of employing lawyers to protect the enforcement of a written 

contract (Y. H. Wong & Chan, 1999). 

In conclusion, guanxi is a social connection and is a synonym for special favours 

and obligations (Peng, 2004). Guanxi can be defined as informal social relationships 

such as ones between family members, relatives, hometown fellows, former 

classmates, and former colleagues, as well as formal relations such as official 

relationships in organisations (C. C. Chen, Chen, & Xin, 2004). Guanxi is seen as the 

key factor leading to business success in China, however ironically it can also be 

synonymous with bribery (Su et al., 2003). As an unique way of building guanxi in 

China, BEE is perceived as establishing guanxi-networks but can also be associated 

with illicit payment or corruption (Millington et al., 2005).   

2.2 VOLUNTARY DISCLOSURE 

Why would firms voluntarily disclose BEE given it may have positive and 

negative connotations. This section discusses the literature on voluntary disclosure, the 

motivation for voluntary disclosure, and relates this literature to the voluntary 

disclosure of BEE. There are two layers to the voluntary disclosure of BEE. The first 

is the decision by the firm to disclose BEE as a separate expense in the financial 

statements and notes. The second component is how much BEE the firm decides to 
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disclose. There are limits on the tax deductibility of BEE that mean firms may not 

disclose all their BEE expenditure. Based on this discussion of the literature, testable 

hypotheses are developed for the disclosure of BEE and amount spent on BEE. 

2.2.1 WHAT IS VOLUNTARY DISCLOSURE 

Voluntary disclosure in accounting is a disclosure practice beyond mandatory 

reporting requirements. Most countries adopt either the accounting standards set by 

their own accounting standard-setting bodies (e.g., United States (US) adopt their own 

Financial Accounting Standard Board (FASB) standards) or a version of the 

International Financial Reporting Standards (IFRS). In China, the Chinese Accounting 

Standards (CAS) regulate reporting by Chinese listed firms on the SZSE and SSE. 

From 2007 CAS became largely aligned with the IFRS standards, with the use of the 

historical cost method (not revaluation) being the major difference. Reporting beyond 

the CAS requirements is considered voluntary disclosure in the context of this thesis. 

2.2.2 MOTIVATION FOR VOLUNTARY DISCLOSURE 

Research on voluntary disclosure finds that the voluntarily disclosed information 

is relevant for decision making for users of annual reports (Gary, Clare, & Sidney, 

1995). The incentives to voluntarily disclose information in excess of requirements are 

related to capital market transactions, corporate control contests, stock-based 

compensation, shareholder litigation, and proprietary costs (Healy & Palepu, 2001). 

Healy and Palepu (2001, p. 411) highlight that “Absent market imperfections or 

externalities, firms have incentives to optimally trade off the costs and benefits of 

voluntary disclosure, and to produce the efficient level of information for investors in 

the economy.”  
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Other factors such as effective corporate governance, earnings quality, cost of 

capital and peer effects also impact on voluntary disclosure. For example, effective 

and stronger corporate governance improves the reliability and level of voluntary 

disclosure (Abdullah, Percy, & Stewart, 2015; M. H. C. Liu & Zhuang, 2011). Firms 

with good earnings quality have more expansive voluntary disclosures than firms with 

poor earnings quality (Francis, Nanda, & Olsson, 2008). Peer effects are also an 

important factor in determining corporate voluntary disclosure policies in an 

environment where firms are competing for capital (Y. Lin, Mao, & Wang, 2018). 

Corporate disclosure is critical for the functioning of an efficient capital market 

in communicating to the investors or stakeholders via regulated financial reports, 

voluntary communication or information intermediaries (Healy & Palepu, 2001). 

Absent market imperfections or externalities, managers have the incentives to disclose 

information to differentiate themselves from others via voluntary communication, 

such as management forecasts, analysts’ presentations and conference calls, press 

releases, internet sites, and other corporate reports (Dye, 1990; Healy & Palepu, 2001). 

Voluntarily disclosing information helps firms to reduce adverse selection in the 

capital markets (Bourveau & Schoenfeld, 2017). Even in an efficient capital market, 

managers have superior information to outside investors about their firms’ expected 

future performance (Healy & Palepu, 2001).  

Management’s motive for making voluntary disclosure and their credibility are 

interesting empirical questions. Healy and Palepu (2001) summarise six forces that 

affect managers’ disclosure decisions for capital market reasons, including capital 

market transactions, corporate control contests, stock compensation, litigation, 

proprietary costs, and management talent signalling. A number of studies summarise 

the economic consequences of voluntary disclosure into three types of capital market 
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affects: first improved liquidity for their stock in the capital market; second reductions 

in their cost of capital; and third increase following by financial analysts (Healy & 

Palepu, 2001).  

However, prior literature largely ignores manipulation and real effects of 

voluntary disclosure (Beyer & Guttman, 2012), and there has been relatively little 

research on stakeholders view or impact of voluntary disclosures. This study extends 

the literature on voluntary disclosure by providing a broader view covering 

stakeholders and earnings management, including the following aspects: determinants 

of voluntary BEE disclosure, the political costs of BEE disclosure and the economic 

impacts of voluntary disclosure.  

2.2.3 IMPACT OF VOLUNTARY DISCLOSURE 

The voluntary disclosure literature studies the impact of voluntary disclosure in 

several contexts. This includes the voluntary disclosure of non-GAAP earnings, 

management forecasts, forward-looking statements, financial information in annual 

reports, and CSR disclosures. Studies find that compensation arrangements can 

encourage managers to make more, higher-quality voluntary non-GAAP disclosures 

(Bansal, Seetharaman, & Wang, 2013). Kyung, Lee, and Marquardt (2019) find that 

opportunistically motivated managers may shift their focus from GAAP to non-GAAP 

earnings in response to the increased costs of manipulating GAAP earnings after 

clawback adoption. Ball, Jayaraman, and Shivakumar (2012) find that audited 

financial reporting and voluntary disclosure of managers’ private information are 

complementary which enhances management forecast to be more frequent, specific, 

timely, accurate and informative to investors. Further they find voluntary disclosure is 

more likely where there is greater analyst following. Forward-looking disclosures are 

value-relevant over and above the mandated financial information, and is highly 
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significant in relation to stock prices, resulting in stronger investor responses and 

greater changes in analyst forecast accuracy in the announcement period (Bozanic, 

Roulstone, & Van Buskirk, 2018; E. Chen, Gavious, & Lev, 2017).  

Prior studies show voluntary disclosure of quality financial information provides 

value relevant information useful to investors in the absence of mandatory reporting 

requirements (Barton & Waymire, 2004; S. Chen, DeFond, & Park, 2002). Studies of 

the voluntary disclosure of Corporate Social Responsibility (CSR) information find 

the signalling value of CSR expenditures increases the transparency of firms’ future 

financial prospects and firms’ social and environmental performance (Lys, Naughton, 

& Wang, 2015; Nazari, Hrazdil, & Mahmoudian, 2017). CSR expenditures also 

improve firms’ financial performance and attract dedicated institutional investors and 

analyst coverage (Dhaliwal, Li, Tsang, & Yang, 2011; Lys et al., 2015).  

However as CSR can be used as an earnings management tool for window 

dressing or creating the appearance of integrity and legitimacy (Carey, Liu, & Qu, 

2017), voluntary disclosure is used for earnings management or to improve earnings 

quality. When the likelihood and cost of litigation increase, voluntary disclosure is 

used to reduce information risk and boost stock price (Graham, Harvey, & Rajgopal, 

2005; Kasznik, 1999). Managers can also use voluntary disclosure to mitigate the 

negative effects of complex financial statements on the information environment 

(Guay, Samuels, & Taylor, 2016). 

2.2.4 DETERMINANTS OF VOLUNTARY BEE DISCLOSURE  

One of the key questions addressed by the voluntary disclosure literature is the 

factors that affect management’s disclosure choices, yet it is still unclear why firms 

engage in voluntary disclosure (Healy & Palepu, 2001). Nevertheless, there are two 
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distinct layers to the disclosure of BEE in China. The first layer is the decision by 

management to disclosure BEE in the financial statements and notes. Some firms do 

not disclose any BEE while many firms do disclose BEE as a separate expenditure 

item. The second layer is how much BEE spending is disclosed by those firms that do 

disclose BEE. The decision to separately disclose BEE does not necessarily mean that 

all the firm’s BEE is disclosed. Firms may decide to disclose only a portion of their 

expenditure on entertainment for any number of reasons. These include regulatory 

constraints, political costs especially if large (i.e., the largest spender), classification 

incentives and signalling.  

This thesis explores the drivers of both the decision to disclose BEE separately 

and then for those firms that do disclose, the drivers of the amount that they report that 

they spend on BEE. The thesis refers to the former as the probability of disclosure and 

the latter as disclosure of BEE spending. As there is limited prior BEE disclosure and 

spending research the study is more exploratory and examines a number of potential 

drivers.    

The analytical voluntary disclosure models (Dye, 2001; Lambert, 2001; 

Verrecchia, 2001) focus on the probability of disclosure and the quality (amount, mode, 

or nature) of disclosure.  In his review paper, Verrecchia (2001) argues that lowering 

information asymmetry is a critical link between disclosure and gains in efficiency 

(cost of capital) and often the focus of regulators. But Verrecchia (2001) also argues 

for more research on the consequences of disclosure. This study explores the 

probability and quality of disclosure, as well as the consequences of disclosure 

including disincentives to disclose.  
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The voluntary disclosure research identifies many factors associated with the 

probability and quality (amount, mode, nature) of disclosure. In discussing these 

factors this thesis draws on three bodies of literature: (1) research into voluntary 

disclosure in general (either focused on specific information items and of indices of 

aggregate disclosure); (2) meta-analysis studies of disclosure; and (3) research 

specifically related to the disclosure of entertainment expenses. The factors identified 

by this body of research fall into four broad dimensions of economic drivers, level of 

external monitoring, governance, and the level of political connections. The fourth 

dimension is particularly related to the Chinese context. While there is limited 

evidence specifically on the drivers of disclosure of entertainment expenses, the 

discussion below canvases each dimension and the major factors related to each 

dimension identified across the three bodies of literature identified. 

The most pervasive economic factor driving disclosure is firm size. Large firms 

have a cost advantage that enables them to disclose more information cost effectively. 

This cost advantage relates the theoretical work of Deumes and Knechel (2008) and 

Lopes and Rodrigues (2007) that model information production costs as a factor in 

both the propensity and quality of disclosure. Variously measured, firm size is found 

to be positively related to various measures of disclosure (Ahmed & Courtis, 1999; 

Barako, Hancock, & Izan, 2006; Khlif & Hussainey, 2016). However, relevant to the 

current study and the quality (amount disclosed), Cai et al. (2011) find that the 

disclosed ETC value is lower for larger firms (measured by the number of employees) 

as larger firms operate in economic environments with better government services and 

lower tax burdens. It is expected that the probability of disclosure of BEE is positively 

related to firm size however the disclosure amount is negatively related to firm size 

due to potential political cost.  
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Firm growth is another economic factor related to disclosure because high-

growth firms use more voluntary disclosure to minimise information asymmetry via 

reduce capital and litigation costs than mandated disclosure might incur (Core, 2001). 

Research finds sales growth (Sun, 2016) and market to book ratio (Adithipyangkul et 

al., 2011) are positively related to disclosure such as entertainment expenses in China. 

Adithipyangkul et al. (2011) find that firms with more growth opportunities tend to 

invest more in perks to build guanxi. Market to book ratio is used to capture firms’ 

growth opportunity and it is expected there is a positive relationship between firms 

with high MTB and disclosure of BEE In the case of the disclosure of discretionary 

expenditure such as entertainment expenses the ability to incur the expenses is a 

potential economic driver for expenditure and thus may impact the disclosure and 

amount spent.  

Indictors of affordability are free cash flow (Richardson, 2006) and 

profitability (H. Zhang, Song, & Ding, 2015). Profitability is examined extensively in 

the disclosure literature however meta studies (Khlif & Hussainey, 2016) indicate it 

may not be a strong factor. More relevant to the current study, H. Zhang et al. (2015) 

find that a firm’s profitability (ROA) significantly negatively affects perks. Therefore, 

firm performance (ROA) is potentially a key driver of entertainment expenses and is 

expected to be negatively related to the disclosure of and spending on BEE. 

BEE like any other expense is subject to budgetary and other management 

processes. Hence the level of BEE spending is potentially related to the general level 

of firm expenditure. The classification literature highlights that managers shift the 

classification of items to manage the perceptions of earnings. Selling, general and 

administrative expense (SG&A) is a core expense that managers may wish to 
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understate by shifting some expenses to special items to upwardly bias core earnings 

(McVay, 2006). One implication of the classification and SG&A cost behaviour 

literature is that firms that report higher levels of SG&A spending might be less 

transparent about the makeup of those expenses (Anderson, Banker, & Janakiraman, 

2003; McVay, 2006) and thus might be the less likely to disclose elements such as 

BEE. However, once a firm discloses BEE then the level of spending is likely to move 

with management practices around other expenses such as SG&A. Prior research finds 

that cost reduction in selling, general and administrative expenses is related to firm 

performance (Morrow, Johnson, & Busenitz, 2004) and likely impacts other cost 

behaviour as well. Therefore, SGA is a potential economic driver of BEE reporting 

behaviour. 

Leverage is a proxy for financial debt monitoring and is extensively researched 

in relation to voluntary disclosure. The research generally supports the finding that 

leverage is positively related to disclosure level (Ahmed & Courtis, 1999; Khlif & 

Hussainey, 2016). However, relevant to this study, H. Zhang et al. (2015) find that 

financial leverage is negatively related to perks because of increased monitoring by 

creditors. Thus, indebtedness reduces perk consumption. In this study, financial 

leverage captures the economic effect of creditor monitoring, and it is expected 

leverage reduces both the disclosure of and spending on BEE.  

The final economic factor relates to earnings quality. Theoretical and empirical 

disclosure research argues that firms that are more transparent and or with better 

earnings quality tend to have more expansive voluntary disclosure (Francis et al., 

2008). Research suggests that earnings quality is related to a range of voluntary 

disclosures such as the quantity and quality of sustainability disclosure (Rezaee & Tuo, 
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2019), financial and non-financial voluntary disclosure (Karajeh, 2019), and 

environmental disclosure quality (Alipour, Ghanbari, Jamshidinavid, & Taherabadi, 

2019). In the Chinese context, Ji, Lu, and Qu (2017) show that earnings quality, 

measured by discretionary accruals, is significantly associated with the voluntary 

disclosure of internal control weaknesses. Based on this research earnings quality 

(accruals quality) is also expected to be positively related to both the disclosure of BEE 

and the amount spent on BEE.  

The second dimension potentially impacting disclosure and spending is the 

level of external monitoring of the firm. Theoretical and empirical research suggests 

that the level of external monitoring of a firm impacts its level of disclosure (Barako 

et al., 2006; Khlif, Ahmed, & Souissi, 2017). Factors such as higher institutional 

ownership (Charitou, Lambertides, & Trigeorgis, 2007), higher foreign ownership 

(Cai et al., 2011) and broader analyst coverage (Dhaliwal et al., 2011; Lys et al., 2015) 

are all negatively related to the level of disclosure by firms. However, these external 

monitoring factors are potentially negatively related to BEE disclosure. This is because 

BEE reporting is a unique Chinese phenomenon that is less likely to be viewed as 

expected, normal or acceptable reporting particularly by foreign investors whose 

jurisdictions do not exhibit such a disclosed line item (Griffin et al., 2016). 

The third dimension that impacts disclosure and spending is the quality of the 

firm’s governance. Research has extensively explored the role of different governance 

characteristics and their impact on the propensity to disclose and the quality of 

disclosure by firms in a number of contexts (Abdullah et al., 2015; J. P. H. Fan, Wong, 

& Zhang, 2007; Florackis, 2008; García-Meca & Sánchez-Ballesta, 2010; Gul, Cheng, 

& Leung, 2011; Lys et al., 2015; Samaha, Khlif, & Hussainey, 2015; Verrecchia, 2001). 
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Governance provides an oversight function that constrains managements reporting 

actions and research finds higher quality governance reduces information asymmetry, 

consistent with Verrecchia (2001) argument, resulting in a higher propensity to 

disclosure information (Abdullah et al., 2015; Lys et al., 2015). The key governance 

dimensions researchers have identified include board size (Florackis, 2008; Samaha et 

al., 2015), board independence (García-Meca & Sánchez-Ballesta, 2010), CEO duality 

(Florackis, 2008; Samaha et al., 2015), and audit quality as proxied by having a Big 

Four auditor (Gul et al., 2011).  Specifically pertinent to this study of entertainment 

expenses, J. P. H. Fan et al. (2007) find that firms with politically connected CEOs are 

more likely to have boards populated by current or former government bureaucrats, 

and the accounting of the firms run by politically connected CEOs is lower quality 

relative to their politically unconnected counterparts. Independence of board of 

directors controls the political connectedness. Firms with more independent boards are 

potentially less likely to spend on business entertainment in building the connection 

and thus impact the amount disclosed. Gul et al. (2011) find that higher perks 

(including business entertainment expenses) are more likely to be associated with a 

lower quality of financial reporting, however higher financial reporting quality through 

audit can mitigate the association. A Big Four auditor proxies for better external 

monitoring consistent with international practices. As BEE is not typically disclosed 

separately internationally it is unlikely to be required by Big Four audit firms. Further, 

firms that are more closely monitored firms are expected to spend less on discretionary 

expenses such as business entertainment. Therefore, the use of a Big Four auditor is 

expected to reduce the disclosure of and spending on BEE. 

The final dimension to consider is the impact of political connectedness, which 

is related to the discussion above, as it is an important element of business in a highly 
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centralised market such as China. There is China relevant research on disclosure to 

draw upon. J. P. H. Fan, Guan, Li, and Yang (2014) show that reporting quality 

improves when political connections are broken as a result of corruption investigations 

in China. This suggests that political connections potentially reduce the likelihood of 

disclosure of politically sensitive information such as BEE. More directly relevant is 

the study by Cai et al. (2011) that find the disclosure of entertainment and travel costs 

(ETC) by Chinese firms differs substantially for state-owned enterprises (SOEs) and 

foreign firms. Specifically, foreign firms tend to exhibit significantly lower ETC 

spending, but domestic private firms and SOEs have similar levels of ETC. This later 

finding may be due to foreign firms having better corporate governance (Cai et al., 

2011). Griffin et al. (2016) note that managers of SOEs having greater conflict of 

interests and resources under control compared to non-SOEs, therefore SOEs are more 

likely to involve in corruption than non-SOEs (Griffin et al., 2016). This research 

suggests that SOEs are less likely to disclose BEE.  

The literature discussed identifies four dimensions that potentially drive the 

disclosure of BEE. These dimensions relate to both (1) management decision to 

disclose the expense line for BEE and (2) the quality of disclosure in terms of how 

much BEE is disclosed. However, given the limited research on BEE and the unique 

aspects of the Chinses setting, non-directional hypotheses are formulated about the 

extent to that economic, external monitor, governance and political connectivity 

factors drive the propensity to disclosure BEE and impact how much BEE spending is 

disclosed. Hence, the study tests the following two hypotheses:  
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2.2.5 HYPOTHESIS 1: PROBABILITY OF BEE DISCLOSURE IS RELATED TO THE 

FIRM’S ECONOMIC CHARACTERISTICS, LEVEL OF EXTERNAL MONITORING, 

QUALITY OF GOVERNANCE, AND LEVEL OF POLITICAL CONNECTION.  

 

2.2.6 HYPOTHESIS 2: DISCLOSURE OF BEE SPENDING IS RELATED TO THE FIRM’S 

ECONOMIC CHARACTERISTICS, LEVEL OF EXTERNAL MONITORING, QUALITY 

OF GOVERNANCE, AND LEVEL OF POLITICAL CONNECTION.  

 

2.3 POLITICAL COSTS OF BEE DISCLOSURE 

When firms disclose financial information into the public domain there is a risk 

that the numbers can become politicised and used by external parties as evidence to 

support their political argument (Watts & Zimmerman, 1990). In the case of BEE in 

China, higher levels of disclosed BEE can be used by parties, such as the media, as 

evidence that corporate and government official are ‘corrupted’ by ‘entertainment’ 

expenses. This section discussed the nature of political costs and how they relate to 

BEE in China. The discussion concludes by considering the political cost impact of 

the Chinese government’s anti-corruption campaign against what is viewed as 

excessive corrupt disclosed BEE spending. 

2.3.1 WHAT ARE POLITICAL COSTS? 

The political-cost hypothesis predicts that when managers are faced with the 

possibility of politically imposed costs, such as increased regulation and stricter 

standards, they will adopt accounting strategies that reduce their political visibility and 

or lobby against the changes (Watts & Zimmerman, 1978). The argument is that high 

accounting numbers, namely earnings, are a reg flag and thus management is 

incentivised to reduce the earnings number when it is the focus of politicisation (Watts 

& Zimmerman, 1990). A large body of research has explored the political cost 
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hypothesis in many different accounting contexts including voluntary disclosure 

situations. For example, J. Wong (1988) finds that political cost considerations are 

influential in the voluntary disclosure of current cost information. Cahan (1992) finds 

that managers adjust their discretionary accruals in response to changes in potential 

political costs associated with antitrust investigations, supporting the political-cost 

hypothesis. Key (1997) finds that industry managers attempt to mitigate the effects of 

criticism by reducing net income during a political sensitive time. Han and Wang 

(1998) find that consumer product firms encountering unusual increases of product 

prices (greater political sensitivity) have incentives to decrease reported earnings to 

minimise their political sensitivity and related costs. Monem (2003) finds that in a 

period that Australian gold-mining industry under intense political scrutiny, there is 

significant downward earnings management by these gold-mining firms.  

By avoiding the attention that “high” earnings draw because of the public’s 

association of high reported earnings and monopoly rents, management can reduce the 

likelihood of adverse political actions and thereby reduce its expected costs (including 

legal costs the firm would incur opposing the political actions) (Watts & Zimmerman, 

1978). In the political process accounting data is taken at face value, usually without 

adjustment such as scaling, and managers have incentives to engage in earnings 

management to reduce this focus in politically sensitive times (Key, 1997). The 

voluntary disclosure of a contentious expense, such as BEE, has the potential to attract 

such political attention and incur political costs. Thus, the management of some firms 

might be incentivised to not disclose BEE or not disclose all the BEE that the firm 

incurs. 
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2.3.2 POLITICAL COSTS IN CHINA 

Prior to discussing the politicisation of BEE in China it is necessary to consider 

the nature of political costs in China. This is because the nature of political costs is 

different to other jurisdictions where much of the political cost research is based. Over 

last couple of decades China has rapidly changed with the decline in established family 

and local networks, privatisation away from full state ownership, and rapid transition 

in business practices (Millington et al., 2005). According to Guthrie (1998) as the 

Chinese economic transition progresses, and as the Chinese government constructs a 

rational-legal system that governs the decisions and practices of economic actors, the 

use of social connections is likely to diminish. At the same time China has been making 

progress in internationalising the financial reporting system and Chinese tax law has 

made efforts in setting rigorous standards for deductible entertainment and advertising 

expenses (Noronha, Zeng, & Vinten, 2008). Nevertheless, research shows that firms 

in China face high political costs during this transition due to the centralised 

macroeconomic policy making (H. Chen, Chen, Lobo, & Wang, 2011). 

Throughout this period of transition, the centralised political system relaxed 

economic freedoms for the nation while at the same time trying to maintain legitimacy 

and centralised control (Guthrie, 2012). One issue to become highly politicised is the 

level of corruption perceived to exist within business and society involving party 

officials. Anecdotal examples include media attention focused on the imported cars 

driven by party official’s children. In one example a Ferrari driven by the son of a 

senior party official embarrassed the Communist Party “sensitive to perceptions that 

children of top party officials live rich, privileged lifestyles completely out of touch 

with the masses” (Lim & Buckley, 2012). China is a country where a vehicle is an 

aspirational consumer item, and many people still ride bikes or scooters as their main 
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transport (per capital vehicle ownership in China about 1/5 of the US). There was also 

media attention associated with the contemporaneous levels of entertainment expenses 

disclosed by firms. Finally, the political scandal involving the former Chongqing Party 

Secretary Bo Xilai, highlighted the fear that a failure in tackling corruption may lead 

to the downfall of the party and the state. In response at the conclusion of the 18th 

National Congress8 in 2012, the General Secretary of the Communist Party of China 

(CPC) Xi Jinping and his coterie carried out a pervasive campaign against corruption. 

The anti-corruption campaign is one of the largest campaigns against corruption 

amongst the officials and business enterprises in China’s modern history (Yuen, 2014). 

2.3.3 ANTI-CORRUPTION CAMPAIGN AND BEE 

The anti-corruption campaign started9 after the 18th National Congress of the 

CPC of November 2012. High BEE amounts attracted significant media attention and 

investigations against the firms and the managers creating significant negative political 

costs for firms engaged in excessive or corrupt BEE. Former Chongqing Party 

secretary Bo Xilai’s political scandal paved the way for Xi Jinping’s highlighted 

importance on cracking down on graft and corruption (Yuen, 2014). Fearing that a 

failure to tackle corruption will inevitably lead to the downfall of the party and the 

state.10 Xi Jinping announced an “eight-point code” to impose restrictions on official 

conduct (baxiang guiding 八项规定) at a Party Central Committee meeting on 4 

December 2012. Following the conclusion of the 18th National Congress of the CPC, 

the Chinese central government executed an unprecedented and sweeping anti-

 
 
8 中国共产党第十八届全国代表会: http://www.gov.cn/18da/  
9 When Chinese President Xi Jinping was elected to the post of CCP General Secretary in November 
2012, he vowed to crack down on both senior leaders and low-level bureaucrats. It was one of the 
largest campaigns against corruption and petty officialdom in China’s modern history (Yuen, 2014).  
10 “China’s Xi Amassing Most Power Since Deng Raises Reform Risk,” Bloomberg News, 31 
December 2013. 
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corruption campaign. One key target of this change in regulatory focus is to reduce the 

spending on ‘three public consumptions’ 11  of domestic and overseas travel and 

hospitality, vehicle-related expenses, and banquet and entertainment expenses (Xue et 

al., 2016). 

A series of highly publicised scandals in early 2013 associated with the abuse of 

BEE led to unprecedented public debate on the role of BEE and corruption. 12 

Following the wide media exposure, the Central Commission for Discipline Inspection 

(CCDI) of the CPC, the corruption watchdog, subsequently enforced anti-corruption 

investigations against the exposed State-Owned Enterprises (SOE) and their 

managers.13 

One effect of the campaign was that high levels of BEE disclosure attracted 

media exposure and political investigations against companies and managers. Griffin 

et al. (2016) finds that firms report lower levels of BEE after the anti-corruption 

campaign than before. Qian and Wen (2015) document a dramatic reduction in imports 

of luxury goods that were known to be common gifts for bribery. Adopting a political 

cost perspective, the disclosure of BEE and high levels of BEE, rather than earnings 

per se, draw attention in China. The magnitude of the political cost is dependent on 

 
 
11  In China, these three expenditure items are commonly called ‘三公消费’  (three public 
consumptions), which are important indicators of corruption in China. Typically, the banquet and 
entertainment expenses include the spending on the following activities: ‘吃’ (eating), ‘喝’ 
(drinking), ‘玩’(leisure) and ‘乐’ (entertainment).   
12 In particular, the BEE scandals of China Railway Construction Corporation and other large SOE have 
received significant media attention, which was ranked as one of top ten publicised events in 2013. The 
China Railway Construction Corporation discloses more than 0.837 billion BEE in the 2012 annual 
report. Many high-ranking media have widely disclosed these scandals (Back, 2013; E. Wong, 2012).  
13 The main leaders of China Railway Construction Corporation and other investigated firms were 
forced to endorse the usage of BEE. Eight senior managers in China Railway Construction Corporation 
received the party discipline punishment, and one was sent to prison. Following the BEE scandals, the 
CCDI has commenced investigative actions against not only exposed SOE, but also the whole targeted 
industries such as railway construction, transportation construction; commercial construction; 
residential realty and construction; oil petroleum; metals; infant formula, food pharmaceuticals and 
health care manufacturers; real estate; banking; and telecommunications. 
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size, not so much of the firm but the level of BEE expenditure. Thus, management has 

incentive to reduce any adverse political action and associated cost and thus is 

incentivised to not disclose BEE or to reduce the level of disclosed BEE (Watts & 

Zimmerman, 1978, 1990).  

 Firms subject to higher political costs (more likely to attract anti-corruption 

media and political attention) will reduce BEE disclosure more significantly than other 

firms. As the government in China can impose significant political costs on firms the 

reduction in BEE should be more pronounced in firms subject to higher media 

attention, and that is the firms that spend more on BEE. This impact is expected in the 

period following the implementation of the anti-corruption campaign. 

2.3.4 HYPOTHESIS 3: DISCLOSURE OF BEE AND BEE SPENDING ARE NEGATIVELY 

IMPACTED BY THE IMPLEMENTATION OF THE ANTI-CORRUPTION CAMPAIGN.  

 

2.4 BUILDING GUANXI THROUGH BEE IN CHINA 

The anti-corruption campaign implies that BEE is associated with corruption and 

thus is a negative activity. An alternative perspective is that not all entertainment 

expenditure is related to corruption and bribery. There is a contrasting view that BEE, 

or at least a portion of BEE, is legitimate business building expenditure. BEE is part 

of the Chinese business culture of building guanxi relationships to help grow the 

business. Thus, BEE is a legitimate expenditure and a performance enhancing cost of 

doing business in China. This section explores this tension with an emphasis on the 

potential legitimate nature of BEE discussing the guanxi role of BEE and how BEE 

can increase firm performance.  
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2.4.1 BEE, GUANXI AND PERFORMANCE  

Guanxi is a broad concept that incorporates family, friend, and social 

relationships (C. C. Chen et al., 2004; Y. H. Wong et al., 2007) as well as building 

business networks (Luo et al., 2012; Steve et al., 1999). The cultural aspects of guanxi 

emphasises the interpersonal relationship or connections in exchange for favours 

(Dunfee & Warren, 2001; K.-K. Hwang, 1987; Luo, 2001; Peng, 2004; Su & 

Littlefield, 2001). However, the business aspects of guanxi incorporate social network 

tie that help organisations maintaining competitive advantages and achieving superior 

performance (Luo et al., 2012; Steve et al., 1999). 

Historically, guanxi is treated as a repertoire of cultural patterns and resources, 

however under globalisation, it has transformed to adapt to and shape to new social 

institutions and structure, to display new social forms and expressions, and to enhance 

business transactions (Yang, 2002). Most guanxi ties are developed through dining and 

gift-giving to work like a lubricant to “oil the wheels of transactions” under the less 

developed legal system in China (Y. H. Wong & Chan, 1999).  

Entertainment as a form of building guanxi (Yang, 2002), can incorporate five 

areas such as taking clients out for lunch, for an evening meal, for a drink, for leisure 

activities, and parties for clients, and it needs to be controlled due to its personal nature 

(Finn & Moncrief, 1985). These entertainment costs are differentiated into two sets of 

beliefs: 1) moral ambiguity in differentiating bribes from gratuities and commissions; 

and 2) the present situation in China with respect to political and business corruption 

(Steidlmeier, 1999). Research shows that firms’ entertainment and travel costs (ETC) 

consist of a mix that includes expenditures on government officials in the form of 

grease money and protection money, normal business expenditures, implicit CEO pay 

(to compensate for below market remuneration), and managerial excesses (Cai et al., 
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2011). However, the Chinese people are well aware of the differences between how to 

“do business right” in China and bribes (Steidlmeier, 1999).  

Legitimate guanxi is supported by the evidence that “renqing”14 enhance trust 

and contribute towards the long-term stability in a Chinese business-to-business 

relational exchange (Wang, Siu, & Barnes, 2008). Sun (2016) also states that client 

entertainment is a popular business practice that Chinese managers often use to 

facilitate business relationships and promote sales and provide guidelines for managers 

to use entertainment effectively within legal and ethical boundaries.  

However, there is a body of research that suggests BEE to build guanxi has 

illegitimate impacts. One illegitimate view of guanxi suggests it relates to corrupt 

bureaucrats providing firms with a comparative advantage in access to debt. This debt-

financing advantage disappears when the connections are broken due to the arrest of 

such bureaucrats (J. P. H. Fan, Rui, & Zhao, 2008). Millington et al. (2005) finds that 

gift giving appears to be associated with illicit payments, corruption, and the pursuit 

of self-interest. X. Liu (2016) finds that firms with a corruption culture are more likely 

to engage in earnings management, accounting fraud, option backdating, and 

opportunistic insider trading. Smith (2016) studies the relation between U.S. political 

corruption and firm financial policies, and reveals firms manage liquidity downward 

and debt obligations upward to limit expropriation by corrupt local officials, to shield 

themselves from rent-seeking by corrupt politicians. Mironov (2015) finds that firms 

with corrupt management significantly outperform those without corrupt management. 

However, Giannetti et al. (2017) argue that corruption negatively affects the 

performance of small entrepreneurial firms, that small firms have lower sales growth 

 
 
14 Along with mianzi, renqing works as major mechanisms by which people develop, maintain, and 
extend such guanxi with others (Su & Littlefield, 2001).  
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in industries with high corruption, due to that large firms spend more in corrupting 

officials.  

It is an empirical question whether guanxi via entertainment positively or 

negatively impacts on firm performance. The dominant theoretical framework for 

guanxi is the ego-pragmatic or social capital theory (C. C. Chen, Chen, & Huang, 

2013). This views social and network ties, possessed by individual parties, as social 

resources that can be leveraged to obtain social benefits. At the organisation level, 

research extends social capital theory to draw on institutional theory, the resource-

based view, resource dependency theory, and transaction cost economics to explain 

how guanxi operates for organisations (C. C. Chen et al., 2013). The overarching 

conclusion from a review of the business guanxi ties research is that building guanxi 

ties improves sales performance but does not necessary increase profits or result in 

reductions in cost (C. C. Chen et al., 2013; Luo et al., 2012).   

BEE helps explain the path by which organisations build guanxi and thus 

improve performance. Research shows that guanxi has a positive impact on successful 

businesses (Leung et al., 1996; Luo & Chen, 1997; Su & Littlefield, 2001; Su et al., 

2003; Y. H. Wong & Chan, 1999), that BEE is a legitimate expense (Wen, 2007), and 

BEE has a positive impact on the economy and business (Beltramini, 1992; Dorsch & 

Kelley, 1994; Emmett & Rockwood, 1963; Sun & Chen, 2017). Thus, from the normal 

business perspective, BEE can be legitimate and promote business relationships if it is 

used properly in accordance with government policies.  

The Chinese tax status of BEE also lends support to the legitimacy of this 

expense. Since the 2009 financial year, the Implementation Rules of Enterprise Income 

Tax Law of the People’s Republic of China (2008) recognises BEE as a legitimate tax-

deductible account item if BEE is ordinary, necessary, and directly related to normal 
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business activities. The level of deduction is however limited to 60% of BEE and only 

if the total deduction does not exceed 0.5% of the net sales (Wen, 2007). The Chinese 

government recognises entertainment expenses as a legitimate accounting item, or at 

least some of it is legitimate (i.e. 60%), to be recorded in a firm’s operational costs 

(Chan & Mo, 2000). 

If it is accepted that BEE is legitimate in the Chinese business world and tax 

regime, what evidence is there that BEE enhances firm performance. The link is back 

to how BEE builds an organisation’s guanxi.  Gifts and entertainment are provided 

with the intention to secure guanxi and create the existence of a reciprocal relationship 

(Dunfee & Warren, 2001), and these relationships increasing business opportunities. 

Thus the expenditure can increase business performance (Chan & Mo, 2000). 

Adithipyangkul et al. (2011) find that perk compensation such as meals, entertainment, 

and travel help companies build useful connections (guanxi) with governmental 

officials and business partners. Furthermore, perks are positively associated with 

current and future returns on assets of firms, improve firm profitability, reward 

performance, and incentivise managers (Adithipyangkul et al., 2011).  

While anecdotal evidence in the media and the anti-corruption campaign content 

that BEE is a signal that firms are engaged in corruption and bribery, there is a counter 

view that is not focused on marginal activity. The legitimate perspective on BEE, is 

rooted in the Chinese tradition of guanxi that incorporates cultural aspects in exchange 

of favours (Dunfee & Warren, 2001; K.-K. Hwang, 1987; Luo, 2001; Peng, 2004; Su 

& Littlefield, 2001), business aspects in helping organisations maintaining competitive 

advantage (Luo et al., 2012; Steve et al., 1999), and guanxi helps firms achieve growth 

and sales performance. As gifts and entertainment are provided with the intention to 

secure guanxi (Dunfee & Warren, 2001) and are recognised by the Chinese 
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government as a legitimate tax expenses (Chan & Mo, 2000), BEE is expected to 

increase business performance by increasing business opportunities. BEE builds the 

organisations guanxi resources and social capital. Therefore, hypothesis 4 is that BEE, 

in the form of gifts and entertainment expenditure, improves firms’ sales performance 

via building guanxi and increase reciprocal business. 

2.4.2 HYPOTHESIS 4: BEE IS POSITIVELY RELATED TO FUTURE SALES GROWTH. 

2.5 BEE AND GOVERNMENT SUBSIDIES 

If the role of BEE is to build guanxi with parties external to the firm, then one 

significant relationship is the relationship with government officials. This form of 

guanxi is aimed at securing government business and government subsidies that are 

prevalent in China. The next section discusses the role of BEE in securing government 

subsidies.  

2.5.1 GOVERNMENT SUBSIDIES IN CHINA 

Government subsidies are a major instrument of government expenditure policy 

(Schwartz & Clements, 1999). In general, a government subsidy is any government 

assistance that (1) allows consumers to purchase goods and services at prices lower 

than those offered by a perfectly competitive private sector; or (2) raises producers’ 

incomes beyond those that would be earned without this intervention (Schwartz & 

Clements, 1999). Government can also be used to acquire control of enterprises and 

banks in return of favour such as votes, political contributions, and brides (La Porta, 

Lopez-de-Silanes, & Shleifer, 2002; Shleifer & Vishny, 1994). 

