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A B S T R A C T

This study aims to investigate whether government withdrawal affect corporate social responsibility (CSR)
performance, and how CEO’s political connection moderates its relationship. We use sample data from
Chinese listed firms over the 2010 to 2015 period to test our hypotheses. We find that decrease in state
ownership through government withdrawal tends to negatively affect firms’ CSR performance, but the CEO’s
political connection weakens its negative relationship and increases the firm’s likelihood towards CSR activ-
ities. Our findings imply that firm’s social engagement mainly result from high governmental involvement,
and usually from political connections, because such firms are subject to close scrutiny by stakeholders and
thus are more likely to improve social performance. Moreover, this research provides important implica-
tions to policy makers regarding the social outcomes of government withdrawal and the usefulness of firms’
political connection in developing economies like China.
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¿ Cómo afecta la disminución de la participación estatal a los resultados sociales
de las empresas?

R E S U M E N

Este estudio tiene como objetivo investigar si la retirada del gobierno afecta al rendimiento de la responsab-
ilidad social corporativa (RSC), y cómo la conexión política del CEO modera su relación. Utilizamos
los datos de una muestra de empresas chinas que cotizan en bolsa durante el período 2010-2015 para
comprobar nuestras hipótesis. Encontramos que la disminución de la propiedad estatal a través de la
retirada del gobierno tiende a afectar negativamente a los resultados de RSC de las empresas, pero la
conexión política del CEO debilita su relación negativa y aumenta la probabilidad de la empresa hacia las
actividades de RSC. Nuestras conclusiones implican que el compromiso social de las empresas se debe
principalmente a la alta participación gubernamental, y normalmente a las conexiones políticas, porque
estas empresas están sometidas a un estrecho escrutinio por parte de las partes interesadas y, por lo tanto,
es más probable que mejoren sus resultados sociales. Además, esta investigación ofrece importantes
implicaciones para los responsables políticos en relación con los resultados sociales de la retirada del
gobierno y la utilidad de la conexión política de las empresas en economías en desarrollo como China.
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1. Introduction

Corporate social responsibility (CSR) has become a crucial
part of firms’ agendas in the current competitive business en-
vironment. McWilliams & Siegel (2000) described CSR as
“actions related to social welfare, beyond the corporate fin-
ancial interests, which is lawful and required by law.” For
instance, companies may produce products that use envir-
onmentally friendly raw materials, work closely for the in-
terest of community stakeholders, and provide donations to
charities (McCarthy et al., 2017). Social responsibilities may
determine the firm’s policies, because stakeholders not only
need products but also want to fulfill their social needs (Jones
and Stewart, 2009). However, a government is considered
the best vehicle with which to fulfill the social demands of a
broader society (Bai et al., 2006; Yin & Zhang, 2012). But
when governments lack resources, they induce state owned
enterprises (SOEs) to engage in social projects using state
ownership and political interference (Chang et al., 2015; Hu
et al., 2018).

SOEs have a rich context in which CSR research can be em-
bedded, especially in emerging economies (Xu et al., 2015).
Previous studies point out that SOEs were playing signific-
ant role in social stability before market transition in emer-
ging economies (Bai et al., 2006). So far as the pre-transition
era is concerned, the SOEs’ economic performance has been
lackluster — specifically when SOEs were under central plan-
ning in state-influenced countries like France, China, Rus-
sia and Vietnam etc., because their primary objective was to
focus on political and social-oriented objectives (Bai et al.,
2006; Peng et al., 2016). In view of the less efficient per-
formance of SOEs, governments privatized SOEs by selling
state ownership in order to turn them more efficient (Meyer
& Peng, 2005; Kriauciunas & Kale, 2006). This is espe-
cially the case with “the transition economies” such as China,
which has been undergoing partial privatization since the
1990s (Peng, 2000; Fan et al., 2007). Yet, from an insti-
tutionalization standpoint, the China Securities Regulatory
Commission (CSRC) inaugurated the split share structure re-
form in 2005 that opened the gates to secondary privatiz-
ation and removed the legal barriers to sell state shares to
private investors (Guthrie, 2012; Jiang & Kim, 2015). Con-
sequently, secondary privatization changed the ownership
structure, and even reduced the ratio of state-owned firms in
China from 65.50 percent in 2006 to 35.28 percent in 2015
(Usman et al., 2018).