In China, government subsidies are defined as the enterprise obtaining monetary 

assets or non-monetary assets from the government without compensation 

("Accounting Standards for Enterprises No. 16 – Government Grants," 2017). The key 



 

Chapter 2: Literature and Hypotheses 39 

features of government subsidies are that they are (1) economic resources from the 

government and that they are (2) provided without compensation (Schwartz & 

Clements, 1999). On a domestic level, government subsidies affect domestic resource 

allocation decisions, income distribution, expenditure productivity, and affect 

structural and sectoral adjustment by reducing the flexibility of the economy (Schwartz 

& Clements, 1999). The Chinese government has absolute power over the allocation 

of massive state resources such as subsidies and dominate key sectors of the economy 

(K. Z. Lin, Mills, Zhang, & Li, 2018). Political connections can help firms to obtain a 

greater share of the available economic benefits such as government subsidies (Cheng, 

Cheng, & Zhuang, 2019; Hope, Yue, & Zhong, 2019).  

Government subsidies are provided for several reasons including support for 

investment, support to enable firms to pursue social objectives, and to support firms in 

order to protect jobs (Lee, Walker, & Zeng, 2014). Frye and Shleifer (1997) outline 

three basic views of how bureaucrats and entrepreneurs interact during transition 

economies such as China: (1) the invisible-hand model; (2) the helping-hand model; 

and (3) the grabbing-hand model. These three views illustrate the relationships 

between government and business in growing small businesses in a liberalisation 

economy (Frye & Shleifer, 1997). State subsidies are the government’s ‘‘visible 

hand’’, through which the Chinese government offers financial assistance to firms, 

including many listed companies (Lee et al., 2014). The transition from socialist 

system in China to a more market economy creates a lot of conflict of interests and 

collusion between firms and different tiers of governments, to compete for more 

capital, with local government helping firms to circumvent the central government’s 

regulation via earnings management using subsidies (X. Chen, Lee, & Li, 2008).  
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From an economic perspective, government subsidies are a policy tool that can 

be used to reallocate resources to alter economic activity and behaviour to achieve an 

outcome that is more desirable from what would occur otherwise (Schwartz & 

Clements, 1999). Chinese listed firms that distinguish them from their Western peers, 

have pervasive access to financial subsidies from the government, which adds value 

to the firms (Lee et al., 2014). Brander and Spencer (1985) find that export subsidies 

can appear as attractive policy tools to improve the relative position of a domestic firm 

in a competitive market and earn greater profits. Bergström (2000) also find that 

government subsidisation can influence growth of business. In summary, government 

subsidies are positively related to firm value (Lee et al., 2014) and promote business 

growth (Bergström, 2000; Brander & Spencer, 1985).  

2.5.2 ROLE OF BEE IN GOVERNMENT SUBSIDIES 

 While prior studies find BEE have a positive impact on economy and business 

(Beltramini, 1992; Dorsch & Kelley, 1994; Emmett & Rockwood, 1963; Sun & Chen, 

2017), evidence also suggests firms’ ETC consist of a mix that includes expenditures 

on government officials in exchange for assistance (Cai et al., 2011).  

 Politically connected firms can derive significant benefits such as government 

subsidies from their political ties (Hung, Wong, & Zhang, 2012). To be more specific, 

firms can benefit financially through their political ties in the form of direct and 

indirect government subsidies (Faccio, Masulis, & McConnell, 2006; Hung, Wong, & 

Zhang, 2015). Y. Chen, Liu, and Su (2013) argue that Chinese banks apply the ETCs 

as the grease for the bureaucratic wheels. Cai et al. (2011) find that ETC is a mix that 

includes “grease” money to obtain better government services, protection money to 

lower tax rates, and managerial excesses. In particular, Cai et al. (2011) find that part 

of ETC is spent to entertain or bribe government officials in exchange for a higher 
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quality of government services, which provides support for the grease money view of 

corruption. J. Li and Zhao (2015) find that firms use entertainment expenses to build 

corporate political connections via socialising with government officials. Y. Wang 

(2014) find that firms operating in a weak property rights regime rely on political 

connections via entertainment expenses as a substitute for formal legal protection. Xu 

et al. (2017) also find that corruption functions as “protection money” for non-SOEs 

by showing that bribes can lower effective tax rates and increase their probability of 

obtaining government procurement contracts. Zhao, Zhou, Zhao, and Zhou (2019) 

suggest that negative earnings management is associated with increased government 

subsidies which is obtained to substitute political connections. Finally, Z. Zhang and 

Jin (2017) find that government subsidies in China are granted based on the political 

connections of firms’ independent directors and exacerbates the economy’s capital 

misallocation.  

 Shleifer and Vishny (1994) find that politicians can influence private firms to 

deliver political benefits via subsidies. Corruption acts as the proverbial grease for the 

bureaucratic wheels of an otherwise unmotivated banking system. Evidence suggests 

that Chinese credit is allocated in accordance with the entertainment and travel costs 

of private firms, a fudge item in company accounts.  

In the context of a developing countries’ weak legal frameworks, corruption 

plays a role in improving efficiency and aids in private firm growth. According to this 

argument, in a market subject to policy-induced distortions, corruption represents the 

much-needed grease for the squeaking wheels of a rigid administration. As Beck and 

Maher (1986) and Lien (1986) point out, in a bribery game in which private firms bid 

competitively for government procurement contracts and corrupt officials award 

contracts to firms that offer the highest bribes, allocation efficiency is maintained 
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because only the lowest-cost firms can afford the largest bribes. This view contrasts 

with empirical works (Mauro, 1995; Wei & Kaufmann, 1999) that observe a 

significant negative relationship between corruption and investment that extends to 

growth.  

Following Cai et al. (2011), BEE expenditures are proposed as a measure of 

corruption in Chinese firms. These expenses are publicly reported in firms’ accounting 

books, and on average they amount to about 3 percent of a firm’s total value added. 

For firms controlled by local governments, the earnings management appears more 

obviously due to the collusion between government and listed firms (X. Chen et al., 

2008). Firms understate earnings to receive more subsidies for more managers’ perk 

consumption (Zhao et al., 2019).  

The above findings imply that, in economies with weak institutions, firms may 

find it individually rational to pay bribes and government officials may find it 

individually rational to accept bribes. However, to evaluate the social efficiency of 

bribes, it is possibile that bribing, and government institutions are determined jointly 

in equilibrium. If, for example, government officials intentionally reduce their service 

quality to extort more bribes, then banning corruption in the whole economy can 

improve the quality of government service. Based on above arguments, BEE is 

expected to increase government subsidy by increasing political connection. 

Therefore, hypothesis 5 is that BEE, as a gift and an entertainment expense, increases 

future government subsidies via building guanxi and increase reciprocal connection 

with governments. 

2.5.3 HYPOTHESIS 5: BEE IS POSITIVELY RELATED TO FUTURE GOVERNMENT 

SUBSIDIES. 
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2.6 SUMMARY 

This chapter discusses prior literature related to the research questions: What 

type of firms are likely to disclose BEE? How much BEE do firms discloses? Does 

spending on BEE improve future sales growth? Does spending on BEE affect the level 

government subsidies secured? During the anti-corruption period, given the 

heightened media exposure and regulatory scrutiny on BEE, do firms reduce amount 

of BEE disclosed?  

Based on the review of prior literature the chapter then develops five hypotheses: 

1. Hypothesis 1: Probability of BEE disclosure is related to the firm’s economic 

characteristics, level of external monitoring, quality of governance, and level 

of political connection.  

2. Hypothesis 2: Disclosure of BEE spending is related to the firm’s economic 

characteristics, level of external monitoring, quality of governance, and level 

of political connection.  

3. Hypothesis 3: Disclosure of BEE and BEE spending are negatively impacted 

by the implementation of the anti-corruption campaign. 

4. Hypothesis 4: BEE is positively related to future sales growth. 

5. Hypothesis 5: BEE is positively related to future government subsidies. 

The next chapter introduces the research design and discusses the research 

methodology and details the sample for this research. It then presents evidence on the 

regulation of BEE expenditure and the disclosure and measurement of BEE by firms 

in China. The analysis plan to test the BEE disclosure drivers and relationship with the 

anti-corruption moderator and the sales performance and subsidy outcomes is 

discussed. The chapter concludes with a summary.  
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Chapter 3: Research Design 

3.1 INTRODUCTION 

This study examines the voluntary disclosure of BEE and impact of spending on 

BEE by Chinese firms. The objective is to analyse the factors that drive the disclosure 

of, and spending on BEE, the impact of BEE expenditure on firm performance and 

government subsidies, and to investigate if the anti-corruption campaign reduced BEE 

expenditure. Consistent with existing research on the disclosure of BEE and the anti-

corruption campaign, this study uses regression analyses to test the hypotheses. Pooled 

regressions and yearly cross-sectional regressions are estimated for an 8-year period 

from 2008 to 2016.  

This chapter proceeds as follows: Section 3.2 discusses the research 

methodology; Section 3.3 describes the sample; Section 3.4 explores the disclosure of 

BEE and thus how BEE is measured in the study; Section 3.5 details the methods 

employed for hypothesis testing relating to the determinants of BEE voluntary 

disclosure and spending, the impact of the anti-corruption campaign, and the impact 

of BEE on future sales growth and future government subsidies; Section 3.6 

summarises the chapter.  

3.2 RESEARCH METHODOLOGY 

Consistent with other voluntary disclosure research (Cai et al., 2011; Griffin et 

al., 2016; Mironov, 2015) this study adopts an archival research design to measure the 

disclosure in the annual reports by Chinese listed firms during the period 2008 to 2016. 

The study includes all Chinese listed firms. The advantage of using the total population 
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is that it gives a more accurate estimation of the empirical relationships (Dubey, 2016). 

The level of disclosed spending on BEE is then related to archival data covering firm 

financial and other characteristics as well as an exogenous event (the anti-corruption 

campaign) to help empirically document the key contemporaneous relationships. 

Given the correlational nature of the study, a quantitative approach is appropriate 

(Leavy, 2017). 

A qualitative research design was not employed as the focus of the study is to 

initially document which firms disclose BEE and then identify the contemporaneous 

drivers of the disclosure and level of BEE expenditure. While qualitative approaches 

might provide additional depth and insights into the behavioural drivers including 

people’s subjective experiences and their meaning-making processes (Leavy, 2017), 

qualitative methods are beyond the scope of this thesis. Qualitative research methods 

could help us understand management’s behaviour, capturing some of the contextual 

richness of the real-world settings (Yin, 2015). However, collecting larger scale 

qualitative data in China would be very time consuming and costly. Future studies 

could employ qualitative designs to develop a deeper understanding of the differences 

and motivations for firm disclose and spending on BEE that is identified in the current 

archival empirical study. 

3.3 SAMPLE 

The sample period is limited to data from 2008 to 2016. The start date reflects 

that the Implementation Rules of Enterprise Income Tax Law of the People’s Republic 

of China became effective from the 1st January 2008 allowing BEE to be tax-

deductible. The sample period extends to 2016 to include periods before and after the 

anti-corruption campaign (began in 2012). There are 1,529 firms listed in the Shanghai 
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and Shenzhen Stock Exchanges (respectively SSE and SZSE) in 2008 which are 

operating independently in the People's Republic of China (PRC), by 2016 this number 

booms to 2,617 firms.15  

Data on BEE disclosures are manually collected from 2008 to 2016 annual 

reports of Chinese listed firms on the SSE and SZSE stock exchanges that reported 

revenues (to ensure they are operating companies). Other accounting variables are 

downloaded from the China Stock Market & Accounting Research (CSMAR) 16 

database.  

Table 1 shows the sampling process of this study. The initial sample includes all 

firm-year observations in the CSMAR database from 2008 to 2016. The observations 

missing data on total revenue are excluded, because total revenue is the main deflator 

for BEE, which yields 22,312 firm-year observations. Firms that do not have data for 

sales growth or on government subsidies, are deleted due to missing data, which 

generates 18,954 firm-year observations. Finally, firms that do not disclose BEE as a 

separate expense item in their annual reports are dropped resulting in 13,616 firm-year 

observations. 

Table 1. Sampling Process. 
Sampling process   
Firms with sales revenues  22,312 
   Less missing data (for sales growth & subsidies)  (3,358) 18,954 
   Less observations without BEE (5,338) 13,616 

 

  Table 2 shows the sample composition broken down by year. There are nine 

years in this sample, ranging from 2008 to 2016. This data set contains data from 2008, 

 
 
15 The population of SZSE and SSE exchange listed firms from 2008 to 2016 are extracted from the 
CSMAR database.  
16 CSMAR is a unique and comprehensive database of China stock returns, covering all companies 
listed on the SSE and SZSE exchanges. 
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the year that BEE first became tax-deductible, and the data extends to 2016 after the 

anti-corruption campaign which began in 2012. In Table 2, “N” is the population of 

listed firms on both the SZSE and SSE exchanges in each year. From 2008, the number 

of listed firms increases from about a thousand to over two thousand in 2016 on these 

two stock exchanges. The number of listed firms in mainland China almost doubled 

from 2008 to 2016, reaching to a total number of 18,954 listed firm-years observations 

from 2008 to 2016.  

In Table 2, “n” is the sample size of number of listed firms that disclosed BEE 

in each year from 2008 to 2016. The number of firms disclose BEE increases from 

2010. “%” is the percentage of firms disclosed BEE (“n”) to the total population of 

firms (“N”) in each year, showing that the percentage of firms disclosed BEE increases 

from 2010. The total number of listed firms disclosed BEE from 2008 to 2016 in all 

sample year is 13,616. The total BEE disclosure rate in all sample year from 2008 to 

2016 is 71.8%. 

Table 2. Sample Composition by Year. 

Year N n % 

2008 1,493 580 38.9 
2009 1,544 568 36.8 
2010 1,688 1,280 75.8 
2011 2,031 1,598 78.7 
2012 2,290 1,827 79.8 
2013 2,396 1,879 78.4 
2014 2,371 1,855 78.2 
2015 2,453 1,901 77.5 
2016 2,688 2,128 79.2 

Total 18,954 13,616 71.8 

Note: “N” is the population of listed firms in each year; “n” is the number of firms disclosed BEE in 

each year.  
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Table 3 shows the sample composition broken down by industry. There are 

nineteen industries in this sample, starting from A – “Agriculture, forestry, animal 

husbandry and fishery”, to S – “Diversified industries”. The industry codes follow the 

“Guidelines for the Industry Classification of Listed Companies (2012 Revision)” (see 

Appendix A: Industry Classification of Chinese Listed Companies (2012 Revision)) 

from the China Securities Regulatory Commission (CSRC).  

 In Table 3, “n” is the sample size of number of listed firms that disclosed BEE 

in years from 2008 to 2016 in each industry. Manufacturing industry (C), Wholesale 

and retail industry (F), and Industry of information transmission (I) are the top three 

industries with the most listed firms disclosed BEE in years from 2008 to 2016. Among 

these, the Manufacturing industry has the highest number of listed firms (8,776), which 

is ten times larger than the second rank industry (Wholesale and retail). At the other 

end of the scale are the Health and social work industry (Q), Industry of resident 

service (O), and Education industry (P), which have the least number of firms 

disclosing BEE in the years from 2008 to 2016. The Education industry has a minimal 

number of only 2 firms disclosed BEE in those years. The total number of listed firms 

disclosed BEE from 2008 to 2016 in all sample industries is 13,616.  

 In Table 3, “%” is the percentage of firms disclosed BEE (“n”) to the total 

population of firms (“N”) in each industry. The Health and social work (Q) and Industry 

of culture (R) industries have the highest percentage of firms disclosed BEE. However, 

the Finance (J) industry has the lowest percentage of firms’ disclosure of BEE. The 

total BEE disclosure rate in all sample industries from 2008 to 2016 is 71.8%. 

 



 

Chapter 3: Research Design 49 

Table 3. Sample Composition by Industry. 
 Industry N n % 

A Agriculture, forestry, animal husbandry and fishery 329 257 78.1 

B Mining 500 375 75.0 

C Manufacturing 11,804 8,776 74.4 

D 
Industry of electric power, heat, gas and water 
production and supply 

670 458 68.4 

E Construction 469 325 69.3 

F Wholesale and retail 1,115 788 70.7 

G Transport, storage and postal service 655 410 62.6 

H Accommodation and catering 85 44 51.8 

I 
Industry of information transmission, Software and 
information technology services 

916 715 78.1 

J Finance 347 152 43.8 

K Real estate 1,048 645 61.6 

L Leasing and commercial service 203 122 60.1 

M Scientific research and technical service industry 93 72 77.4 

N 
Water conservancy, environment and public facility 
management industry 

165 114 69.1 

O Industry of resident service, repair and other services 32 17 53.1 

P Education 3 2 66.7 

Q Health and social work 23 23 100.0 

R Industry of culture, sports and entertainment 175 139 79.4 

S Diversified industries 322 182 56.5 
 Total 18,954 13,616 71.8 

Note: “N” is the total population of firms in each industry; “n” is the number of firms disclosed 

BEE from 2008 to 2016 in each industry.  

3.4 DISCLOSURE AND MEASUREMENT OF BEE 

This section explores the requirements to disclose BEE, the actual disclosure 

practices, and level of voluntary disclosure. Based on a deeper understanding of what 

is disclosed by firms the study’s measurement of BEE is defined.  

3.4.1 DISCLOSURE OF BEE 

BEE is not clearly defined in the Chinese tax regulation. According to the 

Implementation Rules of Enterprise Income Tax Law of the People’s Republic of China, 

from the 1st January 2008, “Entertainment expenses incurred by an enterprise in 

relation to the manufacturing or business operations shall be deducted to the extent of 

60% of the expenses incurred, but with the total entertainment expenses not exceeding 
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5‰ of sales (operating) revenue of the current period.” The tax regulation does not 

define “what is entertainment expense”. However, there are discussions among 

accounting bodies and accounting regulators in China as to “what is entertainment 

expense” (Gui, 1998; H. 刘. Liu, 2013; Quan, 2016). The Chinese Tax System (Ying 

& Xu, 2012) defines BEE as an entertaining expense incurred by corporations in 

running business. It also provides four broad types of BEE: 

1. Expenses for meals or work meals relating to business production and 

management; 

2. Expenditure for souvenir relating to business production and management; 

3. Tourist attractions entry fees, transportation costs and related expenses, relating 

to business production and management; or 

4. Business trip expenses relating to business production and management.  

Within the four broad types of BEE there are 17 terms defined by the tax 

regulation and accounting body explanatory notes as BEE. These terms, listed in Table 

4, represent the possible terms under which companies can disclose BEE and be 

consistent with the regulation. Similarly, there are four possible varieties of travel 

expenses that can be disclosed under entertainment expense. There is one reference to 

conference expense been included as entertaining expenditure. Thus, there is a wide 

variety of entertaining expenses that companies can potentially claim for deduction 

under the regulation. Appendix B: BEE, Travel, & Conference Expenses - Tax 

Regulation & Explanatory Notes summarises a detailed list of BEE, travel and 

conference expenses that can be potentially claimed under the tax regulation and by 

explanatory notes of accounting bodies (in Chinese).  
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Table 4. Tax Definition of BEE, Travel and Conference Expenses. 
BEE Travel Conference  
Accommodation fee Tourism Meeting reception 

Banquet Tourist attractions tour fee  

Business hospitality Transportation costs  

Business negotiations 

Dining fee 

Travel expenses for business associates  

Entertainment fee   

Gift fee    

Gift souvenirs   

Guest reception   

Hospitality fee   

Hospitality with tea   

International liaison 

Product marketing 

Public relations 

  

Reception of entertainment   

Social interaction   

Work meal   

Note: Shown in alphabetic order. 

The BEE data for the study are collected from annual reports, using the list in 

Table 4 as a guide. However, actual terms used in the footnotes of companies do not 

map exactly to these categories. The terms used in firms’ annual reports, shown in 

Table 5, are different to that under tax regulation or explained by accounting bodies. 

Actual terms in annual reports show more variation than those under the tax regulation 

of the explanatory notes (see Table 5).17 Appendix C: BEE, Travel, & Conference 

Expenses - Chinese Annual Reports shows a detailed list of BEE, travel, and 

conference expenses from annual reports in the Chinese language. The diversity of 

terms indicates the subtle variations in reporting behaviour by Chinese listed 

companies. Appendix D: Examples from Annual Reports Showing Variation in BEE 

Terms Used provides examples of annual report BEE disclosures. 

 
 
17 Appendix C summarises a detailed list of terms used for BEE, travel, and conference expenses 
during data collection from firms’ annual reports in Chinese language. Appendix D shows examples 
of annual reports using these terms. 
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Table 5. Annual Report Terminology for BEE, Travel, and Conference Expense. 
BEE Travel  Conference  
Advertising and business promotion fees Expenditure abroad Board fee 

Business activities fee Expenses for travel Board of directors 

Business contact fee Travel expenses Board of supervisors 

Business expenses Travel, transportation Business affairs fees 

Business hospitality  Conference training fee 

Business reception fee  Manager dues 

Business relationship fee  Meeting fee 

Communication fee   

Expansion fee   

Hospitality     

Hotel guest supplies   

Hotel program fee   

Market development fee   

Market support fee   

Office and business reception   

Promotion fee   

Promotion of promotional display fee   

Public relations fees   

Reception fees    

Service fee   
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To better compare the regulation and business terminologies, Table 6 details the 

BEE, travel, and conference expense terms used in annual reports with the 

corresponding, if any, tax regulation terms (including accounting bodies explanatory 

notes). Panel A shows that only 29.4% of the tax BEE terms are similar to 30.0% of 

the terms used in annual reports. For travel expense, 50% tax regulation travel terms 

are similar to 66.67% travel terms used in annual reports. There are no similar terms 

used for conference expense between the tax regulation and annual reports. Panel B 

details the terms that are part of the tax regulation but are not used in any annual 

reports. This reveals a subtle reporting behaviour by companies avoiding using these 

terms given that some of the terms avoided reflect gifts, personal and entertainment 

expenses. Panel C reports the terms in annual reports that have no corresponding tax 

regulation (and explanatory notes) terms. This suggests that companies tend to avoid 

using terms classified as BEE by the tax regulation and explanatory notes. However, 

firms use many variations of terms that appear to be more legitimate in that they relate 

closely to business activities and imply marketing, business development and 

promotion. The same happens for travel expenses where companies avoid using 

“Tourism” or “Tourist attraction tour fee” which on the surface would appear to be 

related to personal expenditure. The terms used for conference expenses by companies 

also appear to be more legitimately related to management and directors.  

It seems that companies use terminology that appear to relate to more legitimate 

expenses. Terms such as “gift”, “gift souvenirs”, “social interaction”, and “tourism” 

appear more akin to personal expenses, which are potentially more problematic to the 

authorities; whereas “promotion”, “promotional display”, “advertising”, and 

“travelling” appear more like legitimate business expenses, which may also be more 

easily acceptable to the authorities. Finally, terms like “product marketing” and 
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“expenditure abroad” arguably lie between legitimate marketing and BEE expenses. 

The official list includes a limited range of legitimate BEE terms, but companies may 

choose terms outside the list that obscure the nature of BEE albeit disclosed as BEE 

expenses. Most companies use broader terms which do not provide sufficient details 

as per Table 5; while a comparison between Table 4 and Table 5 terms shows just less 

than a third are matching. Notably, many companies avoid such terms as “gift” that is 

often interpreted as bribery, potentially to present a more legitimate expense picture.  

BEE should not include expenses used internally for the company staff, such as 

employees, managers or shareholders (Ou-Yang et al., 2015). Therefore, travel and 

conference expenses are not included in this study’s measure of BEE as they are more 

likely to be expenses used internally for employees, managers, and shareholders, but 

not necessarily used to entertain clients or build relationships with government 

officials (Gui, 1998; Xi, 2013).  

In summary, the Chinese tax regulation does not provide a clear definition on 

BEE. There are also different terms used in the companies' annual reports for BEE. 

Only the term BEE18 is used in the current study to identify and collect the data from 

the annual reports. However, not only is the terminology variable, the location of BEE 

disclosure is also not consistent across firms. As a result, BEE is collected from three 

different sections in the footnotes of the annual reports: (1) from the selling expenses; 

(2) from the administrative expenses; and (3) from the cash flow statement. These BEE 

raw data sources are used for analysis in this study.  

  

 

 
 
18 BEE is expressed as 业务招待费 and 业务接待费 in Chinese. 



 

Chapter 3: Research Design 55 

Table 6. Comparison on Tax Regulation and Annual Report Terminology.  

  

BEE BEE Travel Travel Conference Conference 
(Tax regulation and 
explanatory notes) 

(Annual reports) 
(Tax regulation and 
explanatory notes) 

(Annual reports) 
(Tax regulation and 
explanatory notes) 

(Annual reports) 

Panel A Business hospitality; Business hospitality;  Transportation costs; Travel, transportation;   

Similar Tax 
Regulation & 
firm terms 

Hospitality fee;  
Hospitality with tea; 

Business reception fee; 
Hospitality;  

Travel expenses for business 
associates; 

Travel expenses and 
Expenses for travel; 

  

Public relations; Office & business reception;   
Public relations fees;  

      

  Reception entertainment; Reception fees;        

Panel B Accommodation fee;   Tourism;   Meeting reception;   

Tax 
Regulation 
terms firms 
avoid 

Banquet;   Tourist attractions tour fee;       
Business negotiations;           
Dining fee;           
Entertainment fee;           
Gift fee;            
Gift souvenirs;           
Guest reception;           
International liaison;           
Product marketing;           
Social interaction;           
Work meal;           

Panel C   Advertising and business 
promotion fees; 

  Expenditure abroad;   Board Fee; 

Terms firms 
use but no 
matching tax 
term  
   
  
  
  
  

  Business activities fee;       Board of Directors; 
  Business contact fee;       Board of Supervisors; 
  Business expenses;       Business affairs fees; 
  Business relationship fee;       Conference training fee; 
  Communication fee;       Manager dues; 
  Expansion fee;       Meeting fee; 
  Hotel guest supplies;         
  Hotel program fee;         
  Market development fee;         
  Market support fee;         
  Promotion fee;         
  Promotion of promotional 

display fee; 
        

  Service fee;         

# Similar 5 6 2 2 0 0 
# Different 12 14 2 1 1 7 
  29.41% 30.00% 50.00% 66.67% 0.00% 0.00% 
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3.4.2 MEASUREMENT OF BEE 

The dependant variable in the study is the BEE disclosed by each company. Due 

to the variation in the location of the disclosed BEE, as discussed above, the dependent 

variable BEEt is calculated as the combined total of business entertainment expense, 

reported as part of selling expenses and administrative expenses, all divided by total 

sales revenue. Following Griffin et al. (2016) and Ou-Yang et al. (2015), in the cases 

where the business entertainment expenses reported in the Cash Flow Statement are 

greater than the combined total of business entertainment expense reported as part of 

selling expenses and administrative expenses, then the numerator is replaced with the 

amount shown in the Cash Flow Statement. 

3.5 MODELLING THE BEE RELATIONSHIP 

This section outlines the models developed to test each of the hypotheses. For 

each model the dependent variables, independent variables, and control variables are 

discussed and linked to the prior literature. The implications flowing from the 

hypotheses for the parameters in each model are also presented. 

3.5.1 DETERMINANTS OF VOLUNTARY BEE DISCLOSURE 

Initially the study examines the factors that determine which firms disclose 

BEE and the factors that affect how much BEE is disclosed. Drawing on the limited 

literature a model of the determinants of BEE is developed resulting in a probit model 

of the likelihood of disclosure and a regression model of the amount of BEE disclosure. 

Prior studies identify several variables affecting the disclosure of entertainment 

expenses. These variables are grouped into various categories including economic 

characteristics, external monitoring, governance, political connection, and the effect 

of anti-corruption campaign. For the economic characteristics, Selling, General and 



 

Chapter 3: Research Design 57 

Administrative expense (SG&A) (SGAt) is measured as SG&A minus BEE then scaled 

by sales revenue. SG&A is a core expense that managers wish to understate by shifting 

some expenses to special items to upward core earnings (McVay, 2006). Therefore, 

the more SG&A spent, the less likely BEE is disclosed. Sales growth (Sales Growtht) 

is measured by the percentage change in sales revenue in the current year. As BEE is 

a legitimate expense to facilitate business relationships and promote sales (Sun, 2016), 

the higher sales growth should lead to more likelihood of disclosure of BEE. Following 

Richardson (2006), free cash flow (Free Cash Flowt) is measured as the cash from 

operating activities minus extra investment in property, plant and equipment. Firms 

with higher levels of free cash flow incur higher agency costs (Richardson, 2006) and  

higher agency costs lead to more spending on BEE (Huang, Jiang, Liu, & Zhang, 2011). 

It is expected that higher free cash flow leads to higher disclosure of BEE. Firm size 

(Sizet) measured as the natural log of market capitalisation also impacts the propensity 

of BEE disclosure. BEE is typically lower for larger firms (measured by the number 

of employees) as larger firms have the economic environments with better government 

services and lower tax burdens (Cai et al., 2011). It is expected that there is a negative 

relationship between firm size and disclosure of BEE.  

Market to book ratio (MTBt) is measured as the market capitalisation to the 

total owner’s equity. It is used to capture firms’ growth opportunity and it is expected 

there is a positive relationship between firms with high MTB and disclosure of BEE 

as firms invest more in perks to build guanxi (Adithipyangkul et al., 2011). Financial 

leverage has a significant negative effects on perks due to creditor monitor that reduces 

perk consumption (H. Zhang et al., 2015). In this study, financial leverage (Leveraget) 

is measured as the total liabilities to the total assets. It is used to control the creditor 

monitoring, and it is expected there is a negative relationship between leverage and the 
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disclosure of BEE. Return on assets (ROA) measures a firm’s profitability which has 

a significantly negative effect on perks (H. Zhang et al., 2015). ROA (ROAt) is 

measured as the profits before non-recurring items scaled by total assets. It is used to 

control the effect that firm performance has on entertainment expenses and it is 

expected that there is a negative relationship between ROA and disclosure of BEE. 

Finally, following Jung, Lee, and Weber (2014), the firm’s reporting quality is 

measured using absolute discretionary accruals firms (ABACCt) based on the accrual 

quality model of Dechow and Dichev (2002) combined with the variables in modified 

discretionary accrual model of Jones (1991) as suggested in Dechow, Sloan, and 

Sweeney (1995). 19  A negative relationship is expected between high absolute 

discretionary accruals (ABACCt) and the disclosure of BEE. 

The level of external monitoring, associated with higher institutional 

ownership, impacts its level of disclosure (Charitou et al., 2007). Therefore, it is 

expected that higher institutional ownership leads to less BEE disclosure. Institutional 

ownership (Institutiont) is measured by the percentage of shares held by institutional 

investors. The disclosure of BEE (defined as ETC) by Chinese firms differs 

substantially for various types of firms such as SOEs and foreign firms (Cai et al., 

2011). Specifically, foreign firms tend to have significantly lower BEE, but domestic 

private firms and SOEs have similar levels of BEE, this may be due to that foreign 

firms have better corporate governance (Cai et al., 2011). It is expected that there is a 

negative relationship between foreign firms (Foreignt) and disclosure of BEE. Analyst 

 
 
19 In detail, the model is presented as follows: 

𝐴𝑐𝑐𝑟𝑢𝑎𝑙

𝐴𝑠𝑠𝑒𝑡
= 𝜕

1

𝐴𝑠𝑠𝑒𝑡
+ 𝜕

𝐶𝐹𝑂

𝐴𝑠𝑠𝑒𝑡
+ 𝜕

𝐶𝐹𝑂

𝐴𝑠𝑠𝑒𝑡
+ 𝜕

𝐶𝐹𝑂

𝐴𝑠𝑠𝑒𝑡
+ 𝜕

(∆𝑆𝑎𝑙𝑒 − ∆𝐴𝑅 )

𝐴𝑠𝑠𝑒𝑡
+ 𝜕

𝑃𝑃𝐸

𝐴𝑠𝑠𝑒𝑡
+ 𝜀; 

where, Accrual is the difference between net profit before extraordinary items and cash flow from 
operations; CFO is cash flow from operations; Sale is sales revenues; PPE is the gross value of property, 
plant and equipment; and Asset is the total asset.  
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coverage (Analyst Coveraget) is measured as the natural logarithm of number of 

analysts following the firm. Dhaliwal et al. (2011) find that voluntary CSR disclosure 

is associated with increased analyst coverage, improved forecast accuracy, and a 

reduction in forecast dispersion among firms with relatively superior CSR 

performance, which is beneficial to a reduction in firms’ cost of equity capital. In 

addition, S. Chen et al. (2002) find that balance sheet disclosure are relatively more 

likely among large firms with higher analyst coverage. In the current context it is 

expected that there is a positive relationship between firms with higher analyst 

coverage and disclosure of BEE. 

For governance, a large board size mitigates agency problems and improves 

organisational effectiveness (Florackis, 2008). Therefore, it is expected that firms with 

larger boards will disclose less BEE. Board size (Board Sizet) is measured as the 

natural log of the number of board members. Higher independence of board of 

directors can limit the exercise of managerial discretion by exploiting their monitoring 

ability and protecting their reputations as effective and independent decision makers 

(Florackis, 2008). Therefore, it is expected that firms with higher independence of 

board disclose less BEE. Independence of board of directors (Independencet) is 

measured as the number of independent directors divided by the total number of 

directors on the board. It is used to control political connectedness that firms with 

higher level of independence of board of directors are expected to spend less on 

business entertainment in building the connection. Therefore, a negative relationship 

between level of independence of board of directors and disclosure of BEE is expected.  

Further, the separation between the role of CEO can lead to better board 

performance, and less agency conflicts (Florackis, 2008). CEO duality (CEO Dualityt) 
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is used to measure the separation between the role of CEO. Higher perks (including 

business entertainment expenses) are more likely to be associated with a lower quality 

of financial reporting, however higher financial reporting quality through audit can 

mitigate the association (Gul et al., 2011). A Big Four auditor (Big Fourt) is used to 

proxy better external monitoring and these firms are expected to spend less on business 

entertainment. Therefore, it is expected that there is a negative relationship between 

firms with Big Four auditors and their disclosure of BEE.  

For political connection, managers of SOEs have greater conflict of interests 

and resources under control compared to non-SOEs, therefore SOEs are more likely 

to involve in corruption than non-SOEs (Griffin et al., 2016). It is therefore expected 

that there is a negative relationship between SOEs (SOEt) and disclosure of BEE. Firms 

with politically connected CEOs are more likely to have boards populated by current 

or former government bureaucrats, and the accounting of the firms run by politically 

connected CEOs is poor relative to their politically unconnected counterparts (J. P. H. 

Fan et al., 2007). It is expected that there is a negative relationship between politically 

connected firms (Politicalt) and disclosure of BEE.   

The following models, Equation 1, Equation 2 and Equation 3 are constructed 

to test the hypothesised determinants of propensity of BEE disclosure and disclosure 

of BEE amount, and the effect of the anti-corruption campaign.  

3.5.2 HYPOTHESIS 1: PROBABILITY OF BEE DISCLOSURE 

The first model tests what factors affect probability of BEE disclosure. That is, 

what types of firms are more likely to disclose BEE, and what types of firms are less 

likely to disclose BEE. To control for correlations across various factors that affect 

probability of BEE disclosure, probit regressions (Probit (Disclosure = 1)t) are used. 
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The dependent variable is a binary variable that equals one if the firm discloses BEE, 

and zero if the firm does not disclose BEE. The basis for the major independent 

variables is discussed above. The model includes economic characteristics, SG&A 

(SGAt), sales growth (Sales Growtht), free cash flow (Free CashFlowt), firm size 

(Sizet), market to book ratio (MTBt), financial leverage (Leveraget), ROA (ROAt), and 

absolute discretionary accruals firms (ABACCt). For level of external monitoring, 

institutional ownership (Institutiont), foreign ownership (Foreignt), and analyst 

coverage (Analyst Coveraget) are included. To capture governance quality, board size 

(Board Sizet), independence of board of directors (Independencet), CEO duality (CEO 

Dualityt), and Big Four auditors (Big Fourt) are included. Finally, the level of political 

connection is represented by the variables state-ownership (SOEt) and political 

connection (Politicalt). The full model is shown in Equation 1 below: 

𝑃𝑟𝑜𝑏𝑖𝑡(𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 = 1) = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ +

𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 +

𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 +

𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 +

𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

                      (Equation 1) 

 
Where Probit (Disclosure = 1)t = 1 if the firm disclose BEE; 0 if the firm does 

not disclose BEE. SGAt is Selling, General and Administrative expense, excluding 

business entertainment expense, scaled by total sales revenue in the current year. Sales 

Growtht is the percentage change in sales revenue in the current year. Free CashFlowt 

is the cash from operating activities less extra investment in property, plant and 

equipment. Sizet, firm size, is the natural logarithms of market capitalisation. MTBt, 

market to book ratio, is measured as the market capitalisation divided by the total 

owner’s equity. Leveraget, financial leverage, is measured as total liabilities divided 

by total assets. ROAt, return on assets, is profits before non-recurring items scaled by 



 

Chapter 3: Research Design 62 

total assets. ABACCt, the absolute value of discretionary accrual, is annual 

discretionary accruals using the modified Jones’ (1991) model.  

For the level of external monitoring, Institutiont is the percentage of shares held 

by institutional investors in the current year. Foreignt, foreign ownership indicators, is 

1 if the firm issues B or H shares, 0 otherwise. Where foreign investors can invest in 

the Qualified Foreign Institutional Investor (QFII) Scheme, B-shares and H-shares, are 

firms cross-listed on the Hong Kong Stock Exchange (Hu, Li, Duncan, & Xu, 2020).  

Analyst Coveraget is the natural logarithm of number of analysts that follow the firm. 

For quality of governance, Board Sizet, is the natural log of the number of board 

members. Independencet, the level of independence of board of directors, is the 

number of independent directors divided by the total number of directors on the board. 

CEO Dualityt, is a dummy variable, 1 if the firm’s CEO is also the chair of the board, 

zero otherwise. Big Fourt, is 1 if the firm hires the Big Four auditor, and 0 if the firm 

does not hire a Big Four auditor.  Finally, for the level of political connection, SOEt, 

is 1 if the firm is a SOE and 0 if the firm is not a SOE. Politicalt, is a dummy variable 

that is 1 if the firm is politically connected (i.e., if the chairperson or the CEO is a 

current member of People’s Congress or People’s Consultative Conference), and 0 

otherwise.  

3.5.3 HYPOTHESIS 2: DETERMINANTS OF BEE SPENDING 

The second model tests the determinants of spending on BEE, the disclosed 

amount. That is, what factors drive firms to disclose higher amounts of BEE, and what 

factors drive firms to disclose lower amounts of BEE. To control for correlations 

across various factors that affect BEE disclosure amount, linear regressions are used. 

The dependent variable is BEE scaled by total sales revenue (BEEt). The independent 
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variables are the same as Equation 1 (and are not repeated here).  The model for BEE 

spending is shown in Equation 2 below:  

𝐵𝐸𝐸 = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 +

𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 +

𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 +

𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 +

𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀               (Equation 2) 

 
Where BEEt is business entertainment expenditure, scaled by total sales revenue. 

See the discussion of Equation 1 for the definitions of the independent variables. 

3.5.4 HYPOTHESIS 3: ANTI-CORRUPTION CAMPAIGN IMPACT ON BEE  

Hypothesis 3 argues that firms subject to higher political costs will report greater 

reductions in disclosure of, and spending on, BEE (BEEt) than other firms after the 

anti-corruption campaign. This model is based on Griffin et al. (2016) and Qian and 

Wen (2015) and examines the impact of political changes in the form of the anti-

corruption campaign in 2012 on the reporting of BEE by companies. Disclosure of 

BEE is a dummy variable of 1 if it is disclosed and 0 otherwise. For BEE spending, 

dependent variable, BEEt, is the total of business entertainment expense in selling 

expenses, and in administrative expenses (replace by business entertainment expense 

in cash flow Statement if the previous total is less than in cash flow Statement), divided 

by total sales revenue.  

In addition to the same independent variables as in Equation 1 and Equation 2, a 

dummy variable for after the anti-corruption campaign (Aftert) is used to measure the 

impact on BEE disclosure after the anti-corruption campaign. As the information 

transparency improved after the anti-corruption campaign due to higher political costs 

(Hu et al., 2020), it is expected that firms are more likely to disclose BEE after the 

campaign. 



 

Chapter 3: Research Design 64 

The model includes three dummy variables to capture the impact of the anti-

corruption campaign. The first dummy variable for after the anti-corruption campaign 

(Aftert) is 1 for all firm-years from 2012 onwards. The second dummy, High BEEt is 

measured 1 if the firm spending on BEE is higher than the industry mean and is 

included to test whether firms spend higher BEE than their industry mean disclose 

more BEE. This is then combined with the first dummy to form an interaction term, 

High BEEt X Aftert, which is measured as firms spend BEE above the industry mean 

after the anti-corruption campaign, to test whether these high BEE firms are the ones 

that disclose more BEE after the anti-corruption campaign. The following two-part 

model is estimated: 

Model 1: 𝑃𝑟𝑜𝑏𝑖𝑡 (𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 = 1)  𝑜𝑟 Model 2: 𝐵𝐸𝐸

= 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤

+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶

+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒

+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦

+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽 𝐴𝑓𝑡𝑒𝑟

+ 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸  × 𝐴𝑓𝑡𝑒𝑟 + 𝜀  

                   (Equation 3) 
 

Where Probit (Disclosure = 1)t is1 if the firm disclose BEE; 0 if the firm does 

not disclose BEE. BEEt is business entertainment expenditure, scaled by total sales 

revenue. To capture the impact of the anti-corruption campaign, Aftert = 0 if year < 

2012; 1 if year ≥ 2012. High BEEt is 1 if the firm spending on BEE is higher than the 

industry mean. High BEEt x Aftert is 1 if the firm spend on BEE is above the industry 

mean after the anti-corruption campaign. It is expected a significant negative 

coefficient on Aftert as firms disclose less BEE after the anti-corruption campaign. It 

is expected a significant positive coefficient on High BEEt but a significant negative 
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coefficient on High BEEt x Aftert as these firms reduce the spending on BEE after the 

anti-corruption campaign. The remainder of the independent variables are the same as 

defined for Equation 1.   

3.5.5 HYPOTHESIS 4: BEE AND FUTURE SALES GROWTH  

Hypothesis 4 predicts a positive relationship between BEE and future sales 

growth. This model draws on Xu et al. (2017) and examines the relationship between 

BEE expenditure and future performance in the form of sales growth. Xu et al. (2017) 

find that BEE positively impacts firm performance. Future sales growth is the 

dependent variable and BEE is one of several independent variables with various 

controls. The following equation is estimated: 

𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ +

𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 +

𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 +

𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 +

𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀      

                  (Equation 4) 

 
Where future sales growth, Sales Growtht+1, is the dependent variable, and is the 

percentage change in sales revenue in the future year. Sales Growtht+1 is calculated as 

between total sales in the future year and in the current year, divided by total sales in 

the current year. BEE (as defined in Section 3.4.2) is the first independent variable 

based on Xu et al.’s (2017) finding of a positive relationship between BEE and firm 

performance. Prior research also finds that cost retrenchment such as Selling, General 

and Administrative expenses is related to firm performance (Morrow et al., 2004). 

Therefore, SGAt is included to test if the expense impacts firm performance. SGAt, is 

the Selling, General and Administrative expense, excluding business entertainment 

expense, scaled by total sales revenue in the current year.  
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Following Cai et al. (2011); Griffin et al. (2016); Jiang, Lee, and Yue (2010); Ke 

et al. (2016); Mironov (2015); Xu et al. (2017); Xue et al. (2016) the study includes 

controls for economic characteristics, external monitoring, governance, and political 

connection. These are the same measures as those employed as the independent 

variables in Equation 1, Equation 2 and Equation 3. For clarity, a summary of all 

variable measures used in estimating Equation 4 are listed in Table 7.  

Table 7. Measurement of Equation 4 Variables. 
Variable  Definition 

Dependent Variable:  

Sales Growtht+1 The percentage change in sales revenue in the future year (Salet+1 - 
Salet)/Salet. 

Independent Variables:  

BEEt BEE scaled by total sales revenue in the current year 

SGAt Selling, General and Administrative expense, excluding business 
entertainment expense, scaled by total sales revenue in the current year 

Control Variables:  

Sales Growtht Percentage change in sales revenue (Salet - Salet-1)/Salet-1. 

Free CashFlowt Cash from operating activities less investment in property, plant and 
equipment. 

Sizet Natural log of market capitalisation. 

MTBt Market to book ratio. 

Leveraget Total liabilities divided by total assets. 

ROAt Profits before non-recurring items scaled by total assets. 

ABACCt Absolute value of discretionary accrual using the modified Jones’ 
(1991) model. 

Institutiont Number of independent directors divided by total number of directors. 

Foreignt Foreign ownership of the firms. 

Analyst Coveraget Natural logarithm of number of analysts.  

Board Sizet Natural log of board members. 

Independencet Percentage independent board of directors. 

CEO Dualityt Dummy variable: one if the firms where the CEO is also the chair of 
the board, zero otherwise. 

Big Fourt Dummy variable: one if the firm hires the Big Four auditors, zero if 
the firm does not hire the Big Four auditors.  

SOEt Dummy variable: one if the firm is SOE, zero if the firm is not SOE.  

Politicalt Dummy variable: one if the chairperson or the CEO is a current 
member of People’s Congress or People’s Consultative Conference, 
zero otherwise.  
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The coefficient on BEEt, 1, is expected to be positive if the spending on BEE 

drives higher future sales growth.  The null and alternate forms of hypothesis 4 can be 

stated in terms of the regression coefficients from Equation 4 as follows: H40: 1 = 0, 

and H41: 1 > 0. 

3.5.6 HYPOTHESIS 5: BEE AND FUTURE GOVERNMENT SUBSIDIES  

Hypothesis 5 states that BEE is positively related to future government subsidies. 

This model is based on the works of Z. Zhang and Jin (2017) and J. Li and Zhao (2015) 

and estimates the role of BEE in the firm obtaining government subsidies. The main 

dependent variable Subsidyt+1 is the amount of government subsidy firms receive in 

the future year. BEEt and SGAt are used to proxy business entertainment expenses and 

Selling, General and Administrative expense in the current year. The following 

equation is estimated: 

𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 +

𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 +

𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 +

𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 +

𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀       

                   (Equation 5) 

 

Where future government subsidy is the dependent variable, expressed as 

Subsidyt+1, which is the government subsidy in the future year received by the firm. It 

is calculated as government subsidy received by firms in the future year divided by 

total sales revenue.  

Prior research shows that government subsidies in China are granted based on 

the political connections of firms’ independent directors (Z. Zhang & Jin, 2017), and 
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firms with few natural political connections have more incentive to network with 

government officials (J. Li & Zhao, 2015). Based on these arguments, BEE should 

improve political connections therefore help firms receive more government subsidies. 

BEE is used as an independent variable in this hypothesis. Prior research also finds 

that cost retrenchment such as Selling, General and Administrative expenses is related 

to the firm’s rent-seeking behaviour (S. Li, Wu, & Jiang, 2018), which affects the 

government subsidy received by firms. Therefore, SGAt is also included to test if the 

expense has an impact on future government subsidy. SGAt, is the Selling, General and 

Administrative expense, excluding business entertainment expense, scaled by total 

sales revenue in the current year. 

The study includes controls for economic characteristics, external monitoring, 

governance, and political connection. These are the same measures as those employed 

as the independent variables in Equation 1, Equation 2 and Equation 3. For clarity, a 

summary of all variable measures used in estimating Equation 5 are listed in Table 8. 

 

 

Table 8. Measurement of Equation 5 Variables.  
Variable  Definition 

Dependent Variable:  

Subsidyt+1 Government subsidy received by firms in the future year divided by total 
sales revenue. 

Independent Variables:  

BEEt BEE expense scaled by total sales revenue in the current year. 

SGAt Selling, General and Administrative expense, excluding business 
entertainment expense, scaled by total sales revenue in the current year. 

Control Variables:  

Subsidyt Government subsidy received by firms in the current year. 

Additional Controls Additional controls are the same as for Equation 4 – see Table 7 for 
definitions.  
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Finally, the coefficient on BEEt, 1, is expected to be positive if the spending on 

BEE drives higher government subsidies. The null and alternate forms of hypothesis 

5 can be stated in terms of the regression coefficients from Equation 5 as follows:  H50: 

1 = 0, H51: 1 > 0. 

3.6 SUMMARY 

This chapter discusses the research methodology and defines the sample. The 

chapter detailed the contrast between the tax definition of BEE and the terms used to 

disclose BEE by companies. Based on this discussion the measurement of BEE is 

defined excluding travel and conferences expenses and if business entertainment 

expense is disclosed as part of SG&A (or cash flows if higher). The equations to model 

the determinants of BEE voluntary disclosure and amount are defined, including 

measures for the dependent, independent and control variables. A detailed list of 

calculation of variables using STATA, including dependent variables, independent 

variables, and control variables, are shown in Table 9 (also refer to Appendix E: 

Summary of Variable Calculations). 
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Table 9. Summary of Variables and Measures.  
Variable  Definition 

Dependent Variables:  

Equation 1 & 3: Probit 
(Disclosure = 1)t 

Probability of BEE disclosure: 1 if the firm disclose BEE; 0 if the firm does 
not disclose BEE. 

Equation 2 & 3: BEEt BEE scaled by total sales revenue in current year 

Equation 4: Sales Growtht+1 Percentage change in sales revenue in the future year 

Equation 5: Subsidyt+1 Government subsidy received by firms in the future year divided by total 
sales revenue. 

Independent Variables:  

BEEt BEE scaled by total sales revenue in the current year 

SGAt Selling, General and Administrative expense, excluding business 
entertainment expense, scaled by total sales revenue in the current year 

Aftert Dummy variable: one if years after 2012, zero otherwise. 

High BEEt X Aftert Firms spending BEE above the industry mean after the anti-corruption 
campaign. 

High BEEt Firms spend BEE higher than the industry mean. 

Control Variables:  

Sales Growtht Percentage change in sales revenue (Salet - Salet-1)/Salet-1. 

Subsidyt Government subsidy received by firms in the current year. 

Free CashFlowt Cash from operating activities less investment in property, plant and 
equipment. 

Sizet Natural log of market capitalisation. 

MTBt Market to book ratio. 

Leveraget Total liabilities divided by total assets. 

ROAt Profits before non-recurring items scaled by total assets. 

ABACCt Absolute value of discretionary accrual, using the modified Jones’ (1991) 
model. 

Institutiont Percentage of shares held by institutional investors in the current year. 

Foreignt Dummy variable: one if the firm issues B or H shares, zero otherwise. 

Analyst Coveraget Natural logarithm of number of analysts.  

Board Sizet Natural log of board members. 

Independencet Number of independent directors divided by total number of directors.  

CEO Dualityt Dummy variable: one if the firms where the CEO is also the chair of the 
board, zero otherwise. 

Big Fourt Dummy variable: one if the firm has a Big-Four auditor, zero otherwise.  

SOEt Dummy variable: one if firm is classified as state-owned enterprises, and 
zero otherwise. 

Politicalt Dummy variable: one if the chairperson or the CEO is a current member of 
People’s Congress or People’s Consultative Conference, zero otherwise.  
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Chapter 4: Results and Discussion 

4.1 INTRODUCTION 

This chapter presents the descriptive statistics, the analysis, and results of 

hypothesis testing. Section 4.2 summarises the disclosure of BEE by year and industry, 

outlines the summary statistics for all dependent and independent variables, and 

presents the correlation between the variables. Section 4.3 presents the main results 

and robustness analysis testing for hypotheses 1 to 5 discussed in Chapter 2. Finally, 

Section 4.4 summarises the study’s main findings. 

4.2 DESCRIPTIVE STATISTICS 

This section introduces the descriptive statistics for the main BEE variables, 

broken down by year and by industry, as well as the descriptive statistics for the control 

variables. A Pearson correlation matrix is also presented to provide insight into the bi-

variate relationships between the variables.   

4.2.1 BEE, SALES GROWTH AND SUBSIDY DESCRIPTIVES 

Business entertainment expense, sales growth and government subsidy levels are 

the focal variables in this study. The descriptive statistics for BEE (in millions) and for 

scaled BEE, BEE/Sales (%), as well as Future Sales Growth (%) and Subsidy/Sales 

(%), are reported by year in Table 10.  

 “BEE (in millions)”, reported in Table 10, is the median BEE amount in millions 

of Chinese Yuan disclosed in each year. The median BEE increases from 2008 to 2012, 

peaks in 2012, and decreases after 2012. After 2008, when the tax regulation on BEE 

became effective, mainland Chinese listed firms started to disclose more BEE 
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expenditure. When BEE became tax-deductible from 2008 it incentivised firms to 

disclose and deduct BEE under the new tax regulation. However, after 2012 when the 

anti-corruption campaign began, Chinese listed firms started to reduce the disclosure 

of BEE expenditure. Potentially the anti-corruption campaign politicised the 

disclosure of BEE for these firms. The higher political pressure and risk after the 

campaign incentivised firms to either spend less on BEE, to disclose less BEE or both.  

“BEE/Sales (%)” is the median of the percentage BEE amount relative to sales 

revenue. One research question for the study is whether companies with higher 

revenue are more likely to spend on BEE. The median percentage of BEE relative to 

sales increases from 2008 to 2012, then decreases after 2012. This indicates that 

disclosure of BEE relative to sales increases after the BEE tax regulation became 

effective, then decreases after the anti-corruption campaign. This change in pattern is 

consistent to disclosure of BEE (in millions), shown in Table 10, that spending of BEE 

increases from 2008 to 2012, then decreases after 2012. In addition, the pooled firm-

year median percentage of BEE relative to sales is 0.32%. However, the 75 percentile 

is 0.7% (see Table 12), indicating that some companies spend or disclose more BEE 

than the tax-deductible limit of 0.5% of sales (Wen, 2007). A question to address is 

why companies spend or disclose more BEE than is tax deductable? Equality the 

portion of the non-tax-deductible BEE needs to be investigated further.  

“Future Sales Growth (%)” is the median percentage of future sales growth 

relative to sales revenue. The future sales growth relative to sales revenue greatly 

increases from 2008 to 2009, decreases from 2009 to 2014, and then increases from 

2014 to 2016. One potential reason for the increase after 2008 is the BEE tax regulation 

incentivising BEE spending and disclosure, and potentially because BEE promotes 

sales (see hypothesis H4). The decreasing rate of “Future Sales Growth” after 2009 
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suggests that the stimulative effect of the increased spending on BEE starts to decline 

relative to the peak of 2009, which is investigated further in testing the Sales Growth 

hypothesis (H4) in Section 4.3.4 (pp. 98). 

Finally, Table 10 reports the “Subsidy/Sales (%)”, the median percentage of 

government subsidy relative to sales revenue. The percentage indicates the relative 

financial assistance government provides to companies. The median increases from 

2008 to 2012, it then plateaus through to 2016 and then declines in 2016. The financial 

support from government to the companies potentially increasing from 2008 due to the 

global financial crisis, but the rate of subsidy flattens from about 2012 potentially due 

to the impact of the anti-corruption campaign. 

 

Table 10. Median BEE, Sales Growth and Subsidy by Year. 

Year 
BEE 

(in millions) 
BEE/Sales 

(%) 

Future 
Sales Growth 

(%) 
Subsidy/Sales 

(%) 

2008 3.65 0.30 4.93 0.22 

2009 4.01 0.32 23.13 0.23 

2010 4.70 0.34 16.27 0.26 

2011 5.16 0.36 6.46 0.31 

2012 5.38 0.38 10.77 0.32 

2013 5.19 0.35 7.83 0.30 

2014 4.72 0.29 3.25 0.31 

2015 4.68 0.28 11.65 0.31 

2016 5.05 0.28 18.77 0.22 

Total 4.86 0.32 11.06 0.21 
BEE in Chinese Yuan in millions and BEE (scaled by sales), Future Sales Growth, and Subsidy 
(scaled by sales) in percentage. Total is all firm-year data pooled.  

 

The median BEE, Sales Growth and Subsidy by industry, are reported in Table 

11. There are nineteen industries in the sample, starting from A – “Agriculture, 

forestry, animal husbandry and fishery”, to S – “Diversified industries”. The industry 

codes follow the “Guidelines for the Industry Classification of Listed Companies 

(2012 Revision)” (see Appendix A: Industry Classification of Chinese Listed 
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Companies (2012 Revision)) from the CSRC. Table 11 reports the median BEE (in 

millions Chinese Yuan) amount disclosed, by each industry, pooled across the years 

from 2008 to 2016.  

The three industries that disclosed the highest BEE amount are Finance (J) with 

67.70 million, Education (P) with 9.46 million, and Industry of culture, sports and 

entertainment (R) with 8.39 million. The Finance industry disclose over six times more 

BEE than the other two industries. The three industries that disclosed the least BEE 

amount are Water conservancy (N) with 3.45 million, Industry of resident service (O) 

with 3.19 million, and Accommodation and catering (H) with 1.43 million.  

BEE/Sales (%) is the median percentage of BEE amount relative to sales 

revenue for each industry, pooled across the years from 2008 to 2016. The three 

industries with the highest percentage BEE/Sales are Finance (J) with 1.64%, Industry 

of information transmission (I) with 0.88% and Education (P) with 0.78%. The three 

industries with the lowest percentages are Mining industry (B) with 0.19%, Industry 

of electric power (D) with 0.17%, and Wholesale and retail (F) with 0.16%. These 

three industries disclosed BEE of less than 0.5% of sales revenue which is the 

maximum tax deduction of BEE (Wen, 2007).  

 Future Sales Growth (%) is the median percentage future sales growth relative 

to sales revenue in each industry, pooled across the years from 2008 to 2016. There is 

a wide range of growth prospects across the sample industries.  

The three industries with the highest percentage Future Sales Growth are 

Health and social work (Q) with 30.86%, Scientific research and technical service 

industry (M) with 25.09% and Leasing and commercial service (L) with 22.47%. The 

three industries with the lowest percentages are Mining (B) with 6.41%, Diversified 

industries (S) with 5.87% and Accommodation and catering (H) with 1.67%.  
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Table 11. Median BEE, Sales Growth and Subsidy by Industry. 

 Industry 
BEE 

(in million) 
Sales 

(in million) 
BEE/Sales 

(%) 

Future 
Sales 

Growth (%) 

Subsidy 
(in million) 

Subsidy/Sales 
(%) 

A Agriculture, forestry, animal husbandry and fishery 3.58 47.50 0.33 7.91 14.00 12.70 
B Mining 6.62 282.00 0.19 6.41 6.95 1.29 
C Manufacturing 4.64 93.00 0.33 11.23 9.82 6.89 
D Industry of electric power, heat, gas and water production and supply 4.22 194.00 0.17 8.78 12.70 3.48 
E Construction 8.17 226.00 0.20 13.60 6.59 2.13 
F Wholesale and retail 6.34 138.00 0.16 9.17 4.76 2.48 
G Transport, storage and postal service 4.97 239.00 0.31 7.42 6.50 2.04 
H Accommodation and catering 1.43 46.60 0.30 1.67 0.33 0.06 

I 
Industry of information transmission, software & information technology 
services 6.29 96.50 0.88 18.22 11.80 10.13 

J Finance 67.70 2240.00 1.64 15.06 14.20 0.56 
K Real estate 4.45 232.00 0.31 12.10 1.00 0.18 
L Leasing and commercial service 3.66 122.00 0.40 22.47 3.24 3.16 
M Scientific research and technical service industry 3.81 143.00 0.39 25.09 5.83 4.32 
N Water conservancy, environment, and public facility management industry 3.45 109.00 0.53 11.41 4.05 2.54 
O Industry of resident service, repair, and other services 3.19 119.00 0.28 10.12 5.50 6.91 
P Education 9.46 282.00 0.78 12.77 9.54 3.76 
Q Health and social work 5.06 210.00 0.46 30.86 3.73 2.75 
R Industry of culture, sports, and entertainment 8.39 330.00 0.53 12.64 23.60 8.76 
S Diversified industries 3.72 70.20 0.47 5.87 3.83 3.30 
 Total 4.86 111.00 0.32 11.06 8.95 5.39 
 BEE in Chinese Yuan in millions and BEE (scaled by sales), Future Sales Growth, and Subsidy (scaled by sales) in percentage. Total is all firm-year data pooled.  
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Finally, Table 11 shows the Subsidy/Sales (%), the median percentage subsidy 

relative to sales revenue in each industry, pooled across the years from 2008 to 2016. 

The three industries with the highest subsidy percentages are Agriculture, forestry, 

animal husbandry and fishery (A) with 12.70%, Industry of information transmission 

(I) with 10.13% and Industry of culture (R) with 8.76%. The three industries with the 

lowest percentages are Accommodation and catering (H) with 0.06%, Real estate (K) 

with 0.18%, and Finance (J) with 0.56%. This also evidences a differential rate of 

subsidy across the industries in the sample.  

The descriptive statistics for the dependent, independent and control variables 

are reported in Table 12. The descriptive statistics reported in Table 12 include: Mean, 

the average for the respective variable; SD, the standard deviation for the respective 

variable; and p5, p25, p50, p75, and p95, the 5th, 25th, 50th, 75th, and 95th percentiles 

of the respective variable’s distribution. For completeness, Table 12 also reports the 

descriptive statistics for three instrumental variables that are employed later in the 

thesis in robustness analysis. The instrumental variables are as follows: Distancet, the 

firm’s distance to the central government Beijing, which is measured as the log of 

geographical kilometre distance between the headquarters of the firm and 

Zhongnanhai in Beijing; Temple Intensityt which captures the temple intensity, 

measured by the number of Confucian temples in the firm’s headquartered city divided 

by the geographical area of the city where the temple is located; finally, Median Perkt 

is the median of the firm’s perks (the sum of the total of travelling, meeting, board 

meeting, corporate car expense, and overseas training & education expenses).  
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Table 12. Distribution Statistics for Dependent, Independent, Control and Instrumental Variables. 
Variable N Mean SD p5 p25 p50 p75 p95 
BEEt 13,616 0.006 0.009 0.000 0.001 0.003 0.007 0.020 
Sales Growtht+1 13,616 0.214 0.596 -0.301 -0.033 0.111 0.287 0.959 
Subsidyt+1 13,616 0.005 0.007 0.000 0.000 0.002 0.006 0.019 
SGAt 13,616 0.167 0.145 0.027 0.078 0.129 0.205 0.454 
Sales Growtht 13,616 0.201 0.556 -0.289 -0.024 0.100 0.273 0.907 
Subsidyt 13,616 0.006 0.008 0.000 0.001 0.003 0.007 0.020 
Free CashFlowt 13,616 0.171 0.140 0.027 0.073 0.128 0.224 0.469 
Sizet 13,616 22.416 0.955 20.991 21.740 22.361 22.988 24.098 
MTBt 13,616 4.291 4.719 1.111 1.991 3.060 5.001 11.214 
Leveraget 13,616 0.454 0.236 0.102 0.274 0.446 0.620 0.820 
ROAt 13,616 0.047 0.066 -0.054 0.017 0.043 0.078 0.153 
ABACCt 13,616 0.061 0.065 0.004 0.019 0.042 0.080 0.189 
Institutiont 13,616 0.022 0.033 0.000 0.000 0.007 0.031 0.096 
Foreignt 13,616 0.013 0.064 0.000 0.000 0.000 0.000 0.000 
Analyst Coveraget 13,616 1.703 1.127 0.000 0.693 1.946 2.639 3.332 
Board Sizet 13,616 2.129 0.301 1.792 2.079 2.197 2.197 2.485 
Independencet 13,616 0.366 0.065 0.333 0.333 0.333 0.400 0.444 
CEO Dualityt 13,616 0.754 0.431 0.000 1.000 1.000 1.000 1.000 
Big Fourt 13,616 0.040 0.196 0.000 0.000 0.000 0.000 0.000 
SOEt 13,616 0.433 0.495 0.000 0.000 0.000 1.000 1.000 
Politicalt 13,616 0.394 0.489 0.000 0.000 0.000 1.000 1.000 
Distancet 13,616 13.411 1.522 9.086 13.355 13.884 14.235 14.533 
Temple Intensityt 13,616 0.145 0.138 0.002 0.066 0.107 0.168 0.598 
Median Perkt 13,616 0.006 0.006 0.001 0.003 0.005 0.008 0.018 

See Appendix E: Summary of Variable Calculations for detail variable definitions. 
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4.2.2 BI-VARIATE CORRELATIONS 

Pearson bi-variate correlations for all dependent, independent, and control 

variables are reported in Table 13. Because the large sample size inflates the t-statistics 

for the correlation coefficients, Table 13 shows only correlations greater or less than 

an arbitrary cut-off of 0.3 (shaded in grey). Those correlations that are significantly 

different from zero at the 1 percent level using a two-tailed test are indicated with an 

asterisk (*). The focal variable BEE is reported in column one in the table. There are 

significant bi-variate correlations between BEE and all other test variables. There are 

significant and positive correlations between BEE and Sales Growtht+1, Subsidyt+1, 

SGAt, Subsidyt, Free CashFlowt, MTBt, ABACCt, Institutiont, Independencet, and 

Median Perkt. There are significant and negative correlations between BEE and Sales 

Growtht, Sizet, Leveraget, Foreignt, Analyst Coveraget, Board Sizet, CEO Dualityt, Big 

Fourt, SOEt, and Distancet. Further tests on these relationships are performed in later 

analysis. The highest correlation coefficient between BEE and other independent 

variables is 0.443 (BEEt and SGAt), which indicates that firms having higher Selling, 

General and Administrative expenses, are likely to spend more on BEE. 

The simplest indicator of potential multicollinearity is the bivariate Pearson 

correlations among predictors. A high correlation coefficient (r = .7 or a higher value) 

indicates a potential for multicollinearity problems (Yu, Jiang, & Land, 2015). In Table 

13, the highest correlation coefficient is 0.532, between Subsidyt and Subsidyt+1, which 

is reasonable that firms receive higher subsidy in the current year are likely to receive 

higher subsidy in the future year. All other correlation coefficients are less than 0.5, 

which is below the threshold indicating potential multicollinearity problems. 

Therefore, it is safe to perform further tests among these variables as a 

multicollinearity problem is less likely to occur.  
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Table 13. Pearson Correlations. 

  Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

1 BEEt 1.000       
       

2 Sales Growtht+1 0.139* 1.000      
       

3 Subsidyt+1 0.084* -0.030* 1.000     
       

4 SGAt 0.443* 0.182* 0.109* 1.000    
       

5 Sales Growtht -0.050* 0.034* -0.031* -0.086* 1.000   
       

6 Subsidyt 0.078* -0.009 0.532* 0.147* -0.023* 1.000  
       

7 Free CashFlowt 0.177* 0.011 0.080* 0.176* 0.028* 0.077* 1.000        
8 Sizet -0.076* 0.026* -0.132* -0.108* 0.124* -0.070* 0.004 1.000       

9 MTBt 0.128* 0.170* 0.020* 0.215* 0.069* 0.075* 0.045* 0.100* 1.000      

10 Leveraget -0.098* 0.004 -0.060* -0.213* 0.026* -0.106* -0.405* 0.021* 0.005 1.000     

11 ROAt 0.010 -0.046* 0.001 -0.065* 0.179* 0.090* 0.300* 0.245* 0.028* -0.415* 1.000    

12 ABACCt 0.033* 0.074* 0.017* 0.013 0.174* 0.003 0.029* -0.003 0.098* 0.147* -0.058* 1.000   

13 Institutiont 0.024* 0.061* 0.063* 0.044* 0.060* 0.040* 0.105* 0.135* 0.078* -0.072* 0.249* 0.000 1.000  

14 Foreignt -0.018* -0.015 -0.019* -0.009 -0.023* -0.030* -0.057* 0.149* -0.011 0.077* -0.025* -0.017* -0.075* 1.000 

15 Analyst Coveraget -0.031* -0.025* 0.009 -0.057* 0.035* 0.018* 0.175* 0.479* -0.126* -0.158* 0.377* -0.078* 0.372* 0.007 

16 Board Sizet -0.026* -0.036* -0.011 -0.083* -0.031* -0.037* -0.041* 0.108* -0.083* 0.104* -0.004 -0.024* 0.015 0.027* 

17 Independencet 0.035* 0.022* -0.012 0.042* -0.001 0.004 0.018* 0.056* 0.058* -0.021* -0.01 0.014 -0.005 0.002 

18 CEO Dualityt -0.053* -0.029* -0.033* -0.093* -0.016 -0.048* -0.075* 0.041* -0.060* 0.117* -0.052* -0.021* -0.028* 0.026* 

19 Big Fourt -0.028* -0.024* -0.030* -0.073* -0.015 -0.034* -0.042* 0.260* -0.067* 0.085* 0.023* -0.026* -0.023* 0.338* 

20 SOEt -0.136* -0.072* -0.007 -0.198* -0.069* -0.041* -0.128* 0.077* -0.134* 0.280* -0.137* -0.031* -0.025* 0.128* 

21 Politicalt -0.012 -0.017* 0.000 -0.029* 0.000 -0.015 -0.003 0.011 -0.069* -0.016* 0.050* -0.001 0.013 0.017* 

22 Distancet -0.038* 0.000 -0.011 -0.035* -0.030* -0.017* -0.070* -0.132* 0.000 0.003 -0.046* -0.017* -0.067* -0.015 

23 Temple Intensityt 0.002 -0.001 0.008 0.026* 0.008 0.014 0.091* 0.081* 0.010 -0.064* 0.051* 0.012 -0.022* 0.177* 

24 Median Perkt 0.278* 0.043* 0.104* 0.403* 0.003 0.123* 0.235* -0.027* 0.110* -0.235* 0.147* -0.037* 0.114* -0.035* 
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Notes: Pearson correlations are presented, and correlations at 1% significant level are bolded. Continuous variables, including BEEt, Sizet, MTBt, Leveraget, ROAt, Analyst Coveraget, Board 
Sizet, Independencet, are winsorised by year at the 1% and 99% levels. Variable definitions are presented in Appendix E: Summary of Variable Calculations. 
 

 Variable 15 16 17 18 19 20 21 22 23 24 

15 Analyst Coveraget 1.000           
16 Board Sizet 0.100* 1.000          
17 Independencet 0.010 0.195* 1.000         
18 CEO Dualityt -0.046* 0.102* -0.105* 1.000        
19 Big Fourt 0.146* 0.064* 0.021* 0.047* 1.000       
20 SOEt -0.099* 0.194* -0.061* 0.261* 0.104* 1.000      
21 Politicalt 0.073* 0.026* -0.015 0.030* -0.000 -0.066* 1.000     
22 Distancet -0.098* 0.002 0.005 -0.007 -0.061* -0.080* 0.077* 1.000    
23 Temple Intensityt 0.007 -0.024* 0.012 0.011 0.104* -0.002 -0.010  -0.146* 1.000   
24 Median Perkt 0.070* -0.038* 0.023* -0.062* -0.050* -0.173* -0.023* -0.039* 0.033* 1.000 
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4.3 HYPOTHESES TESTING 

The following sections report analyses and results for the testing of the 

hypotheses developed in Chapter 2. Specifically, Hypotheses 1, 2, and 3 relate to the 

probability and the amount of BEE disclosure and the key factors or determinants of 

the disclosure. Hypotheses 4 and 5 relate to the consequences of BEE expenditure, 

namely the level of future sales growth and level of future government subsidies.   

4.3.1 HYPOTHESIS 1: PROBABILITY OF BEE DISCLOSURE   

 Hypothesis 1 states that the probability of BEE disclosure is related to the firm’s 

economic characteristics, level of external monitoring, quality of governance, and 

level of political connection. Table 14 shows the results of these dimensions on the 

propensity to disclose BEE.  

The likelihood of BEE voluntary disclosure is impacted by a range of economic 

characteristics including the general level of expenditure on Selling, General and 

Administrative expense (SG&A). SGAt is measured as SG&A minus BEE then scaled 

by sales revenue. SG&A is a core expense that managers often wish to understate by 

shifting some expenses to special items to increase core earnings (McVay, 2006). The 

result show that SGAt and the probability of BEE disclosure are negatively related, 

suggesting that firms are less likely to disclose BEE when the SG&A is high. This is 

consistent with the argument that high SG&A is interpreted as a negative signal and 

thus managers want to understate it.  

 The coefficient on sales growth in the current year (Sales Growtht) is 

significantly positive, indicating that the increase in sales growth in the current year 

encourages firms to disclose BEE. This is reasonable because if there is sales growth 

in the current year, managers perceive BEE as legitimate expenses to build guanxi 

relationship to promote business, therefore they are more likely to spend and disclose 
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BEE. Firm size (Sizet) inversely impacts propensity of BEE disclosure suggesting that 

large firms are less likely to disclose BEE. One implication is that large firms are 

exposed to higher public scrutiny and governmental monitoring, therefore they are 

more reluctant to disclose BEE than smaller firms.  

 The correlation between market to book ratio (MTBt) and probability of BEE 

disclosure is significantly positive, indicating that higher growth opportunity 

encourages BEE spending and disclosure. A higher growth opportunity for firms is a 

positive signal and supports the legitimacy of spending on BEE, therefore firms are 

more likely to disclose BEE.  

 In relation to the level of external monitoring, the coefficient on foreign 

ownership (Foreignt) is significantly negative at five percent significance level, 

indicating that firms with foreign ownership are less likely to disclose BEE. A potential 

reason is that foreign firms operating under higher quality governance are less likely 

to engage in corrupt BEE to make a guanxi investment. Alternatively, firms manipulate 

their BEE spending to minimise the attention of foreign investors that perceive guanxi 

as a negative signal due to differences in culture, value judgement, and practice 

principles.  

 Similarly, the coefficient on the governance variable, Big Four auditors (Big 

Fourt) is significantly negative at one percent level, indicating that firms with Big Four 

auditors are less likely to disclose BEE. The potential reason is that similar to foreign 

ownership, firms with Big Four auditors have good governance and thus are less likely 

to spend on BEE. In doing so, they are perceived as more legitimate in the expenditure. 

Alternatively, managers manipulate their BEE spending to minimise the attention from 

the Big Four auditors that may perceive BEE as negative due to their value judgements 

or practice principles.   
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Table 14. Probability to BEE Disclosure.  
 
𝑃𝑟𝑜𝑏𝑖𝑡 (𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 = 1) = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ +
𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 +
𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 +
𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 +
𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀    
Variables Baseline 

 Coeff. Z-score 

Economic characteristics  

SGAt -0.318** (-2.33) 
Sales Growtht 0.052** (2.38) 

Free CashFlowt -0.000 (-0.00) 
Sizet -0.184*** (-5.96) 
MTBt 0.015*** (3.78) 
Leveraget -0.019 (-0.21) 
ROAt 0.290 (1.12) 
ABACCt 0.095 (0.50) 
External monitoring  
Institutiont 0.660 (1.43) 
Foreignt -0.614** (-2.01) 
Analyst Coveraget -0.002 (-0.09) 

Governance  
Board Sizet 0.009 (0.17) 

Independencet -0.166 (-0.62) 
CEO Dualityt -0.007 (-0.17) 
Big Fourt -0.318*** (-3.24) 
Political connection  
SOEt 0.049 (0.99) 
Politicalt 0.037 (0.95) 
Constant 3.684*** (5.51) 
Observations 18,944  

Pseudo R-squared 0.149  
Province  Yes  

Industry Yes  
Year Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. Z-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail. 

 

These results generally support hypothesis 1 that the probability of BEE 

disclosure is related to the firm’s economic characteristics, level of external 



 

Chapter 4: Results and Discussion  84 

monitoring, quality of governance, but not level of political connection. Specifically, 

the probability of BEE disclosure is affected by economic determinants that is 

negatively related to underlying expenditure on SG&A but positively related to sales 

growth. This is consistent to Cai et al. (2011) that for Chinese firms the disclosure of 

ETC differs substantially for various types of firms such as SOEs and foreign firms. 

However, disclosure is mitigated by monitoring and governance indicators.  