The aim of this study is to explore how government with-
drawal matters for firms’ social priorities. Is reduction in
state ownership favorable in respect of corporate social per-
formance? Our research question is particularly motivated
by the repercussions of privatization reforms. For instance,
prior literature documented that privatization reforms in-
troduced competitive environment to the new start-ups in
developed and emerging economies (Megginson & Netter,
2001; Gupta, 2005; Liao et al., 2014) as they newly joined
the rules of game “market-based competition” (Mutlu et al.,
2015). Particularly, the government withdrawal via privatiz-
ation freed firms from the influence of controlling sharehold-
ers (state owners) and government control (Naughton, 2007;
Cuervo-Cazurra et al., 2014; Tang et al., 2018). Moreover,
firms employed more market oriented managers after gov-
ernment withdrawal, and hence, their goals became more
closely linked with profit maximization (Peng et al., 2016;
Wu et al., 2016). Extending this logic, we predict that govern-
ment withdrawal dilutes government substantial influence
over firms that may reduce the firms’ likelihood toward CSR.

Next, we improve this debate on government withdrawal
and firms’ social performance by investigating the moderat-
ing role of CEOs’ political connection. Generally, political
connections allow government to have a tight grip on firms’
policies. As previous studies have established that most of
firms’ executives get appointed by a political setup pave way
for government to exert influence over such firms (Boubakri
et al., 2013; Tu et al., 2013; He & Fang, 2016). Second,
politically connected executives can approach important in-
formation related to social policies, and make decisions about
social investment using political power (Zhang, 2017). Be-
sides, such executives comply with government’s policies
(i.e., social policies) as they receive preferential treatment
from government (Ma & Parish, 2006). In a nutshell, the
nexus between politically connected executives and govern-
ment motivate us to examine whether executives’ connection
facilitate residual state owners in setting social objectives or
not.

In order to examine these predictions, the world’s fastest
emerging economy—China— necessitate our attention due
to its unique institutional setting and ownership structure,
and its radical privatization movement. Using listed firms’
data during period of 2010 to 2015, we find government
withdrawal has negative association with firms’ CSR perform-
ance. By testing moderating effect of political connection, we
find that politically connected executives weaken its negat-
ive link of government withdrawal with CSR. These findings
suggest that the residual state owners may mitigate issues re-
garding social welfare by appointing political bureaucrats on
firms’ executive level.

Our paper makes several contributions to the prior liter-
ature. First, beyond the existing literature on privatization
movement throughout the world, which has largely focused
how governemnt withdrawal improves firms’ financial effi-
ciency (Gupta, 2005; Fan et al., 2007; Borisova and Meggin-
son, 2011; Ben-Nasr et al., 2015; Megginson, 2017; Chen
et al., 2018), we investigate its effect on the firms’ social
performance. Second, formerly scholars have devoted their
attention to examine social effects of state ownership and
private ownership (Bai et al., 2006; Li & Zhang, 2010; Cum-
ming et al., 2016). However, we go a step further by investig-
ating social consequences of government withdrawal. Third,
government withdrawal is generally associated with reduc-
tion in state ownership and increase in private ownership
level (Gupta, 2005). We thus contribute to the shareholder
theory of CSR that explains the responsibilities of private
shareholders, by investigating whether sale of state owner-
ship to private owners affects corporate social responsibilities.
Fourth, we contribute to the debate on political connection
that it provides indirect means of involvement to government
to affect a firm’s vital decisions in context of state divestit-
ure (Fan et al., 2007; Boubakri et al., 2008; Boubakri et al.,
2009; Boubakri et al., 2013, Chen et al., 2018) by providing
evidence that executives’ political relations can significantly
moderate the firms’ decisions related to CSR even if the state
owners decreases its ownership level in firms.

The rest of the paper is structured as follows. Section 2 de-
velops the hypotheses. Section 3 introduces the data and the
sample and describes the variables and the research model.
Section 4 discusses the results, and section 5 highlights the
conclusion.