4.3.2 HYPOTHESIS 2: DETERMINANTS OF BEE SPENDING    

 Hypothesis 2 states that BEE spending is related to the firm’s economic 

characteristics, level of external monitoring, quality of governance, and level of 

political connection. The BEE spending results in  

Table 15, for those firms that disclose, are slightly different results to propensity to 

disclose results in Table 14. The significance of coefficients on SGAt, Sales Growtht, 

Sizet, and MTBt are similar to the results in Table 14. This suggests that these variables 

have a similar impact on BEE spending as they did for the probability of BEE 

disclosure, reported in Table 14. However, the positive coefficient on SGAt (previously 

negative) indicating that while firms are less likely to disclose BEE when SGA is 

higher, those that do disclose report a higher level of BEE. The negative coefficient on 

Sales Growtht (previously positive) suggests that while firms are more likely to 

disclose BEE when the current year sales growth is higher, these firms spend less on 

BEE. The significant and positive coefficients on MTBt and ROAt suggest that firms 

with higher growth opportunity and higher profitability spend more on BEE. This 

result is consistent with firms that have greater financial capacity engaging in higher 

BEE expenditure. 

Finally, external monitoring though greater analyst coverage, and political 

connections of SOEs, both mitigate the level of BEE spending. These factors are 
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different to the factors that mitigate the propensity to disclose BEE as reported in Table 

14. In Table 14 which the probability of the disclosure, Analyst Coveraget is 

insignificantly different to zero. Analyst Coveraget does not predict the probability of 

disclosure. However,  

Table 15 shows the Analyst Coveraget is negatively related to the amount of BEE 

disclosed, the interpretation is that Analyst Coveraget does not impact the decision to 

disclose but does impact the amount of BEE disclosed. 

Table 15. Determinants of BEE Spending. 
 
𝐵𝐸𝐸 = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵

+ 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Baseline 

 Coeff. T-test 

Economic characteristics  
SGAt 0.028*** (12.58) 
Sales Growtht -0.001*** (-4.20) 
Free CashFlowt 0.002  (1.40) 
Sizet -0.001* (-1.72) 
MTBt 0.001*** (2.76) 
Leveraget 0.001 (0.95) 

ROAt 0.008*** (2.74) 
ABACCt 0.001 (0.43) 

External monitoring  
Institutiont 0.001 (0.27) 
Foreignt -0.000 (-0.07) 
Analyst Coveraget -0.001*** (-2.89) 
Governance  

Board Sizet 0.000 (0.82) 
Independencet 0.003 (1.40) 

CEO Dualityt 0.000 (0.25) 
Big Fourt -0.000 (-0.65) 
Political connection  
SOEt -0.001*** (-3.39) 
Politicalt -0.000 (-1.29) 
Constant 0.010* (1.86) 
Observations 13,616  
Adjusted R-squared 0.297  

Province Yes  
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Industry Yes  
Year Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for firm 
level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample 
at the 1 percent and 99 percent levels. For this table MTBt and Analyst Coveraget are rescaled by dividing 
by 10. See Appendix E: Summary of Variable Calculations for variable definitions in detail.   
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In relation to Foreignt and Big Fourt, the earlier discussion of Table 14 explains 

why these variables are negatively related to the probability of BEE disclosure. The 

test of hypothesis 1 covers the entire sample and thus includes firms that disclose and 

do not disclose BEE. Note that  

Table 15 analysis only include a subset of observations (13,616 vs 18,944) which 

are the firms that do disclose BEE. The implication from  

Table 15 is that once a firm discloses BEE, then the quantity of BEE disclosed is not 

impacted by Big Four or foreign investors. Interestingly none of the governance factors 

are significantly related to the level of BEE spending.  

Overall, the results reported in  

Table 15 support hypothesis 2 that the amount of BEE spending disclosed is 

impacted by economic characteristics, in particular positively related to SG&A, and is 

mitigated by external monitoring and political connection, but not governance. This is 

consistent with Cai et al. (2011) that the disclosure of ETC of Chinese firms differs 

substantially for various types of firms.  

4.3.3 HYPOTHESIS 3: ANTI-CORRUPTION CAMPAIGN IMPACT ON BEE 

Hypothesis 3 states that disclosure of BEE and BEE spending are negatively 

impacted by the implementation of the anti-corruption campaign. The anti-corruption 

is expected to decrease BEE disclosure and spending but is likely to have a larger 

impact on those firms with higher BEE spending due to the political visibility of high 

absolute spending in the media (Griffin et al., 2016; Hu et al., 2020). The purpose of 

this hypothesis testing is to investigate the effect of anti-corruption campaign on 

probability and amount of BEE disclosure. Furthermore, the effect of anti-corruption 

campaign on amount of BEE disclosure is tested via splitting sample into high and low 

BEE based on their industry median. 
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4.3.3.1 NO FIRM FIXED EFFECT    

The initial baseline testing of hypothesis 3 and the impact of the anti-corruption 

campaign on BEE is conducted without controlling for firm fixed effect. However, 

the analysis does control for industry effects as prior research suggests that the 

within-industry variation of the variable of interest is negligible (Amir, Carabias, 

Jona, & Livne, 2016). 
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Table 16 Model (1) shows the relationship between economic determinants and the 

probability of BEE disclosure. The pattern of results is similar to Table 14 with 

SG&A being negatively related to BEE disclosure and monitoring and governance 

reducing the likelihood of disclosure. After the anti-corruption campaign (Aftert) is 

significantly positively related to the probability of BEE disclosure, indicating that 

anti-corruption campaign encourages the probability of BEE disclosure due to higher 

political costs and thus improving information transparency.20 This is consistent to 

Hu et al. (2020) that firms are more likely to disclose BEE after the campaign. 

 
 
20 Unreported analysis redefines After using a placebo definition of 2010 through each year to 2015 
(ending 2016). The results for High BEE firms are quantitatively equivalent if After starts in 2012 to 
2015.  If After starts at: 2009 it has a positive weighting; at 2010 it is insignificant; and if After starts at 
2011 then it is significantly negative. The coefficient for After starting in 2012 is twice that of 2011. 
This supports 2012 as the turning period but this could be the anti-corruption campaign or the 
contemporaneous change in government in 2012. The two are intertwined in that the values and policies 
on the new government come with the new government and include the anti-corruption focus. 
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Table 16, Model 2 (columns (3) to (6)), shows the results for the impact of the 

anti-corruption campaign on BEE spending while controlling for other economic 

determinants. For economic characteristics, the coefficient on SG&A (SGAt) is 

significantly positive at the one percent level, indicating that when firms’ core 

expenses are high, firms spend more BEE. This is different to the disclosure results in 

Table 14 that higher SG&A discourage likelihood of BEE disclosure, which is 

potentially caused by the negative signal of high SG&A. Overall, SG&A discourages 

the likelihood of BEE disclosure, but encourages the level of BEE spending. 
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Table 16. Anti-corruption Campaign Impact on BEE Disclosure and Spending.  
 

Model 1: 𝑃𝑟𝑜𝑏𝑖𝑡 (𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 = 1)  𝑜𝑟 Model 2: 𝐵𝐸𝐸
= 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒
+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽 𝐴𝑓𝑡𝑒𝑟 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸
+ 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸  ×  𝐴𝑓𝑡𝑒𝑟 + 𝜀  

 Model 1: Disclosure Model 2: Spending 

Variables After Campaign After Campaign High vs Low BEE 

 (1) (2) (3) (4) (5) (6) 

 Coeff. Z-score Coeff. T-test Coeff. T-test 

Economic characteristics      
SGAt -0.295** (-2.32) 0.028*** (12.45) 0.025*** (11.29) 
Sales Growtht 0.147*** (6.29) -0.001*** (-3.88) -0.001*** (-4.49) 

Free CashFlowt 0.200 (1.42) 0.003* (1.91) 0.002* (1.74) 
Sizet -0.126*** (-5.36) -0.001*** (-5.03) -0.001*** (-4.48) 

MTBt 0.016*** (4.19) 0.001** (2.31) 0.001*** (2.63) 
Leveraget -0.077 (-0.94) 0.001 (1.42) 0.001 (1.56) 
ROAt 0.282 (1.16) 0.009*** (3.20) 0.008*** (2.72) 
ABACCt -0.093 (-0.51) 0.001 (0.57) 0.002 (1.19) 
External monitoring      
Institutiont -0.467 (-1.09) 0.002 (0.48) 0.000 (0.12) 
Foreignt -0.644** (-2.23) 0.000 (0.16) 0.001 (0.32) 
Analyst Coveraget 0.023 (1.13) -0.001** (-2.06) -0.000 (-1.09) 

Governance      
Board Sizet -0.000 (-0.00) 0.000 (1.21) 0.000 (1.04) 

Independencet 0.027 (0.11) 0.003 (1.46) 0.003* (1.80) 
CEO Dualityt -0.015 (-0.35) 0.000 (0.31) 0.000 (0.24) 
Big Fourt -0.355*** (-3.80) -0.000 (-0.16) 0.000 (0.06) 
Political connection      
SOEt 0.007 (0.16) -0.001*** (-3.09) -0.001*** (-3.49) 

Politicalt 0.024 (0.65) -0.000 (-0.82) -0.000 (-1.10) 
Anti-corruption campaign      

Aftert 0.632*** (22.14) -0.001*** (-4.13) 0.000 (0.94) 
High BEEt     0.005*** (12.07) 
High BEEt X Aftert     -0.002*** (-4.60) 
Constant 2.984*** (5.62) 0.019*** (4.94) 0.015*** (3.89) 
Observations 18,944           13,616  13,616           
Pseudo/Adjusted R2 0.095  0.293  0.323           
Province Yes  Yes  Yes  
Industry Yes  Yes  Yes  

Year No  No  No  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. T-
values based on robust standard errors clustered by firm to correct for firm level heteroscedasticity and clustering. 
All continuous variables are winsorised by year in the full sample at the 1 percent and 99 percent levels. For 
Model 2 MTBt and Analyst Coveraget are rescaled by dividing by 10. See Appendix E: Summary of Variable 
Calculations for details. The “After Campaign” models include a dummy After to capture the impact of the anti-
corruption campaign on disclosure and spending. The “High vs Low BEE” model also includes a dummy for High 
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BEE spending firms and in interaction with After to capture the differential impact of the campaign on high BEE 
spending firms. 
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The sales growth in the current year (Sales Growtht) and BEE spending are 

significantly negatively correlated at one percent level, suggesting that higher sales 

growth in the current year discourage BEE spending, again similar to  

Table 15 baseline results. Firm size (Sizet) has an inverse significant impact on 

BEE spending, which is in consistent to  

Table 15 that larger firms are less incentivised to spend or disclose BEE, the 

reason could be due to higher government monitoring or public scrutiny. Similarly, the 

coefficient on market to book ratio (MTBt) is significant and positive at five percent 

level, representing that higher growth opportunity encourages BEE spending. The 

relationship between rate of return (ROAt) and BEE spending is significantly positive, 

suggesting that better investment performance encourages BEE spending. This is 

reasonable that when the investment performance is better, managers are incentivised 

to spend on BEE to build guanxi and this expense could be legitimised.  

 For political connection, the coefficient on state-ownership (SOEt) is 

significantly negative at one percent level, representing that SOEs spend less on BEE. 

SOEs are exposed to higher public scrutiny and government monitoring, therefore they 

are disincentivised to spend on BEE than non-SOEs.  

 Finally, the dummy variable of after anti-corruption campaign (Aftert) is 

significantly negatively related to BEE spending, indicating that anti-corruption 

campaign discourages spending on BEE. In contrast to Model 1, higher political costs 

encourage firms to disclose BEE or they will be punished for not-doing. However, if 

firms disclose BEE, they are likely to disclose less BEE to reduce the negative 

perception on that expense and the political costs.  

 Overall, the significant and negative coefficient on the dummy variable after 

anti-corruption campaign (Aftert) suggests that firms disclose less BEE after the 
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campaign. Firms spend BEE higher than the industry mean (High BEEt) continues to 

spend more BEE; however, these firms reduce the spending on BEE after the anti-

corruption campaign. This is consistent to Griffin et al. (2016) that Chinese firms 

reduce the spending on BEE after the anti-corruption campaign, especially for firms 

with highly visible BEE.  

4.3.3.2 CONTROLING FOR FIRM FIXED EFFECTS 

This section retests hypothesis 3 for the impact of the anti-corruption campaign 

but this time controlling for firm fixed effects. This specification addresses any 

potential residual cross-sectional correlations between the omitted firm fixed-effects 

and the independent variables that industry fixed-effects does not fully remove.  

The results shown in Table 17 are similar to  

Table 15 and 
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Table 16 that SG&A (SGAt) is significantly related to BEE spending, indicating 

that when firms’ core expenses are high, firms spend more on BEE. Similarly, the 

coefficient on sales growth in the current year (Sales Growtht) is significantly negative, 

suggesting that higher sales growth in the current year discourage BEE spending. The 

relationship between rate of return (ROAt) and BEE spending is significantly positive, 

suggesting that better investment performance encourages BEE spending.  

For external monitoring, the coefficient of institutional ownership (Institutiont) 

is significantly positive suggesting that this factor is associated with higher BEE 

spending. However, the coefficient for political connection, (Politicalt) is significantly 

negative, suggesting that firms with higher political connection spend less on BEE. 

This is reasonable that firms having higher political connections do not need to spend 

as much on BEE due to the less need to build guanxi with governments.  
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Table 17. BEE Spending Controlling for Firm Fixed Effects. 
 

𝐵𝐸𝐸 = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒
+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽 𝐴𝑓𝑡𝑒𝑟
+ 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸  ×  𝐴𝑓𝑡𝑒𝑟 + 𝜀  

 
Variables Baseline After Campaign High vs Low BEE 

 Coeff. T-test Coeff. T-test Coeff. T-test 

Economic characteristics      

SGAt 0.026*** (10.29) 0.026*** (10.12) 0.026*** (10.11) 
Sales Growtht -0.001*** (-5.22) -0.001*** (-4.73) -0.001*** (-4.60) 
Free CashFlowt 0.001 (0.70) 0.002* (1.75) 0.002 (1.53) 
Sizet -0.000 (-0.27) -0.001*** (-4.61) -0.001*** (-4.61) 
MTBt 0.000 (0.14) 0.000 (0.15) 0.000 (0.16) 
Leveraget 0.001 (0.68) 0.001 (0.79) 0.001 (0.79) 
ROAt 0.006** (2.37) 0.008*** (3.20) 0.008*** (3.17) 
ABACCt -0.000 (-0.07) 0.000 (0.14) 0.000 (0.21) 
External monitoring      
Institutiont 0.005 (1.51) 0.007** (2.43) 0.008*** (2.60) 

Foreignt -0.014 (-1.13) -0.014 (-1.07) -0.014 (-1.08) 
Analyst Coveraget -0.000 (-1.63) 0.000 (0.13) 0.000 (0.26) 

Governance      
Board Sizet 0.000 (1.01) 0.001 (1.60) 0.001 (1.61) 
Independencet -0.001 (-0.90) -0.002 (-1.09) -0.002 (-1.11) 
CEO Dualityt -0.000 (-0.10) -0.000 (-0.11) -0.000 (-0.08) 
Big Fourt -0.001 (-0.87) -0.001 (-0.85) -0.001 (-0.78) 
Political connection      
SOEt -0.002 (-1.56) -0.002 (-1.48) -0.002 (-1.52) 
Politicalt -0.001* (-1.72) -0.000 (-0.79) -0.000 (-0.77) 

Anti-corruption campaign      
Aftert   -0.001*** (-2.76) 0.000 (0.41) 

High BEEt     0.014*** (5.68) 
High BEEt X Aftert     -0.001*** (-3.53) 
Constant -0.008 (-0.98) 0.008* (1.75) 0.008* (1.68) 
Observations 13,616  13,616  13,616           
Adjusted R-squared 0.697  0.692  0.693           
Firm Yes  Yes  Yes  
Province & Industry No  No  No  
Year Yes  No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions.  “After Campaign” models include a dummy After to capture the impact of the anti-corruption 
campaign on disclosure and spending. The “High vs Low BEE” model also includes a dummy for High BEE 
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spending firms and in interaction with After to capture the differential impact of the campaign on high BEE 
spending firms. 

 

 Similar to 
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Table 16, the dummy variable of the after anti-corruption campaign (Aftert) is significantly 

negatively related to BEE spending, indicating that the anti-corruption campaign discourages 

spending on BEE. The significantly positive coefficient on BEE above the industry mean (High 

BEEt) indicates that these firms spend more on BEE but the significantly negative coefficient 

on BEE above the industry mean after the anti-corruption campaign (High BEEt X Aftert) 

suggests that these firms reduce the spending on BEE after the anti-corruption campaign.  

 Overall, the consistent pattern of results suggest that the analysis is robust to fixed effect 

specification. Specifically, that the initial results not controlling for industry fixed effects is 

robust as adding more fine-grained fixed firm effects has little substantive impact on the 

analysis and conclusions. The results support the hypotheses that the economic determinants 

impact BEE spending while the anti-corruption campaign reduces BEE spending but largely 

for the firms that were spending above the industry median level prior to the anti-corruption 

campaign. 

 

4.3.4 HYPOTHESIS 4: BEE AND FUTURE SALES GROWTH 

Hypothesis 4 states that BEE is positively correlated with future sales growth. To test this 

hypothesis several approaches are adopted to address specification and endogeneity concerns. 

Specifically, the model is tested firstly including no fixed effects as a baseline model with only 

BEE as the independent variable. Subsequent models exclude firm fixed effects but include 

industry and location (province) fixed effects. Provincial dummies control for the impact of the 

local social, economic, and political environment on the firm’s decision to report BEE 

voluntarily. Then the model is rerun replacing province location fixed effects with firm fixed 

effects to address any potential residual cross-sectional correlations between the omitted firm 

fixed effects and the independent variables. The instrumental method is then employed to 

address endogeneity concerns relating to the temporal relationship between BEE spending and 
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future sales growth. As many of the variables are measured in the same year, this may lead to 

reverse causality issues or joint determination issues. This is a limitation of many cross-

sectional studies. As a result, the thesis employs the commonly used instrumental variable 

method to address the issue of endogeneity. The Heckman and instrument methods are 

implemented to overcome firm self-selection bias and then the difference-in-difference method 

is employed to explore the anti-corruption campaign as an exogenous shock to BEE spending. 

The quasi-experimental DiD method also addresses the difficulties of modelling endogeneity 

and selecting appropriate instrumental variables. Thus, the DiD results both explore the impact 

of the anti-corruption campaign events as well as providing further evidence to support the 

instrumental regression addressing endogeneity concerns. Finally, split sample analyses based 

on various economic measures explores the sub sample relationships.  

4.3.4.1 NO FIRM FIXED EFFECTS 

Table 18 reports the model testing H4 that BEE is positively related to future sales 

growth. This is consistent with Xu et al. (2017) that BEE has positive impact on firm 

performance. The Baseline results (Columns 1 and 2) show significant and positive correlation 

on BEE (BEEt) indicating that higher spending on BEE encourages future sales growth, 

supporting H4. This relationship is consistent after controlling for economic characteristics 

(Columns 3 and 4), and finally the “All Variables” model also controls for external monitoring, 

governance, and political connection (Columns 5 and 6).  

The coefficients on the control variables SG&A (SGAt), sales growth in the current year 

(Sales Growtht), firm size (Sizet), market to book ratio (MTBt), absolute discretionary accruals 

(ABACCt), and institutional ownership (Institutiont), are significant and positive. This suggests 

that firms with higher core expenses, higher sales performance in the current year, larger size, 

higher growth opportunity, higher information transparency, and higher institutional 

ownership, have higher future sales growth. In contrast, the coefficients on rate of return (ROAt) 
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and state-ownership (SOEt) are significant and negative, suggesting that non-SOE firms and 

firms with lower financial performance have higher future sales growth. Finally, the table 

reports a test of coefficient equivalency (that is, no difference) between BEE and SG&A and 

finds that they are significantly different. This means that the BEE impact on future sales 

growth is significantly different, and given the estimated parameters that means larger, than the 

impact of SG&A. 

Finally, it is important to consider whether BEE is economically significant in its 

impact on future sales growth. To test this, the mean effect of BEE on the mean dependant 

variable is examined. This study employs the method of Holgersson, Norman, and Tavassoli 

(2014) where using the estimated beta from the results as well as the mean value for each 

independent variable and the mean for the dependent variable. The economic impact is 

estimated as follows: 𝛽𝑋/𝑌 where 𝑋 is the mean independent variable and 𝑌 is the mean of the 

dependent variable. The outcome is the percentage of the mean dependent variable explained 

by the independent variable at its mean. In the baseline model of Table 18, BEE explains 25.3% 

of the future sales growth. When other economic characteristics are controlled for, BEE 

explains 13.1% of the future sales growth. Similarly, when all variables are controlled for, BEE 

explains 12.9% of future sales growth. While this is not a huge proportion it is economically 

material and a significant impact of future sales growth. Thus, while BEE has a marginal impact 

on future sales it is still an economically significant impact and about 13%.  
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Table 18. BEE and Future Sales Growth – No Firm Fixed Effects. 

 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

 
Variables Baseline Economic 

Characteristics 
All Variables 

 Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 8.914*** (7.34) 4.657*** (4.25) 4.518*** (4.12) 
Economic characteristics      
SGAt   0.623*** (7.50) 0.592*** (7.02) 
Sales Growtht   0.033** (2.40) 0.028** (2.03) 
Free CashFlowt   -0.076 (-1.47) -0.078 (-1.49) 

Sizet   0.020*** (2.72) 0.023** (2.52) 
MTBt   0.015*** (5.08) 0.014*** (4.55) 

Leveraget   -0.044 (-0.98) -0.024 (-0.53) 
ROAt   -0.457*** (-3.42) -0.564*** (-4.06) 
ABACCt   0.400*** (3.57) 0.372*** (3.32) 
External monitoring      
Institutiont     1.085*** (5.64) 
Foreignt     -0.096 (-1.14) 
Analyst Coveraget     -0.007 (-1.04) 
Governance      
Board Sizet     -0.025 (-1.61) 
Independencet     0.058 (0.78) 

CEO Dualityt     -0.005 (-0.41) 
Big Fourt     -0.011 (-0.57) 

Political connection      
SOEt     -0.047*** (-3.57) 
Politicalt     -0.005 (-0.45) 

Constant 0.160*** (22.10) -0.544*** (-3.44) -0.558*** (-2.97) 
Observations 13,616  13,616  13,616           

Adjusted R-squared 0.019  0.074  0.078           
Province No  Yes  Yes  
Industry No  Yes  Yes  
Year No  Yes  Yes  
Test of BEE = SGA   13.37***  12.63***  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail.   
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4.3.4.2 CONTROLING FOR FIRM FIXED EFFECTS 

The analysis is rerun to include firm fixed effect to address the potential 

omitted variable bias problem. Equation 4 is re-estimated using firm fixed effect 

dummies to replace province and industry effects as controls. Table 19 reports the 

results testing the H4 hypothesised positive relationship between BEE and future sales 

growth after controlling for firm fixed effects. The results are consistent to Table 18 

in that BEE (BEEt) is significantly positively correlated to future sales growth (Sales 

Growtht+1), indicating that higher BEE spending leads to higher future sales growth at 

the firm level. The higher coefficient on BEEt suggests that the significant and positive 

relationship between BEE and future sales growth is stronger at firm level, which 

reinforces this relationship.  

When the model is estimated controlling for firm fixed effects some of the firm 

characteristic and other controls drop out of the estimation model. Specifically, firm 

size, accruals quality and being a SOE all are insignificant in the firm fixed effects 

model reported in Table 19. The control variables of SG&A (SGAt), market to book 

ratio (MTBt), rate of return (ROAt), and institutional ownership (Institutiont) are 

significant and consistent with Table 18. Except that sales growth in the current year 

(Sales Growtht) is significantly negative, representing that higher sales growth in the 

current year discourage future sales growth for each individual firm. 
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Table 19. BEE and Future Sales Growth – Controlling for Firm Fixed Effects. 

 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ
+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙
+ 𝜀  

Variables Baseline Economic 
Characteristics 

All Variables 

 Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 18.653*** (6.61) 9.296*** (4.05) 9.046*** (3.92) 
Economic characteristics      
SGAt   1.687*** (7.44) 1.677*** (7.44) 
Sales Growtht   -0.059*** (-3.63) -0.059*** (-3.62) 
Free CashFlowt   0.021 (0.24) 0.015 (0.17) 

Sizet   0.037 (1.44) 0.017 (0.64) 
MTBt   0.022*** (4.74) 0.020*** (4.36) 

Leveraget   -0.111 (-1.00) -0.119 (-1.07) 
ROAt   -0.449** (-2.01) -0.492** (-2.18) 
ABACCt   0.183 (1.25) 0.172 (1.18) 
External monitoring      
Institutiont     1.638*** (5.97) 
Foreignt     -0.516 (-0.88) 
Analyst Coveraget     -0.016 (-1.14) 
Governance      

Board Sizet     -0.033 (-1.10) 
Independencet     0.119 (0.81) 

CEO Dualityt     -0.033 (-1.16) 
Big Fourt     -0.054 (-0.91) 
Political connection      
SOEt     0.000 (0.00) 
Politicalt     0.003 (0.11) 
Constant 0.186*** (57.33) -1.122* (-1.89) -0.590 (-0.98) 
Observations 13,616  13,616  13,616           
Adjusted R-squared 0.029  0.113  0.118           
Firm Yes  Yes  Yes  
Province No  No  No  

Industry No  No  No  
Year No  Yes  Yes  

Test of BEE = SGA   10.86***  10.02***  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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4.3.4.3 INSTRUMENT METHOD 

A two-stage least squares (2SLS) regression via an exogenous instrument 

variable is performed to address potential endogeneity concerns. The main purpose of 

this two-stage regression is to find instrumental variables that are correlated to the 

exogenous variable (e.g., BEE in this study) but uncorrelated with the error term. BEE 

is regressed via instruments and controls, and the predicted value of BEE is used to 

replace BEE in the second stage. The results for the first stage are reported in Table 20 

showing the relationship between BEE and three instruments: distance from Beijing, 

capturing central government influence; temple intensity, capturing the cultural 

impacts of guanxi spending on BEE; and median perk, representing the median of the 

perk paid for the industry in the same year. 

The first instrument variable used is distance to Beijing (Distancet), that is the 

firms’ location distance from Beijing, where the central government situates. Distancet 

is calculated as the log of geographical distance between the headquarter of a firm and 

Zhongnanhai in Beijing. S. Yao and Yang (2017) show negative effects geographical 

distance has on environmental information disclosure due to increased external public 

pressure. Sheng Yao and Liang (2017) also find that regulatory distance and political 

geography had negative effects on environmental information disclosure due to the 

weakened regulatory distance’s function. It is expected there is a negative relationship 

between distance to Beijing (Distancet) and disclosure of BEE. As expected, the 

coefficient on Distancet is significantly negative, indicating that the distance to central 

government inversely affects BEE spending.  

The second instrument is the temple intensity (Temple Intensityt), which is 

measured as the number of Confucian temples divided by geographical area of the city 

where the temple is located. In China social networks are common in Confucian 
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cultures (D. Hwang, Golemon, Chen, Wang, & Hung, 2009), therefore firms located 

in an area of high temple intensity spend more on BEE as the Confucian culture 

encourages BEE spending to build guanxi. The results in Table 20 support this 

argument and shows temple intensity is positively related to BEE spending. 

The third instrument variable is the industry-year median perk (Median Perkt), 

which is measured as the yearly median of perk (the total of travelling, meeting, board 

meeting, corporate car expense, and oversea training and education) in an industry peer 

group. This instrumental variable is used to test if the spending on perks (excluding 

BEE) encourages BEE spending. The results reported in Table 20 shows a significant 

and positive coefficient on Median Perkt, suggesting that higher perks (excluding 

BEE) spending is associated with higher BEE spending. The first stage results suggest 

that all three instruments can be used as exogenous instruments for later analyses. 

Table 21 reports the results for H4, a positive relationship between BEE and 

future sales growth, but this time controlling for instruments to address potential 

endogeneity. The predicted BEE (Predicted BEEt) is estimated by regressing BEE 

(BEEt) on the instruments and controls from Table 20 and is used to replace BEE 

(BEEt) in this instrumental test reported in Table 21. After controlling for possible 

endogeneity, the predicted BEE (Predicted BEEt) still shows significant and positive 

coefficient, suggesting that the instrumental BEE (Predicted BEEt) is related to future 

sales growth. This provides further support to the hypothesis that higher spending on 

BEE is related to future sales growth.  
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Table 20. Instruments for BEE Spending – Stage 1 Estimation. 

 
𝐵𝐸𝐸 = 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵

+ 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙
+ 𝛽 𝐷𝑖𝑠𝑡𝑎𝑛𝑐𝑒 + 𝛽 𝑇𝑒𝑚𝑝𝑙𝑒 𝐼𝑛𝑡𝑒𝑛𝑠𝑖𝑡𝑦 + 𝛽 𝑀𝑒𝑑𝑖𝑎𝑛 𝑃𝑒𝑟𝑘 + 𝜀  

Variables Stage 1 

 Coeff. T-test 

Economic characteristics  

SGAt 0.018*** (11.26) 
Sales Growtht -0.001*** (-4.78) 

Free CashFlowt -0.001 (-1.54) 
Sizet 0.000 (1.16) 
MTBt -0.001*** (-3.04) 
Leveraget 0.001 (1.57) 
ROAt 0.006*** (3.35) 
ABACCt -0.000 (-0.17) 
External monitoring  
Institutiont 0.000 (0.08) 

Foreignt -0.002 (-1.24) 
Analyst Coveraget -0.001* (-1.67) 

Governance  
Board Sizet 0.000 (0.10) 
Independencet 0.001 (0.80) 
CEO Dualityt 0.000 (0.69) 
Big Fourt 0.000 (1.02) 
Political connection  
SOEt -0.001*** (-4.28) 
Politicalt -0.001*** (-5.10) 
Instruments  
Distancet -0.001** (-2.34) 

Temple Intensityt 0.002*** (3.60) 
Median Perkt 0.182*** (23.98) 

Constant -0.002 (-0.51) 
Observations 13,616  
Adjusted R-squared 0.662  
Province No  
Industry Yes  
Year Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. For this table MTBt, Analyst Coveraget and Distancet 
are rescaled by dividing by 10. See Appendix E: Summary of Variable Calculations for 
variable definitions in detail. 
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Table 21. Future Sales Growth – Controlling for Instruments. 

 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝑃𝑟𝑒𝑑𝑖𝑐𝑡𝑒𝑑 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ
+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴
+ 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Stage 2 

 Coeff. T-test 

Predicted BEEt 29.047*** (3.08) 
Economic characteristics   
SGAt -0.089 (-0.31) 
Sales Growtht 0.043*** (2.82) 
Free CashFlowt -0.122** (-2.18) 
Sizet 0.033*** (3.36) 

MTBt 0.012*** (3.73) 
Leveraget -0.042 (-0.89) 

ROAt -0.757*** (-4.69) 
ABACCt 0.358*** (3.18) 
External monitoring   
Institutiont 1.057*** (5.48) 
Foreignt -0.092 (-1.05) 
Analyst Coveraget 0.003 (0.36) 
Governance   
Board Sizet -0.032** (-2.00) 

Independencet -0.004 (-0.05) 
CEO Dualityt -0.007 (-0.55) 

Big Fourt -0.003 (-0.14) 
Political connection   
SOEt -0.021 (-1.30) 
Politicalt 0.003 (0.26) 
Constant -0.793*** (-3.89) 

Observations 13,616           
Adjusted R-squared 0.075           

Province Yes  
Industry Yes  
Year Yes  
Kleibergen-Paap rk Wald F statistic 6.036  
Hansen J statistic 2.950  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail. 
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The tests for the validity and exclusion conditions of the instruments are conducted. 

The F-statistic from the first-stage regression is 6.036, which does not meet the rule of 

thumb threshold of 13.91 for three instruments (Stock & Yogo, 2005). The weak 

instrument issues cannot be ruled out entirely. The Hansen J-statistic is then tested for 

over-identification restrictions. The J-statistics does not reject the joint null 

hypothesis; therefore, the instrumental variables are not correlated with the error term 

and hence they are correctly excluded from the second-stage regression. 

4.3.4.4 HECKMAN & INSTRUMENT METHOD 

 BEE is voluntarily disclosed in annual reports by companies and the disclosure 

rate of BEE is 71.8% (refer Table 2 and Table 3), meaning that the non-disclosure rate 

of BEE is 28.2%. Firms’ non-disclosure of BEE could be due to either the spending 

on BEE is too small to disclose or that their spending on BEE is too large to avoid 

attention from the public and media and hence is not disclosed. Further, the 

characteristics of firms that choose to disclose BEE could differ from those that do not 

disclose BEE, which leads to a selection bias that the disclosing sample is not being 

representative of the population. The potential selection bias arises due to the deviation 

from the random selection method of sampling Rutherford (2013, p. 535). Heckman 

(1979) provides a simple consistent estimation method that eliminates the specification 

error for the case of censored samples and overcomes the firms’ self-selection in 

disclosing BEE. 

Table 22 shows the first-stage probit regression, that a firm’s propensity to 

report BEE in annual reports is expressed by costs and benefits of disclosure. To proxy 

for the political risk of disclosing BEE, and to construct an exogenous instrument for 

the first-stage regression, the natural log of the geographical distance (Distancet) 

between the location of a firm’s headquarters and the central government, 
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Zhongnanhai in Beijing, is employed. As discussed, political pressure is increasing 

when the firm’s location is closer to Beijing where the political power and media 

agencies are located. Due to the political pressure, managers would be less likely to 

disclose BEE when they perceive such disclosure attracts more public and media 

attention. Therefore, it is anticipated a positive correlation between firms’ distance to 

the central government in Beijing and the probability to disclose BEE. That is, the 

farther from Beijing a firm is located the more likely it is to disclose BEE.  

The specification of the first stage Heckman estimation is as follows: 

1𝑠𝑡 𝑆𝑡𝑎𝑔𝑒:
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽 𝐷𝑖𝑠𝑡𝑎𝑛𝑐𝑒 + 𝜀  

 

Following Heckman (1979), the estimated inverse Mills ratio denoted by 

Lambdat from the 1st stage estimate is included in the 2nd stage regression. Table 22 

shows results for H4 after adjusting for endogeneity via the Heckman and instrument 

method. Column (1) and (2) show results on H4 using Heckman method for the 1st 

stage regression (see specification above). Column (3) and (4) show results for 2nd 

stage regression. The results show significantly positive coefficient on BEEt and Sales 

Growtht+1 via Heckman methods after control for economic characteristics, external 

monitoring, governance, and political connection.  
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Table 22. Future Sales Growth – Heckman & Instrument Method. 
 

2𝑛𝑑 𝑆𝑡𝑎𝑔𝑒:
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑀𝑖𝑙𝑙𝑠 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ
+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴
+ 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Heckman 1st Stage Heckman 2nd Stage 

 Coeff. T-test Coeff. T-test 

BEEt   4.533*** (4.14) 

Millst   0.229 (1.43) 
Economic characteristics    

SGAt -0.323*** (-4.06) 0.559*** (6.45) 
Sales Growtht 0.053** (2.50) 0.033** (2.36) 
Free CashFlowt -0.001 (-0.01) -0.077 (-1.47) 
Sizet -0.182*** (-10.79) 0.004 (0.25) 
MTBt 0.015*** (5.03) 0.015*** (4.70) 

Leveraget -0.015 (-0.28) -0.027 (-0.59) 
ROAt 0.275 (1.45) -0.532*** (-3.71) 
ABACCt 0.083 (0.51) 0.381*** (3.38) 
External monitoring    
Institutiont 0.686** (1.98) 1.157*** (5.84) 
Foreignt -0.607*** (-4.06) -0.181* (-1.75) 
Analyst Coveraget -0.002 (-0.15) -0.007 (-1.03) 
Governance    
Board Sizet 0.010 (0.28) -0.025 (-1.59) 
Independencet -0.170 (-1.04) 0.041 (0.54) 

CEO Dualityt -0.006 (-0.25) -0.006 (-0.43) 
Big Fourt -0.314*** (-6.47) -0.055 (-1.52) 

Political connection    
SOEt 0.046* (1.83) -0.042*** (-3.13) 
Politicalt 0.033 (1.50) -0.001 (-0.12) 
Political pressure     
Distancet 0.054*** (3.80)            
Constant 3.153*** (8.02) -0.372 (-1.57) 
Observations 18,944  13,593           
Adjusted R-squared   0.078           

Pseudo R-squared 0.150             
Province Yes  Yes  

Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
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Calculations for variable definitions in detail. 
 

The results show significantly positive correlation between BEEt and Sales 

Growtht+1 when the coefficients on SGAt, Sales Growtht, Sizet, MTBt, ABACCt, and 

Institutiont are significantly positive, and when ROAt, Foreignt, and SOEt are 

significantly negative. This suggests that when firms’ core expenses are high, current 

year sales growth is high, firms’ size is large, firms’ growth opportunities are high, 

firms’ information transparency is high and firms’ institutional ownership is high, and 

the more BEE spending in the prior year then the following year sales growth increase. 

Similarly, when firms’ profitability is low, firms’ foreign ownership is low, and when 

firms are non-SOEs, the higher BEE spending is related to the following year sales 

growth increase. 

4.3.4.5 DIFFERENCE-IN-DIFFERENCE 

Table 23 reports the results retesting H4 but this time addressing endogeneity 

via the difference-in-difference method (DiD). The DiD estimator is one of the most 

popular tools to evaluate the effects of public interventions and other treatments of 

interest on some relevant outcome variables for applied research (Abadie, 2005). In 

this study, the DiD method is modelled by an exogenous shock to BEE spending by 

the 2012 anti-corruption campaign. The anti-corruption campaign aims at reducing 

BEE spending which some argue is illegitimate and corrupt. This event potentially 

changes the nature and extent of corporate relationship spending significantly such that 

companies are less likely to spend BEE to build guanxi with governments due to 

political risk.  

Using the DiD methods, multiple subpopulations, some that are subject to a 

policy intervention or treatment, and others are not, are measured in each group before 

and after the policy intervention (Athey & Imbens, 2006). The sample is divided into 
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high and low BEE spending firms. For high BEE spending firms, they attract greater 

media and political attention after the campaign, therefore they should respond more 

to the heightened political pressure during the campaign than other firms.  

Following Atanasov and Black (2016), the sample is binned based on the 

sensitivity to the exogenous event. The purpose of this DiD design is to seek for 

differences between after-minus-before in highly affected versus lowly-affected 

groups. High-BEE spending firms (High BEEt) before the anti-corruption campaign 

are argued to attract heightened media and political attention, and therefore are less 

prone to engage in behaviours perceived as corrupt such as bribery after the campaign. 

The anti-corruption campaign improves the information transparency, restrains 

managerial opportunism in building relationships activities, and provides a cleaner 

environment for business and stakeholders. Therefore, the high-BEE firms should be 

more pronounced in their reduction of BEE spending. High-BEE firms (treatment 

group = High BEEt) are those whose average BEE between 2010 and 2011 is above 

industry median, and low-BEE firms (control group = Low BEEt) are those whose 

average of BEE between 2010-2011 is below industry median. The window is limited 

to four years around the event to separate the effect of other events on the BEE-sales 

growth relation. The pre-campaign period is defined as years 2010-2011, and the post-

campaign period is defined as 2012-2013 (Aftert). The firms are required to be 

continuously listed and disclose BEE during the window period. If the anti-corruption 

campaign improves the information transparency and reduces corrupt BEE spending, 

there should be a decrease in sales growth after the campaign for high-BEE firms 

compared to low-BEE firms.  

The results in Table 23 show significant and negative coefficients on High 

BEEt X Aftert in both subsamples while dividing before and after anti-corruption 
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campaign by 2011 and 2012, or by 2011 and 2013. Both significant and negative 

relationships indicate that high BEE spending firms are negatively impacted by the 

anti-corruption campaign that future sales growth reduced significantly. This is 

consistent with the anti-corruption campaign improving the information transparency 

of the business environment, and reducing the sales growth firms generate, especially 

for high BEE firms, due to higher political costs.  

The results hold after controlling for economic characteristics, external 

monitoring, and political connection. Where SGAt and Institutiont are significantly 

positive, and where SOEt is significantly negative. When the firms’ core expenses and 

institutional ownership is high, and when firms are non-SOEs, then higher spending 

on BEE improve sales growth in the following year, even after the anti-corruption 

campaign, regardless dividing samples by 2011 and 2012, or by 2011 and 2013. 
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Table 23. Future Sales Growth – Difference-in-Difference. 
 

𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ
= 𝛽 + 𝛽 𝐴𝑓𝑡𝑒𝑟 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸  𝑋 𝐴𝑓𝑡𝑒𝑟
+ 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒
+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables 2011 vs 2012 2011 vs 2013 

 Coeff. T-test Coeff. T-test 

Anti-corruption campaign    
Aftert 0.053*** (2.90) 0.012 (0.66) 
High BEEt 0.048* (1.86) 0.043* (1.65) 
High BEEt X Aftert -0.073** (-2.26) -0.064** (-1.97) 
Economic characteristics    
SGAt 0.840*** (5.39) 0.785*** (4.74) 

Sales Growtht 0.003 (0.13) 0.020 (0.78) 
Free CashFlowt 0.002 (0.03) -0.039 (-0.48) 

Sizet 0.015 (1.09) -0.006 (-0.44) 
MTBt 0.013* (1.78) 0.004 (0.76) 
Leveraget 0.117 (1.35) 0.059 (0.76) 
ROAt -0.303 (-1.15) -0.236 (-1.05) 
ABACCt 0.430*** (2.66) 0.535*** (3.12) 
External monitoring    
Institutiont 0.733** (2.30) 1.163*** (3.82) 
Foreignt -0.015 (-0.11) -0.044 (-0.24) 
Analyst Coveraget -0.005 (-0.49) 0.003 (0.26) 
Governance    

Board Sizet -0.039 (-1.53) -0.040 (-1.53) 
Independencet 0.144 (1.19) 0.017 (0.14) 

CEO Dualityt 0.020 (1.08) 0.041** (2.27) 
Big Fourt -0.048 (-1.58) -0.017 (-0.51) 
Political connection    
SOEt -0.053** (-2.32) -0.050** (-2.20) 
Politicalt -0.016 (-0.95) -0.008 (-0.46) 
Constant -0.393 (-1.40) 0.125 (0.45) 
Observations 3,425  3,477           
Adjusted R-squared 0.084  0.077           

Province Yes  Yes           
Industry Yes  Yes           

Year No  No  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail.   
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4.3.4.6 SPLIT SAMPLE ANALYSIS 

In the following section, possible mechanisms through which BEE affect future 

sales growth are identified and discussed. Specifically, based on the results from the 

modelling of the economic determinants of BEE disclosure and spending, the BEE-

future sales growth relation should be more pronounced in firms relying heavily on 

BEE to build political connections, having lower information transparency, having less 

effective external monitoring mechanisms, and having higher financial risk.  

Political Connection 

Table 24 shows results for re-testing H4 but this time via split sample analyses 

based on political connections. H4 is firstly tested splitting the sample by status: SOE 

vs non-SOE. The table only reports the coefficients on the main variable, BEE (BEEt), 

the full results for the model are reported in Appendix F: Split Sample Analysis for 

Future Sales Growth (see Table 42 and Table 43; pp. 181 – 182). 

Table 24. Future Sales Growth – by Political Connection.  
 
Panel A: SOE. 
 SOE  Non-SOE  

 Coeff. T-test Coeff. T-test 

BEEt 5.652*** (2.75) 4.169*** (3.04) 

 

Panel B: Politically Connected. 
 Politically Connected Non-Politically Connected 

 Coeff. T-test Coeff. T-test 

BEEt 6.596*** (3.62) 3.999*** (3.11) 

 

The results in Panel A show significant and positive coefficient on BEE (BEEt) 

for both SOE and non-SOE firms, indicating that the significant and positive 

relationship between BEE and future sales growth is not affect by state-ownership. 

Secondly, H4 is tested but this time splitting the sample on the basis of whether or not 

the firm is politically connected. The results in Panel B show that the coefficient on 
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BEEt is significant and positive, regardless of whether the firm is politically connected, 

the significant and positive relationship between BEE and future sales growth sustains. 

External Monitoring 

Next the data is analysed splitting the sample in terms of the type of external 

monitoring in place (see Table 25). The relationship between BEE and future sales 

growth is split based on high and low analyst coverage, high and low institutional 

investor, and foreign and domestic investor. The table only reports the coefficients on 

the main variable, BEE (BEEt), the full results for the model are reported in Appendix 

F: Split Sample Analysis for Future Sales Growth (see Table 44, Table 45 and Table 

46; pp. 183 - 185).  

Table 25. Future Sales Growth – by External Monitoring.  
 
Panel A: Analyst Coverage. 
 High Analyst Coverage Low Analyst Coverage 

 Coeff. T-test Coeff. T-test 

BEEt 3.398*** (3.82) 4.901** (2.39) 

 
Panel B: Institutional Investor. 
 High Institutional Investor Low Institutional Investor 

 Coeff. T-test Coeff. T-test 

BEEt 3.934*** (3.13) 4.036*** (3.04) 

 

Panel C: Foreign Investors. 
 Foreign Investor Domestic Investor 

 Coeff. T-test Coeff. T-test 

BEEt 12.820 (1.29) 4.216*** (3.94) 

 
H4 is firstly tested splitting based on high versus low analyst coverage21. The 

results in Panel A show significant and positive coefficients on BEEt for both types of 

firms, indicating that regardless of the degree of analyst coverage, the significant and 

 
 
21 As analyst coverage is defined as the natural logarithm of number of analysts; high analyst coverage 
are those above their industry median; low analyst coverage are those below their industry median 
(Feng, Hu, & Johansson, 2016).  
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positive relationship between BEE and future sales growth remains. The coefficients 

on BEEt in Panel B for high versus low institutional investment are significant and 

positive for both types of firms, suggesting that the significant and positive relationship 

between BEE and future sales growth is not different for high or low institutional 

investors for firms. However, when H4 is tested splitting the sample in terms of firms 

having foreign investors versus domestic investors, the coefficient in Panel C is only 

significant and positive on BEEt for firms with domestic investors. This suggests that 

the significant and positive relationship between BEE and future sales growth exists 

for firms with domestic investors. One limitation with this analysis is that there are 

relatively few firms with foreign investors (only 4.8% or 653 firms-years out of the 

sample of 13,593 firm-years). Therefore, one should not draw too much from the 

foreign firm subsample because it is very small. 

Governance 

The analysis reported in Table 26 further investigates H4 by breaking down the 

sample into sub-sample based on four governance characteristics. The relationship 

between BEE and future sales growth is split based on board size, board independence, 

CEO duality, and Big Four auditors. The table only reports the coefficients on the main 

variable, BEE (BEEt), the full results for the model are reported in Appendix F: Split 

Sample Analysis for Future Sales Growth (see Table 47 to Table 50; pp. 186 - 189).  

The coefficients on BEEt in Panel A, Panel B and Panel D for the sub-samples 

based on board size, board independence, and Big Four auditors are all significant and 

positive, indicating that the significant and positive relationship between BEE and 

future sales growth are consistent regardless large or small boards, high or low board 

independence, or Big Four or non-Big Four auditors. This implies the significant and 
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positive impact that BEE has on future sales growth is not differentially affected by 

these three governance characteristics.  

Table 26. Future Sales Growth – by Internal Governance.  
 
Panel A: Large Board vs Small Board 
 Large Board Size Small Board Size 

 Coeff. T-test Coeff. T-test 

BEEt 3.993*** (3.19) 5.405*** (2.94) 

 
Panel B: Board Independence. 
 High Board Independence Low Board Independence 

 Coeff. T-test Coeff. T-test 

BEEt 3.760*** (2.83) 5.668*** (3.29) 

 
Panel C: CEO Duality. 
 CEO Duality Non-CEO Duality 

 Coeff. T-test Coeff. T-test 

BEEt 5.841*** (4.25) 1.360 (0.91) 

 

Panel D: Big Four Auditor. 
 Big Four Non-Big Four 

 Coeff. T-test Coeff. T-test 

BEEt 13.812*** (2.81) 4.253*** (3.89) 

 

However, for the CEO duality sub-samples, the coefficient of BEEt in Panel C 

is only significantly positive for firms where the CEO is also the chair of the board. 

This indicates that the significant and positive relationship between BEE and future 

sales growth exists for firms having the CEO and chairman as the same person. While 

a dual CEO benefits the firm if he/she works closely with the board to create value, 

however, concentrating CEO/chair control makes it more difficult for shareholders to 

monitor and discipline the management. Firms with CEO duality, that spend on BEE 

to build business relationship, evidence an increase in future sales growth. One 

explanation is that these firms with dual CEO/chairs are more entrepreneurial with the 

key entrepreneur holding the two driving governance positions. However, as the 

majority of firms have CEO duality as part of their governance structure (10,269 of 
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13,616 or 75.4% of the sample – see Appendix F: Split Sample Analysis for Future 

Sales Growth (see Table 49 pp. 188) this result needs to be interpreted with caution. 

Information Transparency 

The analysis is also split based on four information transparency variables and 

the results are reported in Table 27. This additional analysis splits the sample into high 

versus low earnings management, high versus low accrual quality, high versus low 

forecast accuracy and high versus low conservatism. The table only reports the 

coefficients on the main variable, BEE (BEEt), the full results for the model are 

reported in Appendix F: Split Sample Analysis for Future Sales Growth (see Table 51 

to Table 54; pp. 190 - 193). 

Table 27. Future Sales Growth – by Information Transparency.  
 
Panel A: Earnings Management. 
 High Earnings Management Low Earnings Management 

 Coeff. T-test Coeff. T-test 

BEEt 4.797*** (3.44) 4.210*** (2.65) 

 
Panel B: Accrual Quality. 
 High Accrual Quality Low Accrual Quality 

 Coeff. T-test Coeff. T-test 

BEEt 4.795*** (3.36) 4.449*** (2.98) 

 

Panel C: Forecast Accuracy. 
 High Forecast Accuracy Low Forecast Accuracy 

 Coeff. T-test Coeff. T-test 

BEEt 5.909*** (3.86) 3.410** (2.23) 

 
Panel D: Conservatism. 
 High Conservatism Low Conservatism 

 Coeff. T-test Coeff. T-test 

BEEt 4.942*** (3.33) 4.494*** (3.38) 

 

The coefficients on BEEt in Panels A, B, C and D are significant and positive 

across the sub samples for all these four proxies for information transparency. This 
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indicates that the significant and positive relationship between BEE and future sales 

growth are consistent regardless high or low information transparency. Combined the 

transparency analysis suggests BEE spending is not related to the underlying firm’s 

reporting transparency. 

Economic Characteristics 

To explore if economic characteristics impact the BEE-future sales growth 

relationship the analysis is re-run based on sub-samples based on four key economic 

characteristics. The results reported in Table 28 show the BEE and future sales growth 

regressions split at the median for economic characteristics, including size, growth, 

performance, and risk. The table only reports the coefficients on the main variable, 

BEE (BEEt), the full results for the model are reported in Appendix F: Split Sample 

Analysis for Future Sales Growth (see Table 55 to Table 58; pp. 194 - 197).  

Table 28. Future Sales Growth – by Economic Characteristics.  
 
Panel A: Firm Size. 
 Large Firm Small Firm 

 Coeff. T-test Coeff. T-test 

BEEt 3.943*** (2.93) 4.382** (2.52) 

 

Panel B: Growth. 
 High Growth Low Growth 

 Coeff. T-test Coeff. T-test 

BEEt 4.491*** (3.00) 4.153*** (3.03) 

 
Panel C: Performance. 
 High Performance Low Performance 

 Coeff. T-test Coeff. T-test 

BEEt 2.736*** (2.89) 6.225*** (2.62) 

 
Panel D: Risk. 
 High Risk Low Risk 

 Coeff. T-test Coeff. T-test 

BEEt 6.668*** (3.27) 3.132** (2.44) 
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The coefficients on BEEt in Panels A, B, C and D are significant and positive 

for all these four analyses based on economic characteristics. This suggests that the 

significant and positive relationship between BEE and future sales growth are 

consistent regardless of whether they are large or small firms, high or low growth, high 

or low performance, and high or low risk. This reinforces the significant and positive 

impact BEE have on future sales growth different for different levels of the four key 

economic characteristics. 

Alternative Proxies 

The final robustness analysis for H4 investigates alternative proxy measures for 

some of the key variables. The results for the robustness tests of measures are reported 

in Table 29. The table only reports the coefficients on the main variable, BEE (BEEt), 

the full results for the model are reported in Appendix F: Split Sample Analysis for 

Future Sales Growth (see Table 59 to Table 61; pp. 198 - 200). 

Table 29. Future Sales Growth – by Alternative Proxies.  
 

Panel A: Alternative BEE. 
 Median adjusted Mean adjusted Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test 

AbnormalBEEt 4.284*** (3.86) 4.119*** (3.82) 4.267*** (3.88) 

 
Panel B: Median Adjusted Sales Growth. 
 Use BEE Median adj. BEE Mean adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 4.121*** (4.04) 4.997*** (4.41) 5.060*** (4.62) 4.111*** (3.75)    

 
Panel C: Mean Adjusted Sales Growth. 
 Use BEE Mean adj. BEE Mean adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 4.278*** (4.21) 4.989*** (4.43) 5.262*** (4.80) 4.028*** (3.71)    
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These tables show the test of H4 the relationship between BEE and future sales 

growth employing alternative proxies for BEE, that capture abnormal BEE spending 

(median and mean adjusted), and two alternative measures for sales growth (median 

and mean adjusted). The coefficients on AbnormalBEEt in Panel A are significant and 

positive for all alternative BEE proxies, including median adjusted BEE, mean 

adjusted BEE, and the residual of BEE. This suggests that the significant and positive 

impact abnormal BEE has on future sales growth, is not impacted by how BEE is 

measured. Similarly, the coefficients on BEEt in Panel B and Panel C are significant 

and positive for median and mean adjusted sales growth. This suggests that the 

significant and positive between BEE and future sales growth are not affected by 

alternative measures of adjusted sales growth. 

4.3.5 HYPOTHESIS 5: BEE AND FUTURE GOVERNMENT SUBSIDIES 

Hypothesis 5 states that BEE is positively related to future government subsidies. 

Similar to the testing of hypothesis 4, this hypothesis is analysed via different methods 

to ensure the robustness of the analysis. The robustness testing includes analysis 

without and with firm fixed effects, using the instrumental method, implementing the 

Heckman and instrument method, the difference-in-difference methods, and applying 

split sample analyses based on various economic measures.  

4.3.5.1 NO FIRM FIXED EFFECTS 

Hypothesis 5 states that higher BEE is positively correlated with higher 

government subsidies. Table 30 reports the results and shows significant and positive 

association between BEE (BEEt) indicating that higher spending on BEE encourages 

future government subsidies, supporting H5. This is consistent to Z. Zhang and Jin 

(2017) that in China government subsidies are granted based on the political 
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connections. The results also conform to J. Li and Zhao (2015) that socialising 

expenditures such as BEE perform well in building political connections.  

This relationship is consistent after controlling for economic characteristics, 

external monitoring, governance, and political connection. For the control variables, 

the coefficients on SG&A (SGAt), government subsidy in the current year (Subsidyt), 

free cash flow (Free CashFlowt), absolute discretionary accruals (ABACCt), and 

institutional ownership (Institutiont), are significant and positive. This suggests that 

firms with higher core expenses, higher government subsidy in the current year, higher 

information transparency, and higher institutional ownership, have higher future 

government subsidy. In contrast, the coefficients on rate of return (ROAt) and board 

independence (Independencet) are significant and negative, representing that firms 

having lower financial performance and lower governance quality have higher future 

government subsidy. 

4.3.5.2 CONTROLING FOR FIRM FIXED EFFECTS 

Table 31 reports the results testing H5 hypothesised positive relationship 

between BEE and future government subsidy after controlling for firm fixed effect. 

The results are consistent to Table 30 that BEE (BEEt) is significantly positively 

correlated to future government subsidy (Subsidyt+1), indicating that higher BEE 

spending leads to higher future government subsidies at the firm level. The magnitude 

of BEEt coefficient is higher after controlled for firm fixed effect than that for province 

fixed effect in Table 30, suggesting that the significant and positive relationship 

between BEE and future government subsidy is stronger at firm level, which reinforces 

this relationship.  

When the model is estimated controlling for firm fixed effects some of the firm 

characteristic and other controls drop out of the estimation model. Specially, SG&A 
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(SGAt) and free cash flow (Free CashFlowt) are insignificant in the firm fixed effects 

model reported in Table 31. The control variables of government subsidy in the current 

year (Subsidyt), rate of return (ROAt), absolute discretionary accruals (ABACCt), and 

institutional ownership (Instiutiont) are consistent with Table 30. Except that state-

ownership (SOEt) is significantly negative, representing that SOEs receive less future 

government subsidy for each individual firm. 
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Table 30. BEE and Future Government Subsidy – No Firm Fixed Effects. 

 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤

+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

   
Variables Baseline Economic 

characteristics 
All variables 

 Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.369*** (7.27) 0.085*** (3.18) 0.085*** (3.24) 
Economic characteristics      

SGAt   0.009*** (4.51) 0.009*** (4.32) 
Subsidyt    0.497*** (23.33) 0.496*** (23.31) 
Free CashFlowt   0.003* (1.92) 0.002* (1.70) 
Sizet   0.000 (0.30) -0.000 (-0.68) 
MTBt   -0.000 (-0.18) -0.000 (-0.16) 
Leveraget   -0.002* (-1.94) -0.002* (-1.74) 
ROAt   -0.023*** (-5.13) -0.025*** (-5.53) 
ABACCt   0.003 (1.21) 0.003 (1.18) 
External monitoring      
Institutiont     0.011** (2.54) 

Foreignt     -0.002 (-0.99) 
Analyst Coveraget     0.001** (2.10) 

Governance      
Board Sizet     0.001 (1.16) 
Independencet     -0.001 (-0.66) 
CEO Dualityt     -0.001** (-2.47) 
Big Fourt     -0.001 (-1.01) 
Political connection      
SOEt     -0.000 (-0.70) 
Politicalt     -0.000 (-1.55) 

Constant 0.010*** (28.35) 0.008 (1.57) 0.013** (2.29) 
Observations 13,616  13,616  13,616           

Adjusted R-squared 0.028  0.344  0.345           
Province No  Yes  Yes  
Industry No  Yes  Yes  
Year No  Yes  Yes  
Test of BEE = SGA   7.84***  8.20***  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing 
by 10. See Appendix E: Summary of Variable Calculations for variable definitions in detail.   
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Table 31. BEE and Future Government Subsidy – Controlling Firm Fixed Effects.  

 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤

+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Baseline Economic 
characteristics 

All variables 

 Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.134** (2.10) 0.067 (1.08) 0.062 (1.00) 

Economic characteristics      
SGAt   0.006 (1.24) 0.006 (1.24) 

Subsidyt   0.077*** (3.10) 0.076*** (3.07) 
Free CashFlowt   0.002 (0.66) 0.001 (0.53) 
Sizet   0.000 (0.27) -0.000 (-0.35) 
MTBt   -0.000 (-1.23) -0.000 (-1.25) 
Leveraget   0.003 (1.17) 0.003 (1.16) 
ROAt   -0.021*** (-3.42) -0.022*** (-3.65) 
ABACCt   0.003 (0.81) 0.003 (0.79) 
External monitoring      
Institutiont     0.006 (1.07) 
Foreignt     0.012 (1.22) 

Analyst Coveraget     0.001* (1.89) 
Governance      

Board Sizet     0.001 (0.87) 
Independencet     -0.003 (-0.67) 
CEO Dualityt     -0.001 (-1.03) 
Big Fourt     -0.001 (-0.35) 
Political connection      
SOEt     -0.004* (-1.68) 
Politicalt     -0.001** (-1.96) 
Constant 0.002*** (24.77) -0.013 (-0.86) -0.005 (-0.32) 

Observations 13,616  13,616  13,616           
Adjusted R-squared 0.450  0.463  0.464           

Firm Yes  Yes  Yes  
Province No  No  No  
Industry No  Yes  Yes  
Year No  Yes  Yes  
Test of BEE = SGA   0.94  0.79  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail.   
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4.3.5.3 INSTRUMENT METHOD 

Table 32 reports the results for testing H5, that a positive relationship between 

BEE and future government subsidy, but this time controlling for instruments to 

address potential endogeneity. The predicted BEE (Predicted BEEt) is estimated by 

regressing BEE (BEEt) on the instruments and controls from Table 20 and is used to 

replace BEE (BEEt) in this instrumental test reported in Table 32. After controlling for 

possible endogeneity, the predicted BEE (Predicted BEEt) still shows significant and 

positive coefficient, suggesting that the instrumental BEE (Predicted BEEt) is related 

to future government subsidies. This provides further support to the hypothesis that 

higher spending on BEE is related to higher future government subsidies. The tests for 

the validity and exclusion conditions of the instruments are conducted. The F-statistic 

from the first-stage regression is 5.934, which does not meet the rule of thumb 

threshold of 13.91 for three instruments (Stock & Yogo, 2005). To be cautious, the 

weak instrument issues cannot be ruled out entirely. The Hansen J-statistic is then 

tested for over-identification restrictions. The J-statistics does not reject the joint null 

hypothesis; therefore, the instrumental variables are not correlated with the error term 

and hence they are correctly excluded from the second-stage regression. 
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Table 32. Future Government Subsidy – Controlling for Instruments.  

 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝑃𝑟𝑒𝑑𝑖𝑐𝑡𝑒𝑑 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦

+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙
+ 𝜀  

Variables Stage 2 

 Coeff. T-test 

Predicted BEEt 0.151* (1.69) 
Economic characteristics   
SGAt -0.003 (-0.94) 
Subsidyt 0.471*** (23.79) 
Free CashFlowt 0.001* (1.94) 
Sizet -0.000 (-0.22) 

MTBt -0.000 (-1.14) 
Leveraget -0.000 (-0.58) 

ROAt -0.009*** (-5.06) 
ABACCt 0.002** (2.03) 
External monitoring   
Institutiont 0.006*** (3.61) 
Foreignt -0.000 (-0.09) 
Analyst Coveraget 0.001* (1.80) 
Governance   
Board Sizet 0.000 (0.52) 

Independencet -0.002** (-2.10) 
CEO Dualityt -0.000 (-1.41) 

Big Fourt -0.000 (-0.00) 
Political connection   
SOEt 0.000 (1.56) 
Politicalt -0.000 (-0.55) 
Constant 0.004* (1.84) 

Observations 13,616           
Adjusted R-squared 0.075           

Province Yes  
Industry Yes  
Year Yes  
Kleibergen-Paap rk Wald F statistic 6.036  
Hansen J statistic 2.950  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing 
by 10. See Appendix E: Summary of Variable Calculations for variable definitions in detail. 
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4.3.5.4 HECKMAN & INSTRUMENT METHOD 

BEE is voluntarily disclosed in annual reports by 71.8% of companies (refer to 

Table 2 to and Table 4), and the non-disclosure rate of BEE is 28.2%. Non-disclosure 

could be due to either the spending on BEE is too small to disclose or that the spending 

on BEE is too large to avoid attention from the public and media. However, the 

characteristics of firms choose to disclose detailed BEE compared to those do not 

disclose BEE could also be significantly different, which leads to a selection bias and 

the sample is not representative of the population impacting statistical inference. The 

potential selection bias arises due to the deviation from the random selection method 

of sampling and fails to provide an accurate description of the population sampled 

(Rutherford, 2013, p. 535). Heckman (1979) provides a simple consistent estimation 

method that eliminate the specification error for the case of censored samples and 

overcome the firms’ self-selection in disclosing BEE. 

 Table 33 shows the first-stage probit regression, that a firm’s propensity to report 

BEE in annual reports is expressed by costs and benefits of disclosure. To proxy for 

the political risk of disclosing BEE, and to construct an exogenous instrument for the 

first-stage regression, the natural log of the geographical distance (Distancet) between 

the location of a firm’s headquarter and the central government, Zhongnanhai in 

Beijing, is employed. Political pressure is increasing when the firm’s location is closer 

to Beijing where the political power and media agencies are located. Due to the 

political pressure, managers would be less likely to disclose BEE when they perceive 

such disclosure attract more public and media attention. Therefore, it is anticipated a 

positive correlation between firms’ distance to the central government in Beijing and 

the probability to disclose BEE. That is, the farther from Beijing, firms are more likely 

to disclose BEE.  



 

Chapter 4: Results and Discussion  132 

Table 33 shows results on H5 after considering endogeneity via the Heckman 

and instrument method. Columns (1) and (2) show results on H5 using Heckman 

method without controlling variables. Columns (3) and (4) show results after 

controlling for economic characteristics. Columns (5) and (6) show results after 

controlling all analysed variables. The results show significantly positive coefficient 

on BEEt and Subsidyt+1 via Heckman methods after control for economic 

characteristics, external monitoring, governance, and political connection.  

The results show significantly positive correlation between BEEt and 

Subsidyt+1 when the coefficients on SGAt, Subsidyt, Free CashFlowt, Sizet, ABACCt, 

and Institutiont are significantly positive, and when ROAt is significantly negative. 

This suggests that when firms’ core expenses are high, current year government 

subsidy is high, firms’ free cash flow is high, firms’ size is large, firms’ information 

transparency is high and firms’ institutional ownership is high, and the more BEE 

spending in the prior year then the following year government subsidy increases. 

Similarly, when firms’ profitability is low, the higher BEE spending is related to the 

following year government subsidy increases. 
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Table 33. Future Government Subsidy – Heckman & Instrument Method. 

 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑀𝑖𝑙𝑙𝑠 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦

+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙
+ 𝜀  

Variables Heckman Heckman 

 Coeff. T-test Coeff. T-test 

BEEt   0.085*** (3.23) 
Millst  -0.002 (-0.56) 
Economic characteristics    
SGAt -0.359*** (-4.40) 0.009*** (4.23) 
Subsidyt 0.565 (1.00) 0.496*** (23.27) 
Free CashFlowt -0.005 (-0.06) 0.002* (1.71) 

Sizet -0.179*** (-10.64) 0.000 (0.02) 
MTBt 0.016*** (5.10) -0.000 (-0.33) 

Leveraget -0.006 (-0.10) -0.002* (-1.72) 
ROAt 0.341* (1.82) -0.026*** (-5.48) 
ABACCt 0.143 (0.88) 0.003 (1.10) 
External monitoring    
Institutiont 0.704** (2.04) 0.011** (2.34) 
Foreignt -0.617*** (-4.11) -0.002 (-0.53) 
Analyst Coveraget -0.004 (-0.31) 0.001** (2.10) 
Governance    

Board Sizet 0.009 (0.25) 0.001 (1.16) 
Independencet -0.170 (-1.04) -0.001 (-0.59) 

CEO Dualityt -0.007 (-0.26) -0.001** (-2.46) 
Big Fourt -0.316*** (-6.53) -0.000 (-0.29) 
Political connection    
SOEt 0.041 (1.63) -0.000 (-0.79) 
Politicalt 0.033 (1.49) -0.001 (-1.62) 

Distancet 0.053*** (3.77)            
Constant 3.074*** (7.83) 0.011* (1.67) 

Observations 18944  13593           
Adjusted R-squared   0.345           
Pseudo R-squared 0.149    
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing 
by 10. See Appendix E: Summary of Variable Calculations for variable definitions in detail. 
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4.3.5.5 DIFFERENCE-IN-DIFFERENCE 

Table 34 reports the results retesting H5 but this time addressing endogeneity 

via the difference-in-difference method (DiD). The DiD method is modelled using the 

anti-corruption campaign as an exogenous shock to BEE spending. This event 

potentially changed the nature and extent of corporate relationship spending 

significantly, with companies becoming less likely to spend BEE to build guanxi with 

governments due to political risk.  

Using DiD methods, multiple subpopulations that some are subject to a policy 

intervention or treatment, and others are not, are measured in each group before and 

after the policy intervention (Athey & Imbens, 2006). The sample is divided into high 

and low BEE spending firms. For high BEE spending firms, they attract greater media 

and political attention after the campaign, therefore they should respond more to the 

heightened political pressure during the campaign than other firms.  

Following Atanasov and Black (2016), the sample is binned based on the 

sensitivity to the exogenous event. The purpose of this DiD design is to seek for 

differences between after-minus-before in highly affected versus lowly-affected 

groups. High-BEE spending firms (High BEEt) before the anti-corruption campaign 

are argued to attract heightened media and political attention, and therefore are less 

prone to engage in corrupt behaviours such as bribery after the campaign. The anti-

corruption campaign improves the information transparency, restrains managerial 

opportunism in building relationships activities, and providing a cleaner environment 

for business and stakeholders. Therefore, the high-BEE firms should be more 

pronounced in reduction of BEE spending. High-BEE firms (treatment group = High 

BEEt) are those average of BEE between 2010 and 2011 is above industry median, and 

low-BEE firms (control group = Low BEEt) are those average of BEE between 2010-

2011 is below industry median. The window is limited into four years around the event 
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to separate the effect of other events on BEE-subsidy relation. The pre-campaign 

period is defined as years 2010-2011, and the post-campaign period is defined as 2012-

2013 (Aftert). The firms are required to be continuously listed and disclose BEE during 

the window period in improving pre- and post- balance. If the anti-corruption 

campaign improves the information transparency and reduces bribery such as BEE 

spending, there should be a decrease in government subsidy after the campaign for 

high-BEE firms compared to low-BEE firms.  

The results in Table 34 for the second period show significant and negative 

coefficients on After suggesting the campaign reduced future government subsidies 

between 2011 and 2013. However, the coefficient on High BEE is significantly 

positive suggesting that for high BEE firms they continue to have greater future 

government subsidies. Contrary to expectation the interaction term between High BEE 

and After in both subperiod analysis is insignificant. The low level of significance 

means these results should not be placed too much weight on. 

The results hold after controlling for economic characteristics, external 

monitoring, governance, and political connection. It suggests that when the firms’ core 

expenses are high, current year government subsidy is high, free cash flow is high, 

institutional ownership is high, firms’ profitability is low, and firms’ board 

independence is low, high BEE firms still attract more government subsidy even 

though average subsidies are down after the anti-corruption campaign, regardless 

dividing samples by 2011 and 2012, or by 2011 and 2013. 
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Table 34. Future Government Subsidy – Difference-in-Difference. 

 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐴𝑓𝑡𝑒𝑟 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸 + 𝛽 𝐻𝑖𝑔ℎ 𝐵𝐸𝐸  𝑋 𝐴𝑓𝑡𝑒𝑟 + 𝛽 𝑆𝐺𝐴

+ 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵
+ 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟
+ 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables 2011 vs 2012 2011 vs 2013 

 Coeff. T-test Coeff. T-test 

Anti-corruption campaign    
Aftert -0.001 (-1.14) -0.001* (-1.82) 
High BEEt 0.001 (1.24) 0.002* (1.79) 
High BEEt X Aftert -0.001 (-1.07) -0.001 (-1.01) 
Economic characteristics    
SGAt 0.020*** (3.59) 0.010* (1.81) 

Subsidyt 0.521*** (13.32) 0.560*** (13.99) 
Free CashFlowt 0.006** (2.12) 0.004 (1.48) 

Sizet -0.000 (-0.60) 0.000 (0.27) 
MTBt -0.000 (-0.01) 0.000 (1.17) 
Leveraget -0.000 (-0.12) -0.000 (-0.04) 
ROAt -0.039*** (-3.92) -0.036*** (-4.08) 
ABACCt 0.005 (0.80) 0.002 (0.45) 
External monitoring    
Institutiont 0.018* (1.89) 0.006 (0.62) 
Foreignt 0.000 (0.04) 0.005 (1.03) 

Analyst Coveraget 0.000 (0.63) 0.000 (1.23) 
Governance    

Board Sizet 0.001 (1.15) 0.001 (0.88) 
Independencet -0.008** (-2.02) -0.007 (-1.61) 
CEO Dualityt -0.000 (-0.57) -0.002** (-2.21) 
Big Fourt -0.001 (-1.45) -0.002** (-2.07) 
Political connection    

SOEt 0.001 (0.84) 0.001 (1.17) 
Politicalt -0.001* (-1.78) -0.001 (-0.98) 

Constant 0.017* (1.65) 0.011 (1.08) 
Observations 3425  3477           
Adjusted R-squared 0.362  0.401           
Province Yes  Yes  
Industry Yes  Yes  
Year No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent 
respectively. T-values are reported, based on robust standard errors clustered by firm to correct for 
firm level heteroscedasticity and clustering. All continuous variables are winsorised by year in the full 
sample at the 1 percent and 99 percent levels. See Appendix E: Summary of Variable 
Calculations for variable definitions in detail. 
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4.3.5.6 SPLIT SAMPLE ANALYSIS 

In the following section, possible mechanisms through which BEE affect future 

subsidy are identified and discussed. Specifically, based on the results from the 

modelling of the economic determinants of BEE disclosure and spending, the BEE-

future subsidy relation should be more pronounced in firms relying heavily on BEE to 

build political connections (Cheng et al., 2019; Hope et al., 2019), having lower 

information transparency, having less effective external monitoring mechanisms, and 

having higher financial risks (Luo, 2005).  

Political Connection 

Table 35 show results for re-testing H5 but this time via split sample analyses by 

political connection. H5 is firstly tested splitting the sample by status: SOE vs non-

SOE. The Table only reports the coefficients on the main variable, BEE (BEEt), the 

full results for the model are reported in Appendix G: Split Sample Analysis for Future 

Subsidy (see Table 62 and Table 63; pp. 201 - 202). 

Table 35. Future Government Subsidy – by Political Connection.  
 
Panel A: SOE. 
 SOE Non-SOE 

 Coeff. T-test Coeff. T-test 

BEEt 0.066 (1.62) 0.100*** (2.82) 

 
Panel B: Politically Connected. 
 Politically Connected Non-Politically Connected 

 Coeff. T-test Coeff. T-test 

BEEt 0.098** (2.42) 0.075** (2.15) 

 

The results in Panel A show significant and positive coefficient on BEE (BEEt) 

for non-SOE firms, indicating that the significant and positive relationship between 

BEE and future government subsidy exists in non-SOE firms. This is consistent to J. 

Li and Zhao (2015) that corporate expenditures such as BEE on political networking 
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increase significantly for non-SOEs. Secondly, H5 is tested but this time splitting the 

sample on the basis of whether or not the firm is politically connected. The results in 

Panel B show that the coefficients on BEEt are significant and positive, regardless of 

whether the firm is politically connected, the significant and positive relationship 

between BEE and future government subsidy sustains. 

External Monitoring 

The results in Table 36 show H5 splitting the sample this time in terms of the 

type of external monitoring in place. H5 is firstly tested via splitting the sample based 

on high analyst coverage versus low analyst coverage. The analyst coverage is defined 

as the natural logarithm of number of analysts. The high and low analyst coverage is 

differentiated via their industry median. The Table only reports the coefficients on the 

main variable, BEE (BEEt), the full results for the model are reported in Appendix G: 

Split Sample Analysis for Future Subsidy (see Table 64 to Table 66; pp. 203 - 205).  

Table 36. Future Government Subsidy – by External Monitoring.  
 
Panel A: Analyst Coverage. 
 High Analyst Coverage Low Analyst Coverage 

 Coeff. T-test Coeff. T-test 

BEEt 0.101*** (3.28) 0.070 (1.59) 

 
Panel B: Institutional Investors. 
 High Institutional Investor Low Institutional Investor 

 Coeff. T-test Coeff. T-test 

BEEt 0.101*** (2.94) 0.081** (2.49) 

 
Panel C: Foreign Investors 
 Foreign Investors Domestic Investor 

 Coeff. T-test Coeff. T-test 

BEEt 0.025 (0.26) 0.094*** (3.44) 

 

 The results in Panel A show significant and positive coefficient on BEEt for firms 

with high analyst coverage, indicating that the significant and positive relationship 
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between BEE and future government subsidy exists for firms with high analyst 

coverage.  

 H5 is then tested by splitting the sample by firms having high versus low levels 

of institutional investors. The institutional ownership is measured by the percentage of 

shares held by institutional investors, and their high and low levels are split by their 

industry median. The coefficients on BEEt in Panel B are significant and positive for 

both types of firms, suggesting that the significant and positive relationship between 

BEE and future government subsidy is not affected by high or low institutional 

investors for firms. However, when H5 is tested splitting the sample in terms of firms 

having foreign investors versus domestic investors, the coefficient in Panel C is only 

significant and positive on BEEt for firms with domestic investors. This suggests that 

the significant and positive relationship between BEE and future government subsidy 

exists for firms with domestic investors. This is reasonable as firms with domestic 

investors are exposed to less disclosure restriction and lower disclosure regulation on 

BEE, that these firms spend more BEE that build business relationships therefore 

promote sales. One limitation with this analysis is that there are relatively few firms 

with foreign investors (only 4.8% or 653 firms-years out of the sample of 13,593 firm-

years). It should be cautious to conclude from the foreign firm subsample because it is 

very small. 

Governance 

The analysis reported in Table 37 further investigates H5 by breaking down the 

sample into sub-samples based on four governance characteristics. The relationship 

between BEE and future government subsidy is split based on board size, board 

independence, CEO duality, and Big Four auditors. The table only reports the 

coefficients on the main variable, BEE (BEEt), the full results for the model are 
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reported in Appendix G: Split Sample Analysis for Future Subsidy (see Table 67 to 

Table 70; pp. 206 - 209).  

Table 37. Future Government Subsidy – by Internal Governance.  
 
Panel A: Board Size. 
 Large Board Small Board 

 Coeff. T-test Coeff. T-test 

BEEt 0.102*** (3.15) 0.061 (1.20) 

 
Panel B: Board Independence. 
 High Board Independence Low Board Independence 

 Coeff. T-test Coeff. T-test 

BEEt 0.121*** (2.88) 0.043 (1.41) 

 
Panel C: CEO Duality. 
 CEO Duality Non-CEO Duality 

 Coeff. T-test Coeff. T-test 

BEEt 0.068** (2.39) 0.143** (2.36) 

 

Panel D: Big Four Auditor. 
 Big Four Non-Big Four 

 Coeff. T-test Coeff. T-test 

BEEt -0.032 (-0.35) 0.088*** (3.24) 

 

The coefficients on BEEt in Panels A and B for the sub-samples based on board 

size and board independence show significant and positive relationship only for firms 

with large board size and high board independence. This indicates that the significant 

and positive relationship between BEE and future government subsidy exist in firms 

with better internal governance. The coefficient on BEEt in Panels C for the sub-

samples based on CEO duality is significant and positive, indicating that the significant 

and positive relationship between BEE and future government subsidy is consistent 

regardless of whether the firm has a CEO duality. This implies the significant and 

positive impact that BEE has on future government subsidy is not affected by this 

governance characteristic.  
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However, for the Big Four auditor sub-samples, the coefficient of BEEt in 

Panel D is only significantly positive for firms with non-Big Four auditors. This 

indicates that the significant and positive relationship between BEE and future 

government subsidy exists for firms having non-Big Four auditor. This is reasonable 

as firms with non-Big Four auditor are exposed to lower internal governance quality, 

that are less regulated on spending BEE, therefore attract more government subsidy in 

the following year.  

Information Transparency 

The analysis is also split based on four information transparency variables and 

the results are reported in Table 38. This additional analysis splits the sample into high 

versus low earnings management, high versus low accrual quality, high versus low 

forecast accuracy, and high versus low conservatism.  

Table 38. Future Government Subsidy – by Information Transparency.    
 
Panel A: Earnings Management. 
 High Earnings Management Low Earnings Management 

 Coeff. T-test Coeff. T-test 

BEEt 0.105** (2.41) 0.064* (1.69) 

 

Panel B: Accrual Quality. 
 High Accrual Quality Low Accrual Quality 

 Coeff. T-test Coeff. T-test 

BEEt 0.108*** (2.85) 0.064* (1.66) 

 
Panel C: Forecast Accuracy. 
 High Forecast Accuracy Low Forecast Accuracy 

 Coeff. T-test Coeff. T-test 

BEEt 0.059** (1.97) 0.095*** (2.64) 

 
Panel D: Conservatism. 
 High Conservatism Low Conservatism 

 Coeff. T-test Coeff. T-test 

BEEt 0.116*** (2.84) 0.063** (1.97) 
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 The table only reports the coefficients on the main variable, BEE (BEEt), the full 

results for the model are reported in Appendix G: Split Sample Analysis for Future 

Subsidy (see Table 71 to Table 74; pp. 210 - 213).  

The coefficients on BEEt in Panel C are significant and positive in the subsample 

of high and low forecast accuracy, this indicates that the forecast accuracy does not 

impact the relationship BEE have on future subsidy. However, the significant and 

positive relationship in Panels A and B only exists in the subsamples of low earnings 

management and low accrual quality, this suggests that these firms spend more BEE 

which attracts more future government subsidy. In contrast, the significant and positive 

relationship in Panel D exists in the subsample of high conservatism, this represents 

that firms with higher accounting conservatism report higher BEE that invite more 

government subsidy.  

Economic Characteristics 

To explore if economic characteristics impact the BEE-future government 

subsidy relationship the analysis is re-run based on sub-samples based on four key 

economic characteristics. The results reported in Table 39 show the BEE and future 

government subsidy regressions split at the median for economic characteristics, 

including size, growth, performance, and risk. The Table only reports the coefficients 

on the main variable, BEE (BEEt), the full results for the model are reported in 

Appendix G: Split Sample Analysis for Future Subsidy (see Table 75 to Table 78; 

pp. 214 - 217).  
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Table 39. Future Government Subsidy – by Economic Characteristics.  
 
Panel A: Firm Size. 
 Large Firm Small Firm 

 Coeff. T-test Coeff. T-test 

BEEt 0.064** (1.99) 0.105** (2.48) 

 

Panel B: Growth. 
 High Growth Low Growth 

 Coeff. T-test Coeff. T-test 

BEEt 0.111*** (2.75) 0.045 (1.27) 

 

Panel C: Performance. 
 High Performance Low Performance 

 Coeff. T-test Coeff. T-test 

BEEt 0.099*** (2.88) 0.029 (0.65) 

 
Panel D: Risk. 
 High Risk Low Risk 

 Coeff. T-test Coeff. T-test 

BEEt 0.092* (1.85) 0.074** (2.47) 

 

Alternative Proxies 

The final robustness analysis for H5 investigates alternative proxy measures for 

some of the key variables. The results for the robustness tests of measures are reported 

in Table 40. The Table only reports the coefficients on the main variable, BEE (BEEt), 

the full results for the model are reported in Appendix G: Split Sample Analysis for 

Future Subsidy (see Table 79 to Table 81; pp. 218 - 220).  

 The coefficients on BEEt in Panel A are significant and positive for both 

subsamples of large and small firms. This indicates that the relationship between BEE 

and future government subsidy is not affected by firm size. However, the significant 

and positive coefficients in Panels B and C exist in the subsamples of high growth and 

high-performance firms, this suggests these firms spend more on BEE to secure higher 

future subsidies. In contrast, the significant and positive relationship between BEE and 
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future government subsidy in Panel D exists in the subsample of low-risk firms. This 

represents that firms having low financial risk spend higher BEE, therefore attracting 

more government subsidy in the following year.  

Table 40. Future Government Subsidy – by Alternative Proxies.  
 

Panel A: Alternative BEE. 
 Median Adjusted Mean Adjusted Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test 

AbnormalBEEt 0.089*** (3.32) 0.088*** (3.39) 0.075*** (2.86) 

 
Panel B: Median Adjusted Subsidy. 
 Use BEE Median Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.084*** (3.41) 0.118*** (4.39) 0.122*** (4.69) 0.077*** (2.91)    

 
Panel C: Mean Adjusted Subsidy. 
 Use BEE Median Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.069*** (2.71) 0.117*** (4.20) 0.128*** (4.71) 0.078*** (2.83)    

 

These tables show the test of H5 the relationship between BEE and future 

government subsidy employing alternative proxies for BEE, that capture abnormal 

BEE spending (median and mean adjusted), and two alternative measures for 

government subsidy (median and mean adjusted). The coefficients on AbnormalBEEt 

in Panel A are significant and positive for all alternative BEE proxies, including 

median adjusted BEE, mean adjusted BEE, and the residual of BEE. The residual term 

estimated from Table 40 would be the abnormal spending on BEE. This suggests that 

the significant and positive impact abnormal BEE has on future government subsidy, 

is not impacted by how BEE is measured.  
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Similarly, the coefficients on BEEt in Panels B Panel C are significant and 

positive for median and mean adjusted government subsidy. This suggests that the 

significant and positive between BEE and future government subsidy are not affected 

by alternative measures of adjusted government subsidy. 

4.4 SUMMARY 

This chapter presents the detailed analyses on the probability and spending 

amount of BEE, and the empirical tests of the hypotheses developed in Chapter 2. This 

chapter details the descriptive statistics, hypotheses testing, and robustness testing for 

each hypothesis. Table 41 provides a summary of the results of the hypothesis testing.  

Table 41. Summary of Hypothesis Testing. 

 

Hypotheses Hypothesised 

Relationship 

Table/ 

Page 

Results 

Hypothesis One: 

Probability of BEE 

disclosure is related to 

the firm’s economic 

characteristics, level of 

external monitoring, 

quality of governance 

and level of political 

connection. 

H10: β1 to β17=0. 

 

H11: β1 to β17≠0. 

 

Table 14, 

pp. 83 

Propensity of BEE 

determinants positive and 

significant Accept: 

β2>0, β5>0.  

 

Propensity of BEE 

determinants negative and 

significant Accept: 

β1<0, β4<0, β10<0, β15<0.  

Hypothesis Two: 

Disclosure of BEE 

spending is related to 

the firm’s economic 

characteristics, level of 

external monitoring, 

quality of governance 

and level of political 

connection. 

H20: β1 to β17=0. 

 

H21: β1 to β17≠0. 

 
 

Table 15, 

pp. 85 

Determinants of BEE 

spending positive and 

significant Accept: 

β1>0, β5>0, β7>0.  

 

Determinants of BEE 

spending negative and 

significant Accept: 

β2<0, β4>0, β11<0, β16<0.  
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Hypotheses Hypothesised 

Relationship 

Table/ 

Page 

Results 

Hypothesis Three (a): 

Probability of BEE 

disclosure is negatively 

impacted by the 

implementation of the 

anti-corruption 

campaign. 

H30: β18=0  

H31: β18>0 

 

Table 16, 

pp. 91 

Supported: The anti-

corruption campaign positive 

and significant Accept: H31: 

β18>0. 

Hypothesis Three (b): 

Disclosure of BEE 

spending is negatively 

impacted by the 

implementation of the 

anti-corruption 

campaign. 

H30: β18=0  

H31: β18<0 

 

Table 16, 

pp. 91 

Supported: The anti-

corruption campaign negative 

and significant Accept: H31: 

β18<0. 

Hypothesis Four: BEE 

is positively related to 

future sales growth. 

H40: β1=0  

H41: β1>0 

Table 18, 

pp. 101 

Supported: BEE positive and 

significant Accept: H41: 

β1>0.   

Hypothesis Five: BEE 

is positively related to 

future government 

subsidies. 

H50: β1=0  

H51: β1>0 

Table 30, 

pp. 127 

Supported: BEE positive and 

significant Accept: H51: 

β1>0.  

 
The key findings are that hypothesis 1 is supported and accepted with sales 

growth in the current year (Sales Growtht) and market to book ratio (MTBt) having a 

significant and positive impact on probability of BEE disclosure. However, SG&A 

expenses, firm size (Sizet), foreign ownership (Foreignt), and Big Four auditors (Big 

Fourt) have a significant and negative impact on probability of BEE disclosure. 

Indicating that probability of BEE disclosure is affected by economic characteristics, 

the level of external monitoring and quality of governance. Disclosure is not related to 

the level of political connection.  
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Similarly, hypothesis 2 is supported and accepted with SG&A expense, market 

to book ratio (MTBt) and rate of return (ROAt) having a significant and positive impact 

on disclosure of BEE spending. Sales growth in the current year (Sales Growtht), firm 

size (Sizet), analyst coverage (Analyst Coveraget) and state-ownership (SOEt) have a 

significant and negative impact on disclosure of BEE spending. Indicating that 

disclosure of BEE spending is affected by economic characteristics, the level of 

external monitoring, quality governance and the level of political connection. 

Hypothesis 3 (a) and (b) are both supported and accepted with anti-corruption 

increasing the probability of BEE disclosure but reducing firms’ spending amount. 

High spending BEE firms continue to spend more BEE, but the level is reduced in the 

period after the campaign.  

Hypothesis 4 is supported and accepted with BEE significantly positively greater 

than zero suggesting BEE is positively correlated with future sales growth. This is 

consistent to Xu et al. (2017) that BEE has a positive impact on firm performance, 

potentially through the channels of “protection money” and “grease money” in China. 

However, in contrast to Xu et al. (2017), that support this relationship for non-SOEs, 

the results show BEE positively impacts future sales for both the SOE and non-SOE 

subsamples.  

Finally, hypothesis 5 is also supported and accepted with BEE significantly 

positively greater than zero. This is consistent to Z. Zhang and Jin (2017) and J. Li and 

Zhao (2015) that government subsidies in China are granted based on political 

connections and firms with few natural political connections are more incentivised to 

network with government officials though BEE spending.  
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Chapter 5: Conclusion 

5.1 INTRODUCTION 

This chapter provides a summary of the research and discusses the main findings. 

The chapter explores the limitations of this research, and discusses the contributions 

to academia, industry, and regulation. Finally, the chapter examines the potential for 

future research. The chapter proceeds as follows: Section 5.2 summarises the findings; 

Section 5.3 discusses the research limitations; Section 5.4 explores the research 

contributions; and Section 5.5 illustrates the future research; Section 5.6 summarises 

the thesis.  

5.2 SUMMARY OF THE RESEARCH 

This research documents the disclosure of BEE by Chinese firms including the 

major drivers of the propensity to disclose and the amount of BEE spending disclosed. 

BEE is hypothesised to have a significant positive impact on sales growth in the 

following year, as well as a positive impact on future government subsidies. After 

2012, it is envisaged that there will be a reduction in disclosure of BEE following the 

implementation of the Chinese government’s anti-corruption campaign.  

5.2.1 HYPOTHESIS 1 - FINDINGS AND DISCUSSION 

The results of hypothesis 1 shows the likelihood of BEE voluntary disclosure is 

a function of the firm’s economic characteristics, level of external monitoring, and 

quality of governance. In particular, SGAt, Sizet, Foreignt, and Big Fourt have a 

negative relationship with the propensity to disclose BEE. In contrast, Sales Growtht 

and MTBt have a positive relationship with the probability of BEE disclosure.  
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The result for firm size is contrary to the cost advantage argument of Deumes 

and Knechel (2008) and Lopes and Rodrigues (2007), and the prior empirical 

disclosure research (Ahmed & Courtis, 1999; Barako et al., 2006; Khlif & Hussainey, 

2016). The results for SG&A are consistent to the expectation based on McVay (2006) 

classification research and the results for sales growth are consistent with Sun (2016) 

argument that the role of BEE is to grow sales and hence the two variables are 

positively related. Similarly, the positive relationship for MTB supports 

Adithipyangkul et al. (2011) finding that firms with more growth opportunities tend to 

invest more in perks to build guanxi. The negative impact of foreign ownership is 

consistent with the limited prior research on entertainment expenditure in China (Cai 

et al., 2011; Griffin et al., 2016), albeit relating to different data set and time periods. 

The negative impact that a Big Four auditor has on disclosure is consistent with Gul et 

al. (2011), that studied the share price impact of perks. While these findings support 

the prior research, there are quite a few factors specified in the model that have been 

identified in the prior research discussed in Chapter 2 but that are found to be unrelated 

to BEE disclosure. Thus, there is scope for further research in this area. 

5.2.2 HYPOTHESIS 2 - FINDINGS AND DISCUSSION 

The results of hypothesis 2 shows the drivers of BEE spending consist of the 

firm’s economic characteristics, level of external monitoring, quality of governance, 

and level of political connection. In particular, SGAt, MTBt, and ROAt have positive 

relationship to BEE spending. However, Sales Growtht, Sizet, Analyst Coveraget, and 

SOEt have negative relationship to BEE spending. 

The positive relationship for SG&A is consistent to the argument that 

management cost behaviours are likely to be similar across different cost categories 

(Morrow et al., 2004). Hence more expenditure on SG&A, suggesting less cost control 
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by management, thus is associated with greater expenditure on BEE. Growth firms 

also spend more on BEE to build guanxi (Adithipyangkul et al., 2011) and more 

profitable firms tend to spend more on BEE which is consistent with H. Zhang et al. 

(2015) finding that profitability (ROA) is related perks. The negative coefficient on 

sales growth contrasts with Sun (2016) argument that high growth firms spend more 

on BEE. However, as seen in later discussion, BEE is found to be positively related to 

future sales growth, which is consistent to Sun (2016) argument. Thus, the timing of 

the observations is important for understanding the sales growth relationship. The 

lower disclosure of BEE spending for large firms is consistent to Cai et al. (2011) and 

potentially supports the argument that because larger firms operate in economic 

environments with better government services and lower tax burdens, they can afford 

to engage less BEE expenditure. The finding for external monitoring by analysts is 

consistent to with the broader disclosure literature (Dhaliwal et al., 2011; Lys et al., 

2015).  

The lower disclosed BEE spending by SOEs indicates the level of political 

connectedness is a factor in BEE spending. This result is consistent with Cai et al. 

(2011) finding that the disclosure of entertainment and travel costs (ETC) is lower for 

Chinese state-owned enterprises (SOEs) than for foreign firms. However, the results 

are contrary to Cai et al. (2011) finding that domestic non-SOEs and SOEs have similar 

levels of ETC. The results also contrast with Griffin et al. (2016) argument that SOEs 

are more likely to be involved in corruption with the implication that they would spend 

more on BEE. Our results are more consistent with the argument that non-SOEs need 

to spend more on BEE to develop political guanxi. As discussed later, BEE spending 

is associated with future government subsidies, and thus developing political guanxi 

has a positive outcome for the non-SOE firms.  
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Contrary to expectation, the study finds no significant relationship between BEE 

and foreign or institutional ownership. Prior theoretical and empirical research 

suggests that the level of external monitoring of a firm impacts disclosure (Barako et 

al., 2006; Khlif et al., 2017). There is strong support for factors such as higher 

institutional ownership (Charitou et al., 2007), and higher foreign ownership (Cai et 

al., 2011) negatively impacting the level of disclosure by firms. In particular, foreign 

owners are not expected to be familiar with or supportive of BEE line-item disclosure 

(Cai et al., 2011; Griffin et al., 2016) as it is peculiar to China.   

Finally, the results for hypothesis 1 and 2 can be interpreted as simply reflecting 

the law. Most firms in the sample that disclose BEE, consistently disclose the line-

item year-on-year, while the amount disclosed may vary. This consistent disclosure 

behaviour accords with the simple interpretation that firms follow the tax law and 

disclose BEE as it is an allowable, albeit with limitations, expenditure. This simple 

interpretation is how some researchers (Healy & Palepu, 2001) assess the evidence of 

earnings forecast disclosure studies like Noe (1999) and Aboody and Kasznik (2000). 

While Core (2001) labels this a ‘superficial interpretation’ of the voluntary disclosure 

evidence, pointing to the fact the managers selectively time the disclosures. However, 

in the case of BEE most firms consistently disclose the expenditure and thus the 

selective disclosure timing strategy is unlikely to be the explanation.  Consistent with 

Healy and Palepu (2001) just following the law is a plausible interpretation of the 

evidence in this thesis. 

5.2.3 HYPOTHESIS 3 - FINDINGS AND DISCUSSION 

The results for hypothesis 3 show BEE spending is impacted by the anti-

corruption campaign after controlling for the firm’s economic characteristics, level of 

external monitoring, quality of governance, and level of political connection. The 
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control variables SGAt, Free CashFlowt, MTBt, and ROAt have a positive relationship 

to BEE spending, and Sales Growtht, Sizet, and SOEt have a negative relationship to 

BEE spending similar to the base results discussed thus far. After the anti-corruption 

campaign, the probability of BEE disclosure increased, suggesting that the campaign 

increased reporting transparency and reduced information asymmetry. However, the 

level of BEE spending relative to sales dropped after the anti-corruption campaign. 

This is consistent with Griffin et al. (2016) finding that firms report lower levels of 

BEE as a result of the campaign. It is also consistent with the evidence of Qian and 

Wen (2015) who show that after the campaign there was a dramatic reduction in 

imports of luxury goods to China that were known to be common gifts for bribery.  

Finally, consistent with the political cost hypothesis (Watts & Zimmerman, 1978, 

1990), that high levels of BEE are likely to attract political attention, the results show 

the drop in spending on BEE was largely by those firms whose BEE spending was 

above the industry-median. The more pronounced reduction in BEE spending by the 

larger spenders reflects the media attention on high BEE spending and thus the 

political cost incentive to reduce the visibility of BEE behaviour by Chinese firms. 

One aspect of this result is that only a subset of firms reduced BEE disclosed spending. 

Some firms increased the BEE spending after the anti-corruption campaign. The 

implication is that firms considered much of their BEE spending to be legitimate and 

not evidence of corruption. Otherwise, they would have reduced BEE spending to 

avoid the harsh political cost penalties the Chinese government can impose.  

5.2.4 HYPOTHESIS 4 - FINDINGS AND DISCUSSION 

The results from testing hypothesis 4 shows that BEE has a significant positive 

impact on future sales growth. This is consistent to the argument that BEE builds 

guanxi in the Chinese business context and this increases business opportunities, 
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enhance business relationship, and builds connections with government officials 

(Adithipyangkul et al., 2011; Chan & Mo, 2000; Dunfee & Warren, 2001). Given the 

importance of this result, extensive additional analysis is undertaken to address 

specification and endogeneity concerns. The results are robust across the inclusion of 

fixed-effects, province dummy variables, and instrumental regression. The DiD 

method shows high BEE spending firms are negatively impacted by the anti-corruption 

campaign and future sales growth is reduced significantly. This is consistent with the 

anti-corruption campaign improving the information transparency of the business 

environment, and reducing the sales growth firms generate, especially for high BEE 

firms, due to higher political costs. 

Additional analysis of the BEE-sales growth relationship shows that it was 

driven by lack of external monitoring in that firms with only domestic investors 

experience the BEE-sales growth relationship. Firms with foreign investors do not 

experience this performance benefit from BEE spending. Similarly, firms with a CEO-

duality also evidence a significant BEE-sales growth positive effect. The implication 

is that closely controlled firms tend to benefit from BEE expenditure, and this may 

indicate either a greater need to develop political guanxi or higher levels of corruption.  

The significant aspect of the testing of hypothesis 4 is that the results are 

diametrically opposed to the prior evidence of Cai et al. (2011). That study finds 

entertainment expenditure reduces firm productivity, and while this relationship is 

moderated by firm location and government relationships, the overall effect is still 

negative. Whereas the current study finds a positive future sales growth impact, which 

is robust to the econometric methods employed. The difference in results may be due 

to the data and sample firms studied. Cai et al. (2011) is based on a 2005 survey of 

firm disclosures, that is not limited to listed companies. In contrast, this thesis employs 
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objective public annual report data for all listed firms in the period of study. Thus, the 

current study is more recent, more comprehensive, and more representative of larger 

listed firms than the Cai et al. (2011) paper.  

5.2.5 HYPOTHESIS 5 - FINDINGS AND DISCUSSION 

The results from testing hypothesis 5 show that BEE is also positively related to 

the granting of future government subsidies. Again, this study conducted extensive 

robustness testing and the results hold for alternative specifications and econometric 

techniques. The positive relationship for BBE and government subsidies is consistent 

with prior studies that find BEE positively impact the economy and business in general 

(Beltramini, 1992; Dorsch & Kelley, 1994; Emmett & Rockwood, 1963; Sun & Chen, 

2017). Cai et al. (2011) argues that entertainment and travel costs (ETC) includes 

expenditures on government officials in the form of grease money and protection 

money that could explain the positive BEE-subsidy relation. The spending to entertain 

or bribe government officials is done in exchange for a higher quality of government 

services (Cai et al., 2011). Hung et al. (2012) show that politically connected firms can 

derive significant benefits such as government subsidies from their political ties. 

Consistent with Hung et al. (2012), the sub-sample analyses identify that it is non-

SOEs that benefit most from BEE expenditure to gain additional government 

subsidies. SOEs, by definition, are already politically connected, and thus do not have 

to rely on BEE expenditure to build guanxi and develop political connections. The 

relationship with government subsidies is also stronger for firms subject to external 

monitoring via analyst coverage and for firms with only domestic investors. This result 

is potentially more consistent with transparency arguments than with corruption per 

se. However further investigation is warranted. The government subsidy effect is also 

stronger for firms with stronger internal governance (larger boards and greater board 
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independence) but also for firms with non-Big Four auditors. The latter result 

potentially reflects that firms with domestic investors tend not to have Big Four 

auditors. Finally, the result is stronger for high growth firms that are performing well. 

Despite the robustness testing, the order of effects is not clear. Given the earlier results 

for sales growth, the question is which comes first: BEE spending; growth 

performance; or government subsidies? Further research is required to unravel the 

order of these effects. Nevertheless, the study does support the argument in the 

literature that firms use BEE to build corporate political connections via socialising 

with government officials (J. Li & Zhao, 2015; Y. Wang, 2014; Xu et al., 2017; Z. 

Zhang & Jin, 2017).  

5.3 LIMITATIONS 

This study provides important insights on firms’ BEE disclosure behaviour and 

the legitimacy of BEE expenditure to grow sales but also its role in building guanxi 

and potential extracting political favours. However, there are also several limitations 

relating to the scope, data, and the analysis that need to be noted. 

5.3.1 SCOPE LIMITATIONS 

This study is in the Chinese institutional environment where guanxi and the 

government play important roles in business practice. Chinese companies need to build 

guanxi with government to compete for resources and it is accepted that BEE is 

incurred to build relationships between companies and governments. Therefore, BEE 

is unique in the context that guanxi or relationship-building are important in business. 

However, the study is limited to reported BEE and is unable to separate this aggregate 

into that portion which is legitimate promotion and marketing expenses and that 
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component that might be considered more sinister in that it relates to corruption and 

bribery activities.  

The study can only examine BEE in aggregate as an indicator of the guanxi 

culture in China. This is partly due to the BEE taxation law implemented from 2008. 

The regulation provides the opportunity to study the firms’ BEE disclosures as the tax 

law legitimised to some extent this expenditure. In addition, the unique political event 

of the anti-corruption campaign, provides the opportunity to study these expenses 

under political cost context. 

5.3.2 DATA LIMITATIONS 

The data were collected from Chinese listed firms’ annual reports footnotes for 

2008 to 2016. The annual report data are a secondary data type that companies 

voluntarily disclose. Compared to interviews, disclosed information does not capture 

the in-depth information and insights that might be collected via qualitative 

discussions with decision makers. However, secondary data analysis is objective and 

can be more time efficient and provides a larger and higher-quality database that is not 

available for an individual researcher to collect on their own. Secondary data are also 

essential to social analysts as these past data are not available via survey or interview.  

The secondary data only covers around 2000 Chinese listed firms, which 

represents a small portrait on the guanxi that all firms, listed and unlisted, have with 

government in doing business in China. However, this is an important first step in 

understanding these phenomena for several reasons. Firstly, the data is unique to the 

Chinese listed firms; secondly, the data covers the period from 2008 to 2016, starting 

from the year that taxation law on BEE implemented, and finishing well after the anti-
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corruption campaign was initiated; thirdly, data is collected from the annual reports 

footnotes which is voluntarily disclosed by firms and thus is an objective measure.  

5.3.3 ANALYSIS LIMITATIONS 

Analysis is always limited by the measures used and the econometric techniques 

employed. BEE are used to measure guanxi and relationship-building expenses. The 

construct is limited to measuring entertainment expenses via disclosed information and 

is constructed based on prior studies on entertainment expenses such as Cai et al. 

(2011) and Xu et al. (2017). The construct BEE is limited to the voluntary disclosure 

by Chinese listed firms from their footnotes. This measure is hand collected and could 

contain residual data entry errors despite the rigour in the data collection process.  

Parallel coding and cross coder checks should mitigate the impact of this potential 

error. The analysis also winzorises the data so the impact of any data error resulting in 

outliers is mitigated. 

Misspecification of the models is a concern with any empirical research. The 

design of the models is based on prior research to ensure that all critical independent 

and control variables are included. This approach should mitigate the potential for 

misspecification of the models. The study also replaces province location fixed effects 

with firm fixed effects to address any potential residual cross-sectional correlations 

between the omitted firm fixed effects and the independent variables. A more 

important issue, especially for hypotheses 4 and 5, concerns endogeneity.  The 

instrumental method is employed to address endogeneity concerns relating to the 

temporal relationship between BEE spending and future sales growth and future 

government subsidies. The Heckman and instrument methods are implemented to 

overcome firm self-selection bias and then the difference-in-difference method is 
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employed to explore the anti-corruption campaign as an exogenous shock to BEE 

spending. The results are robust to these additional analyses. 

5.4 CONTRIBUTION 

The objective of the research was to contribute to the literature by addressing the 

research questions: 

• What type of firms are more likely to disclose BEE? 

• What factors impact the level of BEE spending by firms? 

• What impact did the anti-corruption campaign have on BEE disclosure?   

• Does spending on BEE impact firm performance or political guanxi? 

The evidence produced by this research in addressing these questions, while 

extending the literature, also has implications for industry and regulation. 

5.4.1 CONTRIBUTION TO ACADEMIA 

This study contributes to the existing accounting literature in several ways. 

Firstly, the study provides a comprehensive analysis of BEE disclosure in China. Prior 

research by Xu et al. (2017) and Cai et al. (2011) are based on 2005 survey data 

collected from a wide cross section of firms, not just listed firms, in China. Whereas 

the current study collects objective annual report disclosures for all listed firms across 

the study period of 2008-2016 it contributes to the literature modelling BEE disclosure 

with an extensive panel data investigation of the behaviour of all listed companies 

across multiple years. In doing this the study extends the research on the nature of BEE 

examining the information role of disclosed BEE. This study shows the different firm 

characteristics associated with disclosure or BEE and what level of BEE different firms 

disclose.  

Secondly, by extending Griffin et al. (2016), this study explores if firms subject 

to higher political costs are affected more than other firms following the anti-
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corruption campaign and contributes to the recent debate on the consequences of the 

anti-corruption campaign (N. Chen & Zhong, 2017; Griffin et al., 2016; Ke et al., 2016; 

Qian & Wen, 2015; Xue et al., 2016).  

Thirdly, the study adds to the existing literature on the reciprocity nature of BEE 

(Dunfee & Warren, 2001; Y. Fan, 2002; Mironov, 2015; Steidlmeier, 1999; Su & 

Littlefield, 2001; Xu et al., 2017). The study shows that BEE is associated with better 

future sales growth and in that sense, BEE is a legitimate cost of growing a business 

in China, similar to other promotion and marketing expenditures.  

Finally, the results show that BEE spending is associated with greater future 

government subsidies, an important aspect of doing business in China. Thus, extending 

the research into the unique guanxi aspect of Chinese business culture.  

5.4.2 CONTRIBUTION TO INDUSTRY 

This study provides important insights on business aspects of BEE. Firstly, BEE 

disclosure and spending are common with over seventy percent of the firms across 

most industries disclosing BEE in their annual reports. This provides industry with 

comparative evidence as to the ‘norms’ in BEE reporting. Secondly, the flow on 

implication of this ‘normal’ behaviour is that BEE, through the open reporting, appear 

to represent legitimate expenses. One key benefit being the expenditure builds guanxi 

with clients that improve future sales growth. The evidence thereby reinforces current 

business spending on BEE as a legitimate expense. Thirdly, BEE potentially also 

contains and element of protection money in that it is related to receiving government 

benefits. Again, this supports the legitimacy of BEE spending in the sense that to win 

such concessions it is ‘normal’ to have to build political guanxi. One implication is 

that if firms wish to avoid further regulation, they could increase the disclosure of BEE 
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including details on its breakdown and purpose. Finally, the evidence suggests that 

while some firms reduced BEE spending following the anti-corruption campaign, most 

did not. This suggests many firms consider the political costs of BEE spending to be 

minimal which is consistent with legitimacy of view discussed above.   

5.4.3 CONTRIBUTION TO REGULATION 

This study provides insights for regulators. Firstly, it shows that BEE spending 

is pervasive and well disclosed with most firms providing this information in their 

annual reports. This provides a potential information source for regulators interested 

in BEE spending. Secondly, the positive impact of BEE on firm performance suggests 

that BEE is beneficial at least to firm stakeholders. Thus regulators, tax authorities and 

those focused on anti-corruption, need to be aware that changing the incentives for the 

expenditure may have unintended consequence for economic performance of 

companies. Thirdly, these results raise the question about whether the media are 

correct in asserting BEE is evidence of corruption. There are positive benefits, and any 

media assessment or discussion of regulatory change needs to consider the impact on 

these benefits. Lastly, the study does suggest that regulators and government agencies 

examine the propriety of the subsidy granting processes. Are firms gaining more 

subsidies because of BEE or is there a more complex process whereby firms that spend 

on BEE grow and thus qualify for subsidies. Further research is needed to unravel the 

channels and implications though which these mechanisms operate. Increased 

disclosure and transparency are a potential first step that regulators should consider to 

understanding the relationships better before attempting to restrict BEE spending.  
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5.5 FUTURE RESEARCH 

Based on the limitations discussed above, future research could be extended in 

the following aspects. Firstly, future studies could expand the scope of this study to 

identify other contexts where expenditure such as BEE is disclosed. Secondly, future 

studies could study different time periods such as after 2016 to examine changes in 

BEE behaviour over time. Another extension might be to study pre-2008 disclosure 

behaviour to see how the change in tax legislation impacted voluntary disclosure.  

Thirdly, future studies could use different constructs to measure guanxi or corruption 

and try to disaggregate BEE into its components. Fourthly, studies could explore the 

behaviour of BEE disclosure in contexts where political pressure is likely to be more 

intense such as firms subject to corruption investigations.  Lastly, future studies could 

collect data qualitative data on the decision making of discloser and non-discloser 

firms. This might help us better understand management’s decision to disclose.  

5.6 SUMMARY 

This chapter summarises and concludes this study. It discusses the research 

finding by explaining results from five hypotheses that address the research questions 

outlined in Chapter 1. It also explores the research limitations from scope, data, and 

analysis aspects. Furthermore, it examines the research contributions in academia, 

industry, and regulation. Finally, it presents potential future research directions.  

The main findings of this study are that for the seventy percent of firms that 

disclose BEE, the level of spending has a significant positive impact on future sales 

growth and government subsidies. The anti-corruption campaign significantly reduces 

BEE disclosure, but largely for those firms spending the most on BEE. 
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Appendices 

APPENDIX A: INDUSTRY CLASSIFICATION OF CHINESE LISTED COMPANIES 
(2012 REVISION) 

 

A Agriculture, forestry, animal husbandry and fishery 

B Mining industry 

C Manufacturing industry 

D Industry of electric power, heat, gas and water production and supply 

E Construction industry 

F Wholesale and retail industry 

G Transport, storage, and postal service industry 

H Accommodation and catering industry 

I Industry of information transmission, software, and information 

technology services 

J Financial industry 

K Real estate industry 

L Leasing and commercial service industry 

M Scientific research and technical service industry 

N Water conservancy, environment, and public facility management 

industry 

O Industry of resident service, repair, and other services 

P Education 

Q Health and social work 

R Industry of culture, sports, and entertainment 

S Diversified industries 
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APPENDIX B: BEE, TRAVEL, & CONFERENCE EXPENSES - TAX REGULATION 
& EXPLANATORY NOTES 

 
BEE Travel  Conference  

宴请或工作餐的开支 旅游景点参观费 会议接待 

赠送纪念品的开支 交通费  

餐饮费 业务关系人员的差旅费开支  

住宿费 安排客户旅游的费用  

赠送给客户的礼品费   

正常的娱乐活动费   

交际应酬   

接待应酬   

业务洽谈 

产品推销 

对外联络 

公关交往 

来宾接待 

招待饭费 

招待用烟茶 
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APPENDIX C: BEE, TRAVEL, & CONFERENCE EXPENSES - CHINESE ANNUAL 
REPORTS 

 
BEE Travel  Conference  

业务费 差旅费 会议费 

业务经费 差旅、运输费 会务费 

业务招待费 旅差费 会议培训费 

招待费  出国经费 董事会费 

接待费   董事会会费  

拓展费  经理会费  

交际应酬费  董事监事会费 

酒店节目费   

酒店客人用品   

公共关系费   

业务联系费   

办公及公务接待   

市场开发费   

业务接待费   

业务活动费   

市场支持费   

推广促销展示费   

广告及业务宣传费   

业务关系费   

推广费   
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APPENDIX D: EXAMPLES FROM ANNUAL REPORTS SHOWING VARIATION 
IN BEE TERMS USED 

 

 

 

Translation of relevant highlighted expense lines in the document 

BEE Current period Previous period  
Business hospitality 9,922,358.23 9,272,915.82 

Travel expenses 5,395,001.25 3,992,048.41 

Service fee 9,160,732.08 15,814,273.75 
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Translation of relevant highlighted expense lines in the document 

BEE Current period Previous period  
Entertainment expense 6,714,584.17 6,250,865.08 

Business hospitality 1,543,546.16 2,317,902.33 

Travel, transportation    809,913.17 1,230,535.26 

Board fee 1,645,463.81 1,028,141.94 

Conference fee 1,585,863.12 1,025,551.05 
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Translation of relevant highlighted expense lines in the document 

BEE Current period Previous period  
Communication fee 3,307,427.54 3,021,023.66 

Travel expenses 9,448,387.21 8,226,801.02 

Expenditure abroad    526,880.10    316,431.20 
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Translation of relevant highlighted expense lines in the document 

BEE Current period Previous period  
Conference fees 320,294.00 116,018.00 

Expenditure abroad   97,483.16   24,497.00 
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APPENDIX E: SUMMARY OF VARIABLE CALCULATIONS 

Variables  Definitions 
Dependent Variables:   
Probit (Disclosure = 1)t = 1 if the firm disclose BEE; 0 if the firm does not disclose BEE 

BEEt = BEEt/Total sales revenuet
22 

Sales Growtht+1 = (Total sales revenuet+1 - Total sales revenuet)/Total sales revenuet 
Subsidyt+1 = Government subsidyt/Total sales revenuet 
Independent Variables:   
BEEt = BEEt/Total sales revenuet 
SGAt = (Sales expenset + Management costst - BEEt)/Total sales revenuet 
Aftert = After = 0 if year < 2012; replace After = 1 if year > 2012 
High BEEt X Aftert = Firms spend BEE above the industry mean after the anti-corruption 

campaign. 
High BEEt = Firms spend BEE higher than the industry mean. 
Control Variables:   
Sales Growtht = (Total sales revenuet - Total sales revenuet-1)/Total sales revenuet-1 

Subsidyt = Government subsidy received by firms in the current year. 
Free CashFlowt = Cash from operating activities – extra investment in property, plant and 

equipment. 
Sizet = Ln (Market capitalisationt) 

MTBt = Market capitalisationt/Total owner's equityt 

Leveraget = Total liabilitiest/Total assetst 

ROAt = Total sales revenuet/Total assetst 
ABACCt = Absolute value of discretionary accrual using modified Jones’ (1991) model. 
Institutiont = Percentage of shares held by institutional investors in the current year. 
Foreignt = 1 if the firm issues B or H shares, 0 otherwise 

Analyst Coveraget = Natural logarithm of number of analysts.  
Board Sizet = Ln (Board memberst) 

Independencet = Number of independent directorst/Total number of directorst 
CEO Dualityt = Dummy variable: one if the firms where the CEO is also the chair of the 

board, zero otherwise. 
Big Fourt = 1 if firm hire Big Four auditors; 0 if firm does not hire a Big Four auditors 

SOEt = 1 if the firm is SOE; 0 if the firm is not SOE 
Politicalt = Dummy variable: one if the chairperson or the CEO is a current member of 

People’s Congress or People’s Consultative Conference, zero otherwise.  
Instrumental Variables:   
   
Distancet = Firms’ distance to central government Beijing, which is measured as 

the log of geographical distance between the headquarter of a firm and 
Zhongnanhai in Beijing. 

Temple Intensityt = Temple intensity, which is measured as the number of Confucian temples 
divided by geographical area of the city where the temple is located. 

Median Perkt = Median perk, which is measured as the median of perk (the total of 
travelling, meeting, board meeting, corporate car expense, and overseas 
training & education). 

 
 
22 BEE = BEE (in Selling Expenses) + BEE (in Administrative Expenses); replace BEE = BEE (in cash flow Statement) if BEE< 
BEE (in cash flow Statement). 
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APPENDIX F: SPLIT SAMPLE ANALYSIS FOR FUTURE SALES GROWTH 

I. POLITICAL CONNECTION 

Table 42. Sales Growth – Split Sample via SOE & Non-SOE. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables SOE  Non-SOE  

 Coeff. T-test Coeff. T-test 

BEEt 5.652*** (2.75) 4.169*** (3.04) 
Economic 
characteristics 

    

SGAt 0.936*** (4.90) 0.473*** (5.14) 
Sales Growtht 0.033 (1.63) 0.015 (0.82) 
Free CashFlowt -0.041 (-0.48) -0.074 (-1.09) 
Sizet 0.015 (1.39) 0.026* (1.80) 
MTBt 0.007 (1.47) 0.017*** (4.26) 

Leveraget 0.105* (1.82) -0.102 (-1.61) 
ROAt -0.287 (-1.47) -0.704*** (-3.59) 

ABACCt 0.330* (1.91) 0.405*** (2.72) 
External monitoring     
Institutiont 0.849*** (3.25) 1.282*** (4.79) 
Foreignt -0.126 (-1.23) -0.014 (-0.07) 
Analyst Coveraget -0.003 (-0.32) -0.011 (-1.10) 
Governance     
Board Sizet -0.034* (-1.65) -0.017 (-0.80) 
Independencet 0.116 (1.08) 0.031 (0.31) 
CEO Dualityt -0.006 (-0.24) -0.010 (-0.62) 
Big Fourt 0.014 (0.67) -0.052 (-1.40) 
Political connection     
Politicalt 0.005 (0.33) -0.008 (-0.59) 
Constant -0.567** (-2.28) -0.595** (-2.02) 
Observations 5,892  7,724           
Adjusted R-squared 0.075  0.081  

Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail.   
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Table 43. Sales Growth – Split Sample via Political Connection. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Politically Connected Non-Politically Connected 

 Coeff. T-test Coeff. T-test 

BEEt 6.596*** (3.62) 3.999*** (3.11) 
Economic 

characteristics 

    

SGAt 0.883*** (5.71) 0.444*** (4.70) 
Sales Growtht 0.045** (2.01) 0.018 (1.00) 
Free CashFlowt -0.064 (-0.86) -0.067 (-0.95) 
Sizet 0.046*** (3.39) 0.014 (1.15) 
MTBt 0.003 (0.85) 0.018*** (4.65) 
Leveraget -0.066 (-0.97) 0.015 (0.25) 
ROAt -0.607*** (-3.16) -0.617*** (-3.36) 

ABACCt 0.672*** (3.64) 0.181 (1.28) 
External monitoring     

Institutiont 0.708*** (2.79) 1.403*** (5.17) 
Foreignt -0.039 (-0.23) -0.180* (-1.70) 
Analyst Coveraget -0.019* (-1.82) 0.000 (0.04) 
Governance     
Board Sizet -0.029 (-1.25) -0.025 (-1.20) 
Independencet -0.020 (-0.17) 0.094 (0.95) 
CEO Dualityt 0.024 (1.28) -0.029* (-1.68) 
Big Fourt -0.041 (-0.89) -0.012 (-0.53) 
Political connection     
SOEt -0.036* (-1.75) -0.054*** (-3.18) 

Constant -1.028*** (-3.53) -0.378 (-1.51) 
Observations 5,371  8,245           

Adjusted R-squared 0.095  0.077           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail.  
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II. EXTERNAL MONITORING 

Table 44. Sales Growth – Split Sample via Analyst Coverage. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Analyst Coverage Low Analyst Coverage 

 Coeff. T-test Coeff. T-test 

BEEt 3.398*** (3.82) 4.901** (2.39) 
Economic 

characteristics 

    

SGAt 0.268*** (3.34) 0.807*** (6.03) 

Sales Growtht 0.047** (2.25) 0.014 (0.78) 
Free CashFlowt -0.038 (-0.76) -0.082 (-0.89) 
Sizet 0.037*** (3.63) 0.006 (0.32) 
MTBt 0.020*** (5.12) 0.012*** (3.47) 
Leveraget -0.105** (-2.07) 0.033 (0.48) 
ROAt -1.036*** (-5.67) -0.152 (-0.74) 
ABACCt 0.361** (2.47) 0.394** (2.41) 
External monitoring     
Institutiont 0.713*** (4.35) 2.216*** (4.17) 
Foreignt 0.099 (0.78) -0.235* (-1.93) 

Analyst Coveraget -0.031** (-2.40) 0.006 (0.40) 
Governance     

Board Sizet -0.025 (-1.55) -0.027 (-1.03) 
Independencet -0.050 (-0.65) 0.187 (1.44) 
CEO Dualityt -0.009 (-0.72) -0.001 (-0.06) 
Big Fourt -0.035 (-1.59) 0.002 (0.05) 
Political connection     
SOEt -0.048*** (-3.64) -0.045** (-2.01) 
Politicalt -0.003 (-0.30) -0.011 (-0.61) 
Constant -0.567*** (-2.98) -0.465 (-1.23) 
Observations 7,268  6,348           
Adjusted R-squared 0.074  0.090           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 45. Sales Growth – Split Sample via Institutional Investor. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Institutional Investor Low Institutional Investor 

 Coeff. T-test Coeff. T-test 

BEEt 3.934*** (3.13) 4.036*** (3.04) 
Economic 

characteristics 

    

SGAt 0.683*** (5.94) 0.676*** (5.23) 
Sales Growtht 0.043** (2.31) 0.052*** (2.77) 
Free CashFlowt -0.212*** (-3.22) -0.190*** (-2.74) 
Sizet 0.042*** (3.41) 0.039*** (2.92) 
MTBt 0.018*** (3.63) 0.021*** (3.83) 
Leveraget -0.082 (-1.56) -0.071 (-1.29) 
ROAt -0.923*** (-4.29) -1.158*** (-5.31) 

ABACCt 0.299** (2.27) 0.228 (1.62) 
External monitoring     

Institutiont 1.013*** (4.63) 1.009*** (4.40) 
Foreignt -0.108 (-0.95) -0.051 (-0.44) 
Analyst Coveraget -0.028** (-2.47) -0.030** (-2.37) 
Governance     
Board Sizet -0.013 (-0.66) -0.014 (-0.66) 
Independencet -0.026 (-0.28) 0.005 (0.05) 
CEO Dualityt -0.003 (-0.18) -0.013 (-0.71) 
Big Fourt -0.025 (-1.06) -0.021 (-0.86) 
Political connection     
SOEt -0.054*** (-3.24) -0.053*** (-3.00) 

Politicalt -0.017 (-1.30) -0.014 (-0.97) 
Constant -0.853*** (-3.29) -0.810*** (-2.88) 

Observations 7,422  6,695           
Adjusted R-squared 0.095  0.104           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 46. Sales Growth – Split Sample via Foreign Investor. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Foreign Investor Domestic Investor 

 Coeff. T-test Coeff. T-test 

BEEt 12.820 (1.29) 4.216*** (3.94) 
Economic 

characteristics 

    

SGAt 0.728** (2.30) 0.579*** (6.59) 
Sales Growtht -0.075 (-0.97) 0.032** (2.31) 
Free CashFlowt 0.017 (0.07) -0.076 (-1.40) 
Sizet 0.061* (1.81) 0.019** (2.01) 
MTBt 0.004 (0.53) 0.015*** (4.61) 
Leveraget -0.304 (-1.39) -0.016 (-0.35) 
ROAt -0.690 (-1.10) -0.580*** (-4.01) 

ABACCt 0.904** (2.31) 0.335*** (2.89) 
External monitoring     

Institutiont 1.726* (1.79) 1.107*** (5.65) 
Analyst Coveraget -0.021 (-0.73) -0.007 (-0.94) 
Governance     
Board Sizet 0.052 (0.45) -0.028* (-1.77) 
Independencet 0.036 (0.10) 0.042 (0.55) 

CEO Dualityt -0.078 (-1.07) -0.005 (-0.38) 
Big Fourt -0.057 (-1.09) -0.013 (-0.58) 

Political connection     
SOEt 0.065 (0.86) -0.047*** (-3.48) 
Politicalt 0.002 (0.04) -0.007 (-0.64) 
Constant -1.378* (-1.73) -0.468** (-2.41) 
Observations 653  12,963           
Adjusted R-squared 0.139  0.076           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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III. INTERNAL GOVERNANCE 

Table 47. Sales Growth – Split Sample via Board Size. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Large Board  Small Board  

 Coeff. T-test Coeff. T-test 

BEEt 3.993*** (3.19) 5.405*** (2.94) 
Economic 

characteristics 

    

SGAt 0.567*** (5.83) 0.643*** (4.25) 

Sales Growtht 0.057*** (3.34) -0.021 (-1.03) 
Free CashFlowt -0.146** (-2.42) 0.053 (0.58) 
Sizet 0.028** (2.57) 0.017 (1.01) 
MTBt 0.014*** (3.75) 0.014*** (2.82) 
Leveraget -0.035 (-0.77) 0.002 (0.03) 
ROAt -0.702*** (-4.37) -0.236 (-0.95) 
ABACCt 0.263** (2.07) 0.563*** (2.84) 
External monitoring     
Institutiont 0.816*** (3.82) 1.693*** (4.13) 
Foreignt -0.247*** (-2.97) 0.255 (1.44) 

Analyst Coveraget -0.000 (-0.02) -0.023 (-1.63) 
Governance     

Board Sizet -0.092** (-2.13) 0.025 (0.73) 
Independencet 0.001 (0.01) -0.113 (-0.76) 
CEO Dualityt -0.016 (-1.05) 0.012 (0.54) 
Big Fourt 0.019 (0.91) -0.088** (-2.11) 
Political connection     
SOEt -0.037*** (-2.58) -0.070** (-2.46) 
Politicalt 0.003 (0.28) -0.013 (-0.62) 
Constant -0.442** (-1.99) -0.564 (-1.55) 
Observations 9,161  4,455           
Adjusted R-squared 0.073  0.087           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 48. Sales Growth – Split Sample via Board Independence. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Independence Low Independence 

 Coeff. T-test Coeff. T-test 

BEEt 3.760*** (2.83) 5.668*** (3.29) 
Economic 

characteristics 

    

SGAt 0.631*** (4.51) 0.552*** (5.45) 
Sales Growtht -0.006 (-0.26) 0.049*** (2.95) 
Free CashFlowt 0.053 (0.66) -0.190*** (-2.97) 
Sizet 0.022 (1.63) 0.027** (2.16) 
MTBt 0.014*** (3.20) 0.014*** (3.61) 
Leveraget -0.042 (-0.56) -0.015 (-0.31) 
ROAt -0.554** (-2.39) -0.523*** (-3.18) 

ABACCt 0.563*** (3.14) 0.227* (1.68) 
External monitoring     

Institutiont 1.522*** (4.60) 0.779*** (3.31) 
Foreignt 0.061 (0.44) -0.212** (-2.07) 
Analyst Coveraget -0.021* (-1.77) 0.002 (0.18) 
Governance     
Board Sizet -0.056 (-1.34) -0.019 (-0.44) 
Independencet -0.060 (-0.32) 0.059 (0.20) 
CEO Dualityt -0.002 (-0.10) -0.009 (-0.53) 
Big Fourt -0.027 (-0.78) 0.004 (0.17) 
Political connection     
SOEt -0.049** (-2.14) -0.038** (-2.40) 

Politicalt -0.014 (-0.83) 0.004 (0.29) 
Constant -0.438 (-1.49) -0.651** (-2.57) 

Observations 5,930  7,686           
Adjusted R-squared 0.084  0.073           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 49. Sales Growth – Split Sample via CEO Duality. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables CEO Duality Non-CEO Duality 

 Coeff. T-test Coeff. T-test 

BEEt 5.841*** (4.25) 1.360 (0.91) 
Economic 

characteristics 

    

SGAt 0.601*** (5.88) 0.542*** (3.59) 
Sales Growtht 0.032* (1.94) 0.003 (0.12) 
Free CashFlowt -0.085 (-1.48) -0.059 (-0.56) 
Sizet 0.020* (1.91) 0.031 (1.58) 
MTBt 0.013*** (3.49) 0.018*** (2.87) 
Leveraget 0.007 (0.14) -0.111 (-1.30) 
ROAt -0.627*** (-3.80) -0.467* (-1.75) 

ABACCt 0.445*** (3.24) 0.181 (0.96) 
External monitoring     

Institutiont 1.097*** (5.20) 1.198*** (2.70) 
Foreignt -0.133 (-1.33) 0.020 (0.10) 
Analyst Coveraget -0.005 (-0.60) -0.015 (-0.94) 
Governance     
Board Sizet -0.040** (-2.28) 0.005 (0.15) 

Independencet 0.140 (1.55) -0.069 (-0.49) 
Big Fourt 0.005 (0.23) -0.063 (-1.03) 

Political connection     
SOEt -0.046*** (-3.13) -0.070** (-2.14) 
Politicalt 0.011 (0.91) -0.057*** (-2.79) 
Constant -0.532** (-2.48) -0.631 (-1.52) 
Observations 10,269  3,347  
Adjusted R-squared 0.081  0.081           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 50. Sales Growth – Split Sample via Big Four Auditor. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝜀  

Variables Big Four Non-Big Four 

 Coeff. T-test Coeff. T-test 

BEEt 13.812*** (2.81) 4.253*** (3.89) 
Economic 

characteristics 

    

SGAt 0.150 (0.78) 0.610*** (7.05) 
Sales Growtht -0.054 (-0.94) 0.029** (2.08) 
Free CashFlowt -0.053 (-0.43) -0.076 (-1.41) 
Sizet 0.037 (1.25) 0.022** (2.27) 
MTBt 0.010 (0.85) 0.014*** (4.51) 
Leveraget 0.049 (0.35) -0.022 (-0.47) 
ROAt -0.274 (-0.62) -0.555*** (-3.89) 

ABACCt -0.035 (-0.16) 0.385*** (3.34) 
External monitoring     

Institutiont -0.042 (-0.07) 1.096*** (5.55) 
Foreignt -0.169* (-1.72) -0.114 (-1.04) 
Analyst Coveraget -0.025 (-0.83) -0.007 (-0.93) 
Governance     
Board Sizet 0.015 (0.46) -0.027* (-1.65) 

Independencet -0.333 (-1.37) 0.079 (1.03) 
CEO Dualityt -0.050 (-0.88) -0.007 (-0.50) 

Political connection     
SOEt -0.017 (-0.43) -0.048*** (-3.51) 
Politicalt 0.059 (1.30) -0.005 (-0.42) 
Constant -0.618 (-1.02) -0.542*** (-2.72) 
Observations 544  13,072           
Adjusted R-squared 0.117  0.077           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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IV. INFORMATION TRANSPARENCY 

Table 51. Sales Growth – Split Sample via Earnings Management.  
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Earnings Management Low Earnings Management 

 Coeff. T-test Coeff. T-test 

BEEt 4.797*** (3.44) 4.210*** (2.65) 
Economic 

characteristics 

    

SGAt 0.629*** (5.61) 0.533*** (4.48) 

Sales Growtht 0.023 (1.33) 0.035 (1.57) 
Free CashFlowt -0.086 (-1.18) -0.056 (-0.77) 
Sizet 0.018 (1.38) 0.031*** (2.75) 
MTBt 0.011*** (2.96) 0.018*** (3.60) 
Leveraget -0.016 (-0.25) -0.053 (-0.94) 
ROAt -0.316* (-1.76) -1.067*** (-4.83) 
ABACCt 0.402** (2.55) 0.348 (0.79) 
External monitoring     
Institutiont 1.213*** (4.49) 0.983*** (3.76) 
Foreignt 0.073 (0.49) -0.263*** (-2.67) 

Analyst Coveraget -0.016 (-1.53) 0.004 (0.44) 
Governance     

Board Sizet -0.026 (-0.98) -0.019 (-1.02) 
Independencet 0.122 (1.06) -0.021 (-0.20) 
CEO Dualityt 0.006 (0.30) -0.019 (-1.19) 
Big Fourt -0.028 (-0.85) 0.020 (0.89) 
Political connection     
SOEt -0.051** (-2.46) -0.042** (-2.53) 
Politicalt -0.000 (-0.02) -0.010 (-0.74) 
Constant -0.488* (-1.73) -0.689*** (-3.03) 
Observations 6,743  6,873           
Adjusted R-squared 0.074  0.083           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 52. Sales Growth – Split Sample via Accrual Quality. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Accrual Quality Low Accrual Quality 

 Coeff. T-test Coeff. T-test 

BEEt 4.795*** (3.36) 4.449*** (2.98) 
Economic 

characteristics 

    

SGAt 0.584*** (4.48) 0.597*** (5.44) 
Sales Growtht 0.018 (0.73) 0.028* (1.75) 
Free CashFlowt -0.013 (-0.19) -0.116 (-1.28) 
Sizet 0.031*** (2.96) 0.015 (1.05) 
MTBt 0.020*** (3.31) 0.012*** (3.08) 
Leveraget 0.061 (0.79) -0.078 (-1.52) 
ROAt -0.906*** (-3.89) -0.442** (-2.55) 

ABACCt 0.536*** (3.26) 0.307** (2.08) 
External monitoring     

Institutiont 0.603*** (2.97) 1.562*** (4.74) 
Foreignt -0.248*** (-3.03) 0.033 (0.24) 
Analyst Coveraget 0.005 (0.65) -0.014 (-1.26) 
Governance     
Board Sizet -0.030 (-1.58) -0.018 (-0.75) 
Independencet 0.015 (0.17) 0.109 (0.92) 
CEO Dualityt -0.015 (-1.03) -0.000 (-0.01) 
Big Fourt 0.034 (1.49) -0.069** (-2.25) 
Political connection     
SOEt -0.051*** (-3.20) -0.036* (-1.78) 

Politicalt -0.006 (-0.49) -0.003 (-0.16) 
Constant -0.734*** (-3.25) -0.416 (-1.46) 

Observations 6,813  6,803           
Adjusted R-squared 0.105  0.067           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 53. Sales Growth – Split Sample via Forecast Accuracy. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

 
Variables High Forecast Accuracy Low Forecast Accuracy 

 Coeff. T-test Coeff. T-test 

BEEt 5.909*** (3.86) 3.410** (2.23) 
Economic 

characteristics 

    

SGAt 0.364*** (3.20) 0.716*** (6.67) 
Sales Growtht 0.057*** (3.05) 0.006 (0.34) 
Free CashFlowt 0.056 (0.74) -0.153** (-2.01) 
Sizet 0.008 (0.71) 0.024* (1.80) 
MTBt 0.026*** (4.42) 0.010*** (2.75) 
Leveraget 0.076 (0.94) -0.077 (-1.43) 
ROAt -1.049*** (-5.00) -0.414** (-2.35) 
ABACCt 0.398*** (2.89) 0.361** (2.18) 
External monitoring     

Institutiont 0.479** (2.29) 1.607*** (4.86) 
Foreignt -0.234*** (-2.63) -0.014 (-0.10) 

Analyst Coveraget 0.022** (2.40) -0.023** (-2.27) 
Governance     
Board Sizet -0.019 (-0.94) -0.032 (-1.37) 
Independencet -0.000 (-0.00) 0.120 (1.08) 
CEO Dualityt -0.009 (-0.57) -0.005 (-0.25) 
Big Fourt 0.000 (0.01) -0.002 (-0.07) 
Political connection     
SOEt -0.051*** (-3.00) -0.044** (-2.29) 

Politicalt -0.026** (-2.04) 0.008 (0.53) 
Constant -0.248 (-1.05) -0.569** (-2.09) 

Observations 6,000  7,616           
Adjusted R-squared 0.101  0.074           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 54. Sales Growth – Split Sample via Conservatism. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

 
Variables High Conservatism Low Conservatism 

 Coeff. T-test Coeff. T-test 

BEEt 4.942*** (3.33) 4.494*** (3.38) 
Economic 

characteristics 

    

SGAt 0.760*** (5.53) 0.467*** (4.46) 
Sales Growtht 0.047** (2.28) 0.012 (0.68) 
Free CashFlowt -0.137** (-1.96) -0.028 (-0.36) 
Sizet 0.034*** (2.60) 0.023* (1.66) 
MTBt 0.008* (1.79) 0.017*** (3.93) 
Leveraget -0.038 (-0.65) -0.031 (-0.48) 
ROAt -0.638*** (-3.40) -0.502*** (-2.64) 
ABACCt 0.346** (2.36) 0.387** (2.18) 
External monitoring     

Institutiont 1.119*** (4.03) 0.990*** (3.60) 
Foreignt -0.052 (-0.44) -0.157 (-1.17) 

Analyst Coveraget -0.007 (-0.77) -0.006 (-0.60) 
Governance     
Board Sizet -0.048** (-2.33) -0.003 (-0.14) 
Independencet 0.090 (0.87) 0.014 (0.13) 
CEO Dualityt -0.011 (-0.65) 0.002 (0.09) 
Big Fourt -0.029 (-1.11) 0.015 (0.48) 
Political connection     
SOEt -0.049*** (-2.74) -0.048** (-2.48) 

Politicalt 0.011 (0.75) -0.021 (-1.37) 
Constant -0.760*** (-2.71) -0.573** (-2.00) 

Observations 6,791  6,825           
Adjusted R-squared 0.081  0.080           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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V. ECONOMIC CHARACTERISTICS 

Table 55. Sales Growth – Split Sample via Firm Size. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Large Firm Small Firm 

 Coeff. T-test Coeff. T-test 

BEEt 3.943*** (2.93) 4.382** (2.52) 
Economic 

characteristics 

    

SGAt 0.234** (2.16) 0.784*** (6.35) 

Sales Growtht 0.043*** (2.64) 0.007 (0.28) 
Free CashFlowt 0.015 (0.22) -0.146* (-1.95) 
Sizet 0.037*** (3.05) 0.017 (0.58) 
MTBt 0.021*** (4.05) 0.012*** (2.97) 
Leveraget -0.180*** (-3.43) 0.036 (0.54) 
ROAt -1.146*** (-6.37) -0.138 (-0.66) 
ABACCt 0.256* (1.74) 0.493*** (2.99) 
External monitoring     
Institutiont 1.092*** (4.97) 1.237*** (3.26) 
Foreignt -0.024 (-0.28) -0.250 (-1.20) 

Analyst Coveraget -0.000 (-0.03) -0.001 (-0.13) 
Governance     

Board Sizet -0.004 (-0.19) -0.042* (-1.77) 
Independencet -0.063 (-0.69) 0.167 (1.37) 
CEO Dualityt -0.015 (-0.95) 0.002 (0.09) 
Big Fourt 0.002 (0.10) -0.044 (-0.83) 
Political connection     
SOEt -0.061*** (-4.17) -0.021 (-1.01) 
Politicalt 0.007 (0.54) -0.013 (-0.78) 
Constant -0.732*** (-2.96) -0.560 (-0.91) 
Observations 6,752  6,864           
Adjusted R-squared 0.086  0.079           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 56. Sales Growth – Split Sample via Growth. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Growth Low Growth 

 Coeff. T-test Coeff. T-test 

BEEt 4.491*** (3.00) 4.153*** (3.03) 
Economic 

characteristics 

    

SGAt 0.552*** (5.06) 0.555*** (4.37) 
Sales Growtht 0.013 (0.67) 0.043** (2.48) 
Free CashFlowt -0.153** (-2.04) -0.042 (-0.61) 
Sizet 0.030** (2.15) 0.015 (1.34) 
MTBt 0.018*** (4.59) -0.013 (-0.91) 
Leveraget -0.154** (-2.41) -0.008 (-0.16) 
ROAt -0.522*** (-2.71) -0.628*** (-3.20) 

ABACCt 0.176 (1.09) 0.569*** (3.65) 
External monitoring     

Institutiont 1.199*** (4.37) 0.906*** (3.67) 
Foreignt -0.253 (-1.49) -0.003 (-0.04) 
Analyst Coveraget -0.006 (-0.49) -0.004 (-0.52) 
Governance     
Board Sizet -0.009 (-0.34) -0.035** (-2.10) 
Independencet 0.104 (0.84) -0.021 (-0.28) 
CEO Dualityt -0.016 (-0.80) 0.011 (0.78) 
Big Fourt -0.028 (-0.67) -0.005 (-0.25) 
Political connection     
SOEt -0.026 (-1.21) -0.059*** (-4.00) 

Politicalt 0.003 (0.15) -0.006 (-0.50) 
Constant -0.746** (-2.53) -0.252 (-1.17) 

Observations 6,752  6,864           
Adjusted R-squared 0.072  0.083           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 57. Sales Growth – Split Sample via Performance. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Performance Low Performance 

 Coeff. T-test Coeff. T-test 

BEEt 2.736*** (2.89) 6.225*** (2.62) 
Economic 

characteristics 

    

SGAt 0.305*** (3.41) 0.786*** (5.76) 
Sales Growtht 0.033* (1.89) 0.021 (1.04) 
Free CashFlowt -0.056 (-1.17) -0.074 (-0.65) 
Sizet 0.019** (2.11) 0.028* (1.75) 
MTBt 0.016*** (3.28) 0.014*** (3.38) 
Leveraget -0.047 (-1.13) 0.030 (0.44) 
ROAt -0.680*** (-3.82) 0.311 (1.21) 

ABACCt 0.336*** (2.91) 0.509** (2.49) 
External monitoring     

Institutiont 0.588*** (3.27) 2.112*** (4.83) 
Foreignt -0.031 (-0.33) -0.133 (-0.96) 
Analyst Coveraget -0.002 (-0.24) -0.008 (-0.76) 
Governance     
Board Sizet -0.035** (-2.19) -0.015 (-0.58) 
Independencet 0.072 (0.85) 0.079 (0.63) 
CEO Dualityt -0.018 (-1.46) 0.007 (0.30) 
Big Fourt -0.036 (-1.63) -0.000 (-0.02) 
Political connection     
SOEt -0.031** (-2.00) -0.062*** (-2.88) 

Politicalt -0.003 (-0.22) -0.005 (-0.27) 
Constant -0.384** (-1.99) -0.747** (-2.32) 

Observations 6,752  6,864           
Adjusted R-squared 0.062  0.094           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 58. Sales Growth – Split Sample via Risk. 
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables High Risk Low Risk 

 Coeff. T-test Coeff. T-test 

BEEt 6.668*** (3.27) 3.132** (2.44) 
Economic 

characteristics 

    

SGAt 0.665*** (4.41) 0.504*** (5.39) 
Sales Growtht 0.030* (1.66) 0.023 (1.07) 
Free CashFlowt -0.066 (-0.59) -0.063 (-1.05) 
Sizet 0.021* (1.79) 0.022 (1.60) 
MTBt 0.011*** (3.17) 0.025*** (4.09) 
Leveraget 0.014 (0.15) -0.093 (-1.12) 
ROAt -0.326 (-1.50) -0.892*** (-4.96) 

ABACCt 0.210 (1.35) 0.563*** (3.51) 
External monitoring     

Institutiont 1.033*** (3.42) 1.066*** (4.40) 
Foreignt -0.274*** (-3.14) 0.186 (1.03) 
Analyst Coveraget 0.001 (0.14) -0.014 (-1.46) 
Governance     
Board Sizet -0.022 (-1.00) -0.020 (-0.91) 
Independencet -0.076 (-0.74) 0.177* (1.68) 
CEO Dualityt 0.000 (0.01) -0.010 (-0.60) 
Big Fourt -0.009 (-0.33) -0.013 (-0.44) 
Political connection     
SOEt -0.044** (-2.38) -0.050*** (-2.72) 

Politicalt -0.032** (-2.27) 0.020 (1.35) 
Constant -0.543** (-2.11) -0.519* (-1.84) 

Observations 6,752   6,864           
Adjusted R-squared 0.081  0.080           
Province Yes   Yes   
Industry Yes   Yes   
Year Yes   Yes   

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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VI. ALTERNATIVE PROXIES 

Table 59. Sales Growth – Split Sample via Alternative BEE.  
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ
+ 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴
+ 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

 Median Adjusted Mean Adjusted Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test 

Alternative BEE       
AbnormalBEEt 4.284*** (3.86) 4.119*** (3.82) 4.267*** (3.88) 

Economic 
characteristics 

      

SGAt 0.599*** (7.10) 0.603*** (7.15) 0.718*** (8.14) 
Sales Growtht 0.028** (2.00) 0.028** (1.99) 0.025* (1.83) 
Free CashFlowt -0.076 (-1.46) -0.076 (-1.46) -0.069 (-1.33) 
Sizet 0.023** (2.51) 0.023** (2.49) 0.021** (2.32) 
MTBt 0.014*** (4.56) 0.014*** (4.55) 0.015*** (4.67) 
Leveraget -0.024 (-0.54) -0.024 (-0.54) -0.021 (-0.45) 
ROAt -0.563*** (-4.05) -0.561*** (-4.04) -0.529*** (-3.80) 
ABACCt 0.373*** (3.33) 0.373*** (3.33) 0.375*** (3.34) 
External monitoring       
Institutiont 1.087*** (5.65) 1.089*** (5.66) 1.090*** (5.66) 

Foreignt -0.096 (-1.14) -0.096 (-1.13) -0.097 (-1.15) 
Analyst Coveraget -0.007 (-1.05) -0.007 (-1.06) -0.009 (-1.31) 

Governance       
Board Sizet -0.025 (-1.59) -0.025 (-1.59) -0.024 (-1.53) 
Independencet 0.059 (0.79) 0.058 (0.79) 0.070 (0.94) 
CEO Dualityt -0.005 (-0.39) -0.005 (-0.39) -0.005 (-0.39) 
Big Fourt -0.012 (-0.59) -0.012 (-0.58) -0.013 (-0.64) 
Political connection       
SOEt -0.047*** (-3.60) -0.047*** (-3.60) -0.052*** (-3.94) 
Politicalt -0.005 (-0.46) -0.005 (-0.48) -0.006 (-0.59) 
Constant -0.543*** (-2.89) -0.533*** (-2.84) -0.515*** (-2.75) 
Observations 13,616  13,616  13,616           
Adjusted R-squared 0.077  0.077  0.077           
Province Yes  Yes  Yes  
Industry Yes  Yes  Yes  
Year Yes  Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail.   
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Table 60. Sales Growth – Split Sample via Median Adjusted BEE.  
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵
+ 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Use BEE Median Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 4.121*** (4.04) 4.997*** (4.41) 5.060*** (4.62) 4.111*** (3.75)    

Economic characteristics        
SGAt 0.514*** (6.36) 0.496*** (6.19) 0.500*** (6.25) 0.624*** (7.35)    
Sales Growtht 0.028** (2.04) 0.028** (2.09) 0.029** (2.12) 0.026*   (1.89)    

Free CashFlowt -0.104** (-2.18) -0.086* (-1.84) -0.083* (-1.80) -0.074    (-1.60)    
Sizet 0.017** (2.33) 0.017** (2.41) 0.016** (2.32) 0.015**  (2.09)    

MTBt 0.013*** (4.15) 0.013*** (4.14) 0.012*** (4.13) 0.013*** (4.22)    
Leveraget 0.024 (0.58) 0.024 (0.57) 0.024 (0.58) 0.034    (0.83)    
ROAt -0.481*** (-3.69) -0.500*** (-3.82) -0.499*** (-3.81) -0.456*** (-3.49)    
ABACCt 0.392*** (3.58) 0.397*** (3.63) 0.400*** (3.66) 0.405*** (3.69)    
External monitoring        
Institutiont 0.998*** (5.29) 0.990*** (5.26) 0.996*** (5.29) 0.992*** (5.26)    
Foreignt -0.077 (-0.92) -0.077 (-0.93) -0.076 (-0.91) -0.077    (-0.92)    
Analyst Coveraget -0.011* (-1.66) -0.010 (-1.46) -0.009 (-1.41) -0.012*   (-1.78)    
Governance         
Board Sizet -0.029* (-1.86) -0.028* (-1.81) -0.028* (-1.81) -0.026*   (-1.67)    

Independencet 0.061 (0.81) 0.057 (0.75) 0.056 (0.74) 0.067    (0.89)    
CEO Dualityt -0.004 (-0.27) -0.003 (-0.23) -0.003 (-0.23) -0.003    (-0.21)    

Big Fourt -0.010 (-0.49) -0.007 (-0.35) -0.007 (-0.33) -0.005    (-0.27)    
Political connection        
SOEt -0.031** (-2.50) -0.031** (-2.52) -0.031** (-2.53) -0.035*** (-2.83)    
Politicalt 0.004 (0.37) 0.004 (0.42) 0.004 (0.39) 0.004    (0.38)    
Constant -0.412*** (-2.63) -0.412*** (-2.63) -0.386** (-2.48) -0.380**  (-2.43)    
Observations 13,616  13,616  13,616  13,616     
Adjusted R-
squared 

0.057  0.059  0.059  0.057     

Province Yes  Yes  Yes  Yes  
Industry No  No  No  No  
Year No  No  No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. T-values are 
reported, based on robust standard errors clustered by firm to correct for firm level heteroscedasticity and clustering. All 
continuous variables are winsorised by year in the full sample at the 1 percent and 99 percent levels. See Appendix E: Summary 
of Variable Calculations for variable definitions in detail. 
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Table 61. Sales Growth – Split Sample via Mean Adjusted BEE.  
𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ

= 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑎𝑙𝑒𝑠 𝐺𝑟𝑜𝑤𝑡ℎ + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤
+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝜀  

Variables Use BEE Mean Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 4.278*** (4.21) 4.989*** (4.43) 5.262*** (4.80) 4.028*** (3.71)    

Economic characteristics        
SGAt 0.485*** (5.89) 0.471*** (5.74) 0.470*** (5.74) 0.598*** (6.88)    
Sales Growtht 0.030 (0.08) 0.045 (0.13) 0.039 (0.11) 0.084    (0.24)    
Free CashFlowt -0.079* (-1.66) -0.060 (-1.28) -0.058 (-1.24) -0.048    (-1.03)    
Sizet -0.000 (-0.01) 0.000 (0.06) -0.000 (-0.02) -0.002    (-0.28)    

MTBt 0.012*** (3.98) 0.012*** (3.98) 0.012*** (3.97) 0.012*** (4.05)    
Leveraget 0.024 (0.61) 0.025 (0.62) 0.025 (0.61) 0.035    (0.87)    

ROAt -0.403*** (-3.12) -0.420*** (-3.23) -0.420*** (-3.23) -0.381*** (-2.94)    
ABACCt 0.421*** (3.95) 0.426*** (4.01) 0.431*** (4.05) 0.431*** (4.05)    
External monitoring        

Institutiont 1.031*** (5.37) 1.024*** (5.34) 1.030*** (5.37) 1.025*** (5.34)    
Foreignt -0.059 (-0.69) -0.059 (-0.70) -0.058 (-0.69) -0.058    (-0.68)    

Analyst Coveraget -0.003 (-0.52) -0.002 (-0.32) -0.002 (-0.27) -0.004    (-0.63)    
Governance         
Board Sizet -0.021 (-1.32) -0.020 (-1.26) -0.020 (-1.27) -0.018    (-1.12)    
Independencet 0.027 (0.35) 0.023 (0.30) 0.021 (0.28) 0.033    (0.43)    
CEO Dualityt -0.006 (-0.48) -0.006 (-0.44) -0.006 (-0.44) -0.006    (-0.42)    
Big Fourt 0.004 (0.21) 0.007 (0.36) 0.008 (0.38) 0.009    (0.44)    
Political connection        
SOEt -0.033*** (-2.60) -0.033*** (-2.64) -0.033*** (-2.64) -0.037*** (-2.94)    
Politicalt 0.004 (0.40) 0.005 (0.45) 0.004 (0.42) 0.004    (0.41)    
Constant -0.159 (-1.01) -0.159 (-1.00) -0.134 (-0.85) -0.124    (-0.79)    

Observations 13,616  13,616  13,616  13,616     
Adjusted R-

squared 

0.052  0.053  0.054  0.052     

Province Yes  Yes  Yes  Yes  
Industry No  No  No  No  
Year No  No  No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 

 



 

Appendices  201 

APPENDIX G: SPLIT SAMPLE ANALYSIS FOR FUTURE SUBSIDY 

I. POLITICAL CONNECTION 

Table 62. Future Subsidy – Split Sample via SOE & Non-SOE.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙
+ 𝜀  

Variables SOE Non-SOE 

 Coeff. T-test Coeff. T-test 

BEEt 0.066 (1.62) 0.100*** (2.82) 
Economic characteristics    
SGAt 0.009** (2.18) 0.008*** (3.50) 

Subsidyt 0.494*** (13.53) 0.485*** (19.33) 
Free CashFlowt 0.005* (1.76) 0.002 (0.99) 

Sizet -0.000 (-1.20) 0.000 (0.73) 
MTBt 0.000 (0.31) -0.000 (-0.57) 
Leveraget -0.002 (-0.99) -0.002 (-1.47) 
ROAt -0.032*** (-4.58) -0.022*** (-3.66) 
ABACCt 0.002 (0.52) 0.003 (0.87) 
External monitoring    
Institutiont 0.004 (0.62) 0.016** (2.55) 
Foreignt -0.003 (-0.97) -0.003 (-0.58) 
Analyst Coveraget 0.001 (1.59) 0.001* (1.74) 
Governance    

Board Sizet 0.000 (0.22) 0.001 (1.02) 
Independencet 0.001 (0.29) -0.002 (-0.73) 

CEO Dualityt -0.001 (-0.87) -0.001** (-2.37) 
Big Fourt -0.000 (-0.33) -0.002 (-1.35) 
Political connection    
Politicalt -0.001** (-2.31) -0.000 (-0.34) 
Constant 0.020** (2.27) 0.002 (0.33) 
Observations 5,892  7,724           
Adjusted R-squared 0.335  0.351           
Province Yes  Yes  

Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail.   
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Table 63. Future Subsidy – Split Sample via Political Connection. 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝜀  

Variables Politically Connected Non-Politically Connected 

 Coeff. T-test Coeff. T-test 

BEEt 0.098** (2.42) 0.075** (2.15) 
Economic characteristics    
SGAt 0.003 (1.32) 0.011*** (3.95) 
Subsidyt 0.478*** (15.12) 0.501*** (17.78) 
Free CashFlowt 0.002 (1.03) 0.002 (1.12) 

Sizet -0.000 (-1.24) -0.000 (-0.18) 
MTBt 0.000 (0.97) -0.000 (-0.47) 

Leveraget -0.001 (-0.57) -0.002* (-1.80) 
ROAt -0.021*** (-3.20) -0.028*** (-4.70) 
ABACCt 0.000 (0.08) 0.004 (1.12) 
External monitoring    
Institutiont 0.015** (2.22) 0.011* (1.89) 
Foreignt -0.003 (-0.92) -0.002 (-0.67) 
Analyst Coveraget 0.000 (0.92) 0.001* (1.91) 
Governance    
Board Sizet 0.000 (0.30) 0.001 (1.21) 
Independencet -0.002 (-0.45) -0.001 (-0.35) 

CEO Dualityt -0.001 (-1.28) -0.001** (-2.10) 
Big Fourt 0.001 (1.01) -0.002** (-2.17) 

Political connection     
SOEt -0.001 (-1.18) 0.000 (0.17) 
Constant 0.018** (2.29) 0.011 (1.29) 
Observations 5,371  8,245           
Adjusted R-squared 0.335  0.350           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail.   
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II. EXTERNAL MONITORING 

Table 64. Future Subsidy – Split Sample via Analyst Coverage.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Analyst Coverage Low Analyst Coverage 

 Coeff. T-test Coeff. T-test 

BEEt 0.101*** (3.28) 0.070 (1.59) 
Economic characteristics    
SGAt 0.012*** (4.10) 0.006** (2.18) 
Subsidyt 0.550*** (20.28) 0.435*** (15.46) 
Free CashFlowt 0.003 (1.37) 0.001 (0.52) 
Sizet -0.000 (-0.63) -0.000 (-0.71) 
MTBt 0.001** (2.11) -0.000 (-0.68) 
Leveraget -0.003** (-2.21) -0.001 (-0.59) 
ROAt -0.013** (-2.48) -0.037*** (-5.69) 

ABACCt 0.005 (1.41) 0.001 (0.18) 
External monitoring    

Institutiont 0.008 (1.56) 0.009 (0.85) 
Foreignt -0.004 (-1.55) 0.000 (0.04) 
Analyst Coveraget 0.001 (1.34) 0.001** (2.17) 
Governance    
Board Sizet 0.000 (0.13) 0.001 (1.55) 
Independencet -0.002 (-0.95) -0.002 (-0.41) 
CEO Dualityt -0.001 (-1.26) -0.001** (-2.18) 
Big Fourt -0.001 (-0.88) 0.000 (0.26) 

Political connection     
SOEt 0.000 (0.80) -0.001 (-1.46) 

Politicalt -0.001 (-1.63) -0.000 (-0.22) 
Constant 0.007 (1.13) 0.023** (2.36) 
Observations 7,268  6,348           
Adjusted R-squared 0.450  0.275           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table MTBt, is rescaled by dividing by 10. See Appendix E: Summary 
of Variable Calculations for variable definitions in detail. 
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Table 65. Future Subsidy – Split Sample via Institutional Investors.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Institutional Investor Low Institutional Investor 

 Coeff. T-test Coeff. T-test 

BEEt 0.101*** (2.94) 0.081** (2.49) 
Economic characteristics    

SGAt 0.003 (1.27) 0.006** (2.04) 
Subsidyt 0.576*** (21.82) 0.589*** (21.46) 
Free CashFlowt 0.003 (1.47) 0.003 (1.47) 
Sizet -0.000 (-1.35) -0.000 (-1.06) 
MTBt 0.000 (0.40) 0.000 (0.47) 
Leveraget -0.002* (-1.87) -0.002** (-2.03) 
ROAt -0.013** (-2.25) -0.012** (-2.04) 
ABACCt 0.001 (0.34) 0.002 (0.65) 

External monitoring    
Institutiont 0.007 (1.38) 0.004 (0.77) 

Foreignt 0.004 (1.04) 0.004 (0.89) 
Analyst Coveraget 0.001** (2.18) 0.000 (1.59) 
Governance    
Board Sizet -0.000 (-0.29) 0.000 (0.33) 
Independencet -0.001 (-0.23) -0.001 (-0.46) 

CEO Dualityt -0.000 (-0.29) -0.000 (-0.18) 
Big Fourt -0.001 (-1.31) -0.001 (-1.07) 

Political connection     
SOEt -0.000 (-0.25) -0.000 (-0.89) 
Politicalt -0.000 (-1.16) -0.000 (-0.82) 
Constant 0.014** (2.15) 0.010 (1.44) 
Observations 7,422  6,695           
Adjusted R-squared 0.440  0.450           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail.   
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Table 66. Future Subsidy – Split Sample via Foreign Investors.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒
+ 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Foreign Investors Domestic Investors 

 Coeff. T-test Coeff. T-test 

BEEt 0.025 (0.26) 0.094*** (3.44) 
Economic characteristics    
SGAt -0.002 (-0.35) 0.009*** (4.44) 
Subsidyt 0.446*** (5.37) 0.496*** (22.58) 
Free CashFlowt -0.003 (-0.44) 0.003* (1.72) 

Sizet -0.000 (-0.10) -0.000 (-0.68) 
MTBt 0.000 (1.34) -0.000 (-0.44) 

Leveraget 0.006 (1.31) -0.002* (-1.83) 
ROAt 0.003 (0.22) -0.026*** (-5.57) 
ABACCt -0.010 (-0.60) 0.004 (1.37) 
External monitoring    
Institutiont 0.058 (1.44) 0.010** (2.28) 
Analyst Coveraget -0.001 (-0.73) 0.001** (2.42) 
Governance    
Board Sizet -0.001 (-0.59) 0.000 (1.03) 
Independencet 0.019*** (2.77) -0.002 (-1.07) 
CEO Dualityt 0.003** (2.09) -0.001*** (-2.68) 

Big Fourt -0.001 (-0.64) -0.001 (-1.21) 
Political connection     

SOEt -0.003 (-1.31) -0.000 (-0.30) 
Politicalt -0.001 (-0.53) -0.000 (-1.49) 
Constant -0.009 (-0.47) 0.013** (2.27) 
Observations 653  12,963           
Adjusted R-squared 0.276  0.348           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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III. INTERNAL GOVERNANCE 

Table 67. Future Subsidy – Split Sample via Board Size.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Large Board Small Board 

 Coeff. T-test Coeff. T-test 

BEEt 0.102*** (3.15) 0.061 (1.20) 
Economic characteristics    
SGAt 0.010*** (4.07) 0.008** (2.43) 
Subsidyt 0.496*** (17.97) 0.489*** (16.91) 
Free CashFlowt 0.004** (2.36) -0.000 (-0.17) 
Sizet -0.000 (-0.47) -0.000 (-0.36) 
MTBt 0.000 (0.02) -0.000 (-0.58) 
Leveraget -0.001 (-1.05) -0.002 (-1.38) 
ROAt -0.029*** (-5.25) -0.019*** (-2.69) 

ABACCt 0.003 (1.10) 0.002 (0.49) 
External monitoring    

Institutiont 0.009* (1.87) 0.018* (1.85) 
Foreignt -0.001 (-0.41) -0.005 (-1.27) 
Analyst Coveraget 0.000 (1.38) 0.001* (1.83) 
Governance    
Board Sizet 0.001 (0.42) 0.002 (1.64) 
Independencet -0.010** (-2.40) -0.004 (-0.97) 
CEO Dualityt -0.000 (-0.57) -0.002*** (-2.78) 
Big Fourt -0.000 (-0.41) -0.001 (-0.77) 

Political connection     
SOEt -0.000 (-0.88) 0.001 (0.64) 

Politicalt -0.000 (-1.42) -0.000 (-0.53) 
Constant 0.016** (2.18) 0.009 (0.95) 
Observations 9,161  4,455           
Adjusted R-squared 0.341  0.347           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 68. Future Subsidy – Split Sample via Board Independence.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Board Independence Low Board Independence 

 Coeff. T-test Coeff. T-test 

BEEt 0.121*** (2.88) 0.043 (1.41) 
Economic characteristics    

SGAt 0.008*** (2.85) 0.010*** (3.95) 
Subsidyt 0.470*** (17.33) 0.513*** (17.49) 
Free CashFlowt 0.000 (0.10) 0.004** (2.20) 
Sizet -0.000 (-0.90) -0.000 (-0.07) 
MTBt -0.000 (-0.06) -0.000 (-0.22) 
Leveraget -0.002 (-1.24) -0.002 (-1.18) 
ROAt -0.020*** (-3.02) -0.029*** (-4.72) 
ABACCt 0.007 (1.63) -0.000 (-0.00) 

External monitoring    
Institutiont 0.015** (1.96) 0.010* (1.70) 

Foreignt 0.002 (0.34) -0.006** (-2.34) 
Analyst Coveraget 0.001*** (2.81) 0.000 (0.56) 
Governance    
Board Sizet -0.000 (-0.24) -0.000 (-0.18) 
Independencet -0.005 (-0.97) 0.006 (0.56) 

CEO Dualityt -0.002** (-2.43) -0.000 (-0.98) 
Big Fourt -0.002 (-1.24) -0.000 (-0.36) 

Political connection     
SOEt 0.000 (0.03) -0.000 (-0.65) 
Politicalt -0.000 (-0.73) -0.001 (-1.34) 
Constant 0.014 (1.63) 0.013* (1.66) 
Observations 5,930  7,686           
Adjusted R-squared 0.326  0.363            
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 69. Future Subsidy – Split Sample via CEO Duality.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables CEO Duality Non-CEO Duality 

 Coeff. T-test Coeff. T-test 

BEEt 0.068** (2.39) 0.143** (2.36) 
Economic characteristics    
SGAt 0.007*** (3.09) 0.014*** (3.08) 
Subsidyt 0.498*** (19.12) 0.475*** (14.78) 
Free CashFlowt 0.003 (1.54) 0.001 (0.43) 

Sizet -0.000 (-1.38) 0.001 (1.16) 
MTBt 0.000 (0.09) -0.000 (-0.31) 

Leveraget -0.001 (-0.82) -0.006** (-2.08) 
ROAt -0.022*** (-4.67) -0.037*** (-3.76) 
ABACCt 0.001 (0.39) 0.010 (1.53) 
External monitoring    
Institutiont 0.010** (2.21) 0.017 (1.39) 
Foreignt -0.000 (-0.16) -0.008** (-2.57) 
Analyst Coveraget 0.001** (2.05) 0.000 (0.66) 
Governance    
Board Sizet 0.001* (1.80) -0.001 (-0.89) 
Independencet -0.002 (-1.04) 0.001 (0.16) 

Big Fourt -0.000 (-0.46) -0.004** (-2.21) 
Political connection     

SOEt -0.000 (-0.57) -0.000 (-0.32) 
Politicalt -0.001 (-1.59) -0.000 (-0.70) 
Constant 0.018*** (2.76) -0.009 (-0.71) 
Observations 10,269  3,347           
Adjusted R-squared 0.344  0.347  
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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Table 70. Future Subsidy – Split Sample via Big Four Auditor.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Big Four  Non-Big Four  

 Coeff. T-test Coeff. T-test 

BEEt -0.032 (-0.35) 0.088*** (3.24) 
Economic characteristics    
SGAt -0.000 (-0.03) 0.009*** (4.40) 
Subsidyt 0.634*** (6.25) 0.491*** (22.53) 
Free CashFlowt 0.001 (0.10) 0.002* (1.66) 

Sizet -0.001* (-1.87) -0.000 (-0.44) 
MTBt 0.000 (0.23) -0.000 (-0.12) 

Leveraget 0.006 (1.40) -0.002* (-1.75) 
ROAt 0.020* (1.84) -0.026*** (-5.61) 
ABACCt 0.002 (0.22) 0.003 (1.13) 
External monitoring    
Institutiont 0.013 (0.47) 0.011** (2.40) 
Foreignt -0.000 (-0.05) -0.004 (-1.23) 
Analyst Coveraget -0.000 (-0.39) 0.001** (2.18) 
Governance    
Board Sizet -0.001 (-0.95) 0.000 (1.02) 
Independencet 0.021*** (3.45) -0.001 (-0.61) 

CEO Dualityt 0.002* (1.93) -0.001*** (-2.67) 
Political connection     

SOEt -0.001 (-0.50) -0.000 (-0.60) 
Politicalt 0.001 (1.36) -0.001* (-1.70) 
Constant 0.020 (1.29) 0.012** (2.05) 
Observations 544  13,072           
Adjusted R-squared 0.565  0.341           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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IV. INFORMATION TRANSPARENCY 

Table 71. Future Subsidy – Split Sample via Earnings Management.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Earnings Management Low Earnings Management 

 Coeff. T-test Coeff. T-test 

BEEt 0.105** (2.41) 0.064* (1.69) 
Economic characteristics    
SGAt 0.009*** (3.05) 0.008*** (2.98) 
Subsidyt 0.464*** (16.79) 0.539*** (20.19) 
Free CashFlowt 0.003 (1.42) 0.001 (0.62) 
Sizet -0.000 (-0.63) -0.000 (-0.49) 
MTBt -0.000 (-0.11) -0.000 (-0.21) 
Leveraget -0.002 (-1.13) -0.002* (-1.68) 
ROAt -0.029*** (-4.84) -0.014** (-2.46) 

ABACCt 0.003 (0.64) -0.009 (-0.73) 
External monitoring    

Institutiont 0.015** (2.08) 0.008 (1.37) 
Foreignt -0.006 (-1.60) 0.001 (0.22) 
Analyst Coveraget 0.000 (1.32) 0.000 (1.26) 
Governance    
Board Sizet 0.001 (0.97) 0.000 (0.46) 
Independencet -0.002 (-0.48) -0.001 (-0.41) 
CEO Dualityt -0.001* (-1.81) -0.001* (-1.81) 
Big Fourt -0.001 (-0.63) -0.001 (-0.97) 

Political connection     
SOEt 0.000 (0.38) -0.001 (-1.35) 

Politicalt -0.000 (-0.45) -0.001* (-1.88) 
Constant 0.014 (1.62) 0.014** (1.99) 
Observations 6,743  6,873           
Adjusted R-squared 0.311  0.393           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 72. Future Subsidy – Split Sample via Accrual Quality.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Accrual Quality Low Accrual Quality 

 Coeff. T-test Coeff. T-test 

BEEt 0.108*** (2.85) 0.064* (1.66) 
Economic characteristics    

SGAt 0.005** (2.13) 0.011*** (3.92) 
Subsidyt 0.562*** (21.13) 0.447*** (15.55) 
Free CashFlowt 0.004** (2.29) -0.001 (-0.39) 
Sizet 0.000 (0.21) -0.000 (-1.04) 
MTBt 0.000 (0.53) -0.000 (-0.46) 
Leveraget -0.003* (-1.94) -0.001 (-0.67) 
ROAt -0.018*** (-2.92) -0.027*** (-4.73) 
ABACCt 0.005 (1.52) 0.003 (0.76) 

External monitoring    
Institutiont 0.014** (2.43) 0.009 (1.38) 

Foreignt 0.001 (0.40) -0.006 (-1.57) 
Analyst Coveraget 0.000 (0.07) 0.001** (2.41) 
Governance    
Board Sizet 0.000 (0.84) 0.001 (1.27) 
Independencet -0.005* (-1.94) 0.002 (0.70) 

CEO Dualityt -0.001* (-1.85) -0.001 (-1.34) 
Big Fourt -0.000 (-0.11) -0.002 (-1.31) 

Political connection     
SOEt -0.001 (-1.07) 0.000 (0.15) 
Politicalt -0.000 (-0.83) -0.001 (-1.61) 
Constant 0.011 (1.52) 0.014* (1.67) 
Observations 6,813  6,803           
Adjusted R-squared 0.412  0.302           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 73. Future Subsidy – Split Sample via Forecast Accuracy.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Forecast Accuracy Low Forecast Accuracy 

 Coeff. T-test Coeff. T-test 

BEEt 0.059** (1.97) 0.095*** (2.64) 
Economic characteristics    

SGAt 0.007*** (3.00) 0.009*** (3.31) 
Subsidyt 0.552*** (19.19) 0.465*** (16.89) 
Free CashFlowt 0.001 (0.30) 0.003 (1.56) 
Sizet -0.001** (-2.25) 0.000 (0.34) 
MTBt 0.000 (0.93) -0.000 (-0.99) 
Leveraget -0.003** (-2.44) -0.001 (-0.79) 
ROAt -0.002 (-0.36) -0.033*** (-5.75) 
ABACCt 0.003 (0.78) 0.002 (0.44) 

External monitoring    
Institutiont 0.007 (1.25) 0.012* (1.74) 

Foreignt 0.001 (0.41) -0.005* (-1.85) 
Analyst Coveraget 0.000 (1.44) 0.000 (1.24) 
Governance    
Board Sizet 0.000 (0.52) 0.001 (1.47) 
Independencet 0.001 (0.22) -0.003 (-0.96) 

CEO Dualityt -0.000 (-0.68) -0.001*** (-2.63) 
Big Fourt 0.000 (0.38) -0.002** (-2.03) 

Political connection     
SOEt -0.001 (-1.60) 0.000 (0.30) 
Politicalt 0.000 (0.49) -0.001** (-1.98) 
Constant 0.022*** (3.28) 0.007 (0.84) 
Observations 6,000  7,616           
Adjusted R-squared 0.408  0.319           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 74. Future Subsidy – Split Sample via Conservatism.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Conservatism Low Conservatism 

 Coeff. T-test Coeff. T-test 

BEEt 0.116*** (2.84) 0.063** (1.97) 
Economic characteristics    

SGAt 0.005* (1.66) 0.011*** (3.82) 
Subsidyt 0.553*** (19.19) 0.446*** (15.99) 
Free CashFlowt 0.004** (2.10) 0.001 (0.51) 
Sizet -0.000 (-0.93) 0.000 (0.24) 
MTBt 0.000 (1.51) -0.000 (-1.16) 
Leveraget -0.001 (-0.54) -0.003* (-1.89) 
ROAt -0.023*** (-3.72) -0.029*** (-4.79) 
ABACCt 0.004 (1.13) 0.002 (0.52) 

External monitoring    
Institutiont 0.001 (0.24) 0.021*** (2.86) 

Foreignt 0.001 (0.32) -0.006* (-1.89) 
Analyst Coveraget 0.001* (1.72) 0.000 (1.47) 
Governance    
Board Sizet 0.001* (1.81) 0.000 (0.03) 
Independencet -0.004 (-1.46) 0.001 (0.43) 

CEO Dualityt -0.001** (-2.14) -0.001 (-1.56) 
Big Fourt -0.000 (-0.48) -0.001 (-0.91) 

Political connection     
SOEt -0.001 (-1.22) 0.000 (0.13) 
Politicalt -0.001* (-1.74) -0.000 (-0.77) 
Constant 0.017** (2.17) 0.007 (0.84) 
Observations 6,791  6,825           
Adjusted R-squared 0.404  0.302           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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V. ECONOMIC CHARACTERISTICS 

Table 75. Future Subsidy – Split Sample via Firm Size. 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Large Firm Small Firm 

 Coeff. T-test Coeff. T-test 

BEEt 0.064** (1.99) 0.105** (2.48) 
Economic characteristics    
SGAt 0.008** (2.51) 0.007*** (2.64) 
Subsidyt 0.543*** (20.15) 0.457*** (15.65) 
Free CashFlowt 0.003 (1.50) 0.001 (0.71) 
Sizet -0.000 (-0.92) -0.000 (-0.25) 
MTBt 0.000 (1.21) -0.000 (-1.20) 
Leveraget -0.003** (-2.10) -0.002 (-1.02) 
ROAt -0.010* (-1.80) -0.039*** (-5.61) 

ABACCt 0.003 (0.99) 0.001 (0.19) 
External monitoring    

Institutiont 0.003 (0.66) 0.017* (1.93) 
Foreignt 0.001 (0.30) -0.007 (-1.25) 
Analyst Coveraget 0.001** (2.10) 0.000 (1.63) 
Governance    
Board Sizet 0.000 (0.06) 0.001 (1.64) 
Independencet 0.000 (0.06) -0.002 (-0.57) 
CEO Dualityt -0.001 (-1.30) -0.001** (-2.03) 
Big Fourt -0.001* (-1.92) 0.002 (0.76) 

Political connection     
SOEt -0.001 (-1.23) 0.000 (0.22) 

Politicalt -0.000 (-1.32) -0.000 (-0.78) 
Constant 0.010 (1.38) 0.019 (1.17) 
Observations 6,752  6,864           
Adjusted R-squared 0.414  0.311           
Province Yes  Yes  
Industry Yes  Yes  
Year Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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Table 76. Future Subsidy – Split Sample via Growth.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Growth Low Growth 

 Coeff. T-test Coeff. T-test 

BEEt 0.111*** (2.75) 0.045 (1.27) 
Economic characteristics    

SGAt 0.007*** (2.93) 0.012*** (3.54) 
Subsidyt 0.496*** (19.85) 0.485*** (15.13) 
Free CashFlowt 0.003 (1.33) 0.002 (0.97) 
Sizet -0.000 (-0.28) -0.000 (-1.16) 
MTBt -0.000 (-1.00) 0.001* (1.70) 
Leveraget -0.001 (-0.56) -0.002 (-1.42) 
ROAt -0.024*** (-4.13) -0.034*** (-4.70) 
ABACCt 0.002 (0.59) 0.003 (0.87) 

External monitoring    
Institutiont -0.002 (-0.28) 0.025*** (3.60) 

Foreignt 0.001 (0.20) -0.002 (-0.77) 
Analyst Coveraget 0.001*** (3.27) -0.000 (-0.37) 
Governance    
Board Sizet 0.001 (1.25) 0.000 (0.53) 
Independencet -0.004 (-1.17) 0.001 (0.25) 

CEO Dualityt -0.002*** (-3.07) 0.000 (0.53) 
Big Fourt -0.001 (-1.03) 0.000 (0.12) 

Political connection     
SOEt -0.000 (-0.08) -0.000 (-0.90) 
Politicalt -0.001 (-1.50) -0.000 (-0.97) 
Constant 0.010 (1.18) 0.017** (2.41) 
Observations 6,752  6,864           
Adjusted R-squared 0.346  0.343           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table MTBt is rescaled by dividing by 10. See Appendix E: Summary 
of Variable Calculations for variable definitions in detail. 
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Table 77. Future Subsidy – Split Sample via Performance.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Performance Low Performance 

 Coeff. T-test Coeff. T-test 

BEEt 0.099*** (2.88) 0.029 (0.65) 
Economic characteristics    

SGAt 0.005* (1.92) 0.010*** (3.27) 
Subsidyt 0.588*** (21.97) 0.415*** (15.04) 
Free CashFlowt -0.000 (-0.22) 0.004 (1.49) 
Sizet -0.000 (-0.18) -0.001* (-1.67) 
MTBt 0.000 (0.49) -0.000 (-1.56) 
Leveraget -0.004** (-2.38) -0.002 (-0.92) 
ROAt -0.010 (-1.62) -0.056*** (-6.51) 
ABACCt 0.002 (0.69) -0.005 (-1.02) 

External monitoring    
Institutiont 0.005 (0.98) 0.015* (1.72) 

Foreignt -0.000 (-0.09) -0.003 (-0.72) 
Analyst Coveraget 0.001*** (2.84) 0.000 (0.36) 
Governance    
Board Sizet 0.001 (1.01) 0.001 (1.32) 
Independencet 0.001 (0.23) -0.004 (-1.12) 

CEO Dualityt -0.000 (-1.05) -0.001** (-2.23) 
Big Fourt -0.001 (-0.84) -0.000 (-0.39) 

Political connection     
SOEt -0.000 (-0.44) -0.000 (-0.28) 
Politicalt -0.000 (-1.13) -0.000 (-0.58) 
Constant 0.008 (1.17) 0.023*** (2.63) 
Observations 6,752  6,864           
Adjusted R-squared 0.491  0.258           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 78. Future Subsidy – Split Sample via Risk. 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables High Risk Low Risk 

 Coeff. T-test Coeff. T-test 

BEEt 0.092* (1.85) 0.074** (2.47) 
Economic characteristics    

SGAt 0.011*** (3.07) 0.006*** (2.89) 
Subsidyt 0.424*** (16.00) 0.549*** (18.86) 
Free CashFlowt -0.002 (-0.87) 0.002 (1.35) 
Sizet -0.000 (-0.62) -0.000 (-0.35) 
MTBt -0.000 (-0.07) -0.000 (-0.51) 
Leveraget -0.003 (-1.25) -0.000 (-0.23) 
ROAt -0.038*** (-5.36) -0.010* (-1.90) 
ABACCt 0.001 (0.36) 0.003 (0.88) 

External monitoring    
Institutiont 0.011* (1.70) 0.012* (1.90) 

Foreignt 0.002 (0.42) -0.009*** (-2.91) 
Analyst Coveraget 0.000 (0.04) 0.001** (2.57) 
Governance    
Board Sizet 0.001 (0.96) 0.000 (0.74) 
Independencet 0.000 (0.12) -0.003 (-1.23) 

CEO Dualityt -0.001* (-1.83) -0.001 (-1.32) 
Big Fourt -0.000 (-0.47) -0.001 (-0.99) 

Political connection     
SOEt -0.001 (-1.01) 0.000 (0.35) 
Politicalt -0.000 (-0.01) -0.001* (-1.93) 
Constant 0.015** (2.07) 0.011 (1.33) 
Observations 6,752  6,864           
Adjusted R-squared 0.277  0.423           
Province Yes  Yes  
Industry Yes  Yes  

Year Yes  Yes  
Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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VI. ALTERNATIVE PROXIES 

Table 79. Future Subsidy – Split Sample via Alternative BEE. 
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤

+ 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶
+ 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒
+ 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

 Median Adjusted Mean Adjusted Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test 

Alternative BEE      
AbnormalBEEt 0.089*** (3.32) 0.088*** (3.39) 0.075*** (2.86) 
Economic characteristics      
SGAt 0.008*** (4.28) 0.008*** (4.30) 0.011*** (5.57) 
Subsidyt 0.496*** (23.30) 0.496*** (23.30) 0.498*** (23.48) 
Free CashFlowt 0.002* (1.71) 0.002* (1.70) 0.003* (1.81) 
Sizet -0.000 (-0.68) -0.000 (-0.68) -0.000 (-0.83) 
MTBt -0.000 (-0.16) -0.000 (-0.17) -0.000 (-0.02) 
Leveraget -0.002* (-1.76) -0.002* (-1.76) -0.002* (-1.69) 

ROAt -0.025*** (-5.53) -0.025*** (-5.53) -0.025*** (-5.42) 
ABACCt 0.003 (1.18) 0.003 (1.18) 0.003 (1.17) 

External monitoring      
Institutiont 0.011** (2.54) 0.012** (2.55) 0.012** (2.55) 
Foreignt -0.002 (-0.99) -0.002 (-0.99) -0.002 (-0.99) 
Analyst Coveraget 0.001** (2.10) 0.001** (2.11) 0.001* (1.92) 
Governance      
Board Sizet 0.001 (1.17) 0.001 (1.17) 0.001 (1.23) 
Independencet -0.001 (-0.67) -0.001 (-0.67) -0.001 (-0.56) 
CEO Dualityt -0.001** (-2.46) -0.001** (-2.46) -0.001** (-2.45) 

Big Fourt -0.001 (-1.01) -0.001 (-1.01) -0.001 (-1.04) 
Political connection       

SOEt -0.000 (-0.69) -0.000 (-0.69) -0.000 (-0.91) 
Politicalt -0.000 (-1.55) -0.000 (-1.56) -0.001 (-1.63) 
Constant 0.013** (2.33) 0.013** (2.37) 0.014** (2.44) 
Observations 13,616  13,616  13,616           
Adjusted R-squared 0.345  0.345  0.345           
Province Yes  Yes  Yes  
Industry Yes  Yes  Yes  
Year Yes  Yes  Yes  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. For this table Analyst Coveraget is rescaled by dividing by 10. See Appendix E: 
Summary of Variable Calculations for variable definitions in detail. 
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Table 80. Future Subsidy – Split Sample via Median Adjusted Subsidy.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒 + 𝛽 𝑀𝑇𝐵

+ 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛 + 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛
+ 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒 + 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦
+ 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸 + 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝜀  

Variables Use BEE Median Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.084*** (3.41) 0.118*** (4.39) 0.122*** (4.69) 0.077*** (2.91)    

Economic characteristics        
SGAt 0.006*** (3.34) 0.005*** (2.91) 0.006*** (2.96) 0.008*** (4.60)    
Subsidyt 0.483*** (23.17) 0.483*** (23.22) 0.483*** (23.24) 0.485*** (23.40)    
Free CashFlowt 0.001 (0.60) 0.001 (0.84) 0.001 (0.88) 0.001    (1.04)    
Sizet -0.001** (-2.08) -0.001** (-1.97) -0.001** (-2.05) -0.001**  (-2.27)    
MTBt -0.000 (-1.00) -0.000 (-1.02) -0.000 (-1.03) -0.000    (-0.91)    
Leveraget -0.000 (-0.48) -0.000 (-0.52) -0.000 (-0.51) -0.000    (-0.26)    
ROAt -0.022*** (-4.92) -0.022*** (-5.01) -0.022*** (-5.01) -0.021*** (-4.82)    
ABACCt 0.004 (1.64) 0.004* (1.68) 0.005* (1.72) 0.005*   (1.72)    
External monitoring        

Institutiont 0.013*** (2.84) 0.012*** (2.82) 0.013*** (2.85) 0.013*** (2.81)    
Foreignt -0.001 (-0.57) -0.001 (-0.57) -0.001 (-0.56) -0.001    (-0.56)    

Analyst Coveraget 0.000 (1.42) 0.000 (1.61) 0.001* (1.65) 0.000    (1.34)    
Governance        
Board Sizet 0.001 (1.61) 0.001 (1.63) 0.001 (1.63) 0.001*   (1.74)    
Independencet -0.002 (-0.90) -0.002 (-0.95) -0.002 (-0.97) -0.002    (-0.85)    
CEO Dualityt -0.001** (-2.35) -0.001** (-2.34) -0.001** (-2.34) -0.001**  (-2.31)    
Big Fourt 0.000 (0.03) 0.000 (0.11) 0.000 (0.11) 0.000    (0.16)    
Political connection        
SOEt 0.000 (0.71) 0.000 (0.73) 0.000 (0.72) 0.000    (0.51)    

Politicalt -0.000 (-0.38) -0.000 (-0.34) -0.000 (-0.37) -0.000    (-0.37)    
Constant 0.007* (1.73) 0.007* (1.70) 0.008* (1.85) 0.008*   (1.89)    

Observations 13,616  13,616  13,616  13,616     
Adjusted R-
squared 

0.297  0.298  0.298  0.297     

Province Yes  Yes  Yes  Yes  
Industry No  No  No  No  
Year No  No  No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. T-values are 
reported, based on robust standard errors clustered by firm to correct for firm level heteroscedasticity and clustering. All 
continuous variables are winsorised by year in the full sample at the 1 percent and 99 percent levels. For this table Sizet and 
Analyst Coveraget are rescaled by dividing by 10. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
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Table 81. Future Subsidy – Split Sample via Mean Adjusted Subsidy.  
𝑆𝑢𝑏𝑠𝑖𝑑𝑦 = 𝛽 + 𝛽 𝐵𝐸𝐸 + 𝛽 𝑆𝐺𝐴 + 𝛽 𝑆𝑢𝑏𝑠𝑖𝑑𝑦 + 𝛽 𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ𝐹𝑙𝑜𝑤 + 𝛽 𝑆𝑖𝑧𝑒

+ 𝛽 𝑀𝑇𝐵 + 𝛽 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝑅𝑂𝐴 + 𝛽 𝐴𝐵𝐴𝐶𝐶 + 𝛽 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛
+ 𝛽 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 + 𝛽 𝐴𝑛𝑎𝑙𝑦𝑠𝑡 𝐶𝑜𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽 𝐵𝑜𝑎𝑟𝑑 𝑆𝑖𝑧𝑒
+ 𝛽 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽 𝐶𝐸𝑂 𝐷𝑢𝑎𝑙𝑖𝑡𝑦 + 𝛽 𝐵𝑖𝑔 𝐹𝑜𝑢𝑟 + 𝛽 𝑆𝑂𝐸
+ 𝛽 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽 𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙𝐵𝐸𝐸 + 𝜀  

Variables Use BEE Median Adj. BEE Mean Adj. BEE Residual 

 Coeff. T-test Coeff. T-test Coeff. T-test Coeff. T-test 

BEEt 0.069*** (2.71) 0.117*** (4.20) 0.128*** (4.71) 0.078*** (2.83)    

Economic characteristics        
SGAt 0.007*** (3.65) 0.006*** (3.04) 0.006*** (2.99) 0.009*** (4.70)    

Subsidyt 0.470*** (22.38) 0.469*** (22.41) 0.469*** (22.42) 0.471*** (22.59)   
Free CashFlowt 0.002 (1.02) 0.002 (1.19) 0.002 (1.22) 0.002    (1.38)    
Sizet -0.000 (-1.06) -0.000 (-0.92) -0.000 (-0.98) -0.000    (-1.21)    
MTBt -0.000 (-0.71) -0.000 (-0.75) -0.000 (-0.77) -0.000    (-0.64)    
Leveraget 0.001 (1.08) 0.001 (1.00) 0.001 (0.99) 0.001    (1.25)    
ROAt -0.019*** (-4.29) -0.020*** (-4.40) -0.020*** (-4.40) -0.019*** (-4.21)    
ABACCt 0.005* (1.70) 0.005* (1.72) 0.005* (1.76) 0.005*   (1.76)    
External monitoring        

Institutiont 0.016*** (3.43) 0.016*** (3.43) 0.016*** (3.47) 0.016*** (3.42)    
Foreignt -0.002 (-0.84) -0.002 (-0.84) -0.002 (-0.84) -0.002    (-0.83)    

Analyst Coveraget 0.000 (0.52) 0.000 (0.72) 0.000 (0.77) 0.000    (0.46)    
Governance        
Board Sizet 0.001 (1.18) 0.001 (1.18) 0.001 (1.17) 0.001    (1.29)    
Independencet -0.002 (-0.90) -0.002 (-0.96) -0.002 (-0.98) -0.002    (-0.86)    
CEO Dualityt -0.001** (-2.08) -0.001** (-2.08) -0.001** (-2.08) -0.001**  (-2.05)    
Big Fourt 0.000 (0.10) 0.000 (0.15) 0.000 (0.15) 0.000    (0.20)    
Political connection        
SOEt 0.000 (0.33) 0.000 (0.38) 0.000 (0.38) 0.000    (0.17)    
Politicalt -0.000 (-0.16) -0.000 (-0.13) -0.000 (-0.15) -0.000    (-0.15)    
WConstant -0.003 (-0.79) -0.004 (-0.84) -0.003 (-0.71) -0.003    (-0.66)    

Observations 13,616  13,616  13,616  13,616     
Adjusted R-

squared 
0.277  0.279  0.279  0.277     

Province Yes  Yes  Yes  Yes  
Industry No  No  No  No  
Year No  No  No  No  

Notes: ***, **, * Represent significance of two-tailed tests at 1 percent, 5 percent, and 10 percent respectively. 
T-values are reported, based on robust standard errors clustered by firm to correct for firm level 
heteroscedasticity and clustering. All continuous variables are winsorised by year in the full sample at the 1 
percent and 99 percent levels. See Appendix E: Summary of Variable Calculations for variable 
definitions in detail. 
 