2. Literature and Hypotheses development

The public finance scholars define state enterprises as so-
cial entities whose aim is to work for social development
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(Shapiro & Willig, 1990), which private enterprises fail to
do. Under the general view of welfare-maximization, state
firms may contribute more in social activities than other firms
do. But in reality, state officials often use state firms for their
vested interests (Shleifer, 1998). For instance, Boycko et al.
(1993) demonstrate that government always engage SOEs
to promote regional development and employment for polit-
ical scoring rather than to improve firms’ performance. Thus,
they become inefficient public enterprises.

To mitigate concerns of inefficiency, privatization reforms,
which transfer both asset rights and control from state to
private owners have taken place worldwide over the last few
decades (Boubakri et al., 2009). This ownership change
is accompanied by firms’ change in priorities such as focus-
ing more on economic goals than political goals (Megginson
& Netter, 2001; Megginson, 2017). Prior research studies
document that after state divestiture, the economic perform-
ance of firm improves significantly (Boubakri & Cosset, 1998;
DŚouza & Megginson, 1999; Boubakri et al., 2005; Gupta,
2005; Bai et al., 2009). But the recent studies, however, over-
looked its impact on the firms’ social performance that needs
scholarly attention. Therefore, we next propose the study hy-
potheses on outcomes of government withdrawal with regard
to corporate social performance.

2.1. Government withdrawal

Government withdrawal reduces state ownership in a firm
that is strongly opposed by scholars who view it as favorable
to private and market-oriented investors, but detrimental to
stakeholders, such as employees, minor shareholders, and so-
ciety at large. This contradictory view is supported by reli-
able evidence of decrease in ratio of employment (Chong &
López-de-Silanes, 2005) as well as increased poverty level
after transferring state share and control to private owners
(Bayliss, 2002; Birdsall & Nellis, 2003). Generally, these
concerns are demonstrated against privatization in develop-
ing economies, such as Thailand, Italy, Mexico, and Greece.
Likewise, Bortolotti et al. (2002) investigate the global tele-
communication industry (in 25 countries) and find that gov-
ernment divestiture is beneficial in terms of a firm’s output,
investment, profitability and operating efficiency, while det-
rimental in terms of employment. In brief, this suggests
that government withdrawal is supposed to be costly from
broader social perspective because with government with-
drawals the new private shareholders may be more induced
towards economic objectives.

Specifically, the shareholder theory of CSR of Friedman
(1970) advocates that firms in which state privatizes its own-
ership may not show better social performance as compared
to their counterparts. In the light of this theory, a privat-
ized firm’s sole ethical responsibility is “maximizing market
value and profitability for its shareholders”, which is also
claimed by the work of Marcoux (2003). According to Fried-
man (1970), the executives of privatized firms are employees
of business owners, who have direct responsibilities to the
owners, and that is to run business according to their desire,
which is to generate as much profit as possible. In similar
vein, Conyon & He (2012) and Mansell (2013) argue that
profit maximization comes in top priorities of managers in
private ownership, and even consider CSR as wastage of re-
sources (Jiang & He, 2005). We therefore predict that firms
where government withdrawal results in increase in private
ownership would show less likelihood to socially responsible
actions.

Empirically, previous trend shows that private owners are

less dependent on external actors (i.e, government) for cap-
ital, hence often independent in taking corporate decision
(Lee, 2009; Tang et al., 2018). In addition, the independ-
ent nature of private ownership opens up an opportunity for
owners to use corporate resouces for self-interest rather than
for societal interest (Udayasankar, 2008; Lee, 2009). State
owners, in contrast, are in control of government institu-
tions protecting public interest by working in comprehens-
ive CSR programs (Scherer & Palazzo, 2011; Tang, 2012).
Most importantly, they usually experience large regulations
from government authorties, which urge them to act accord-
ing to society’s norms (Gallo et al., 2011; Zheng et al., 2014).
Furthermore, state ownership creates firms-government con-
nection in order to gain support relative to resource endow-
ments, which in return, regulate and pressurize firms to com-
ply substantively in respect of fulfilling CSR motives (Oliver,
1991; Chen et al., 2014). Returning to our main focus, as
state reduces its ownership, it will relinquish government’s
grabbing hand over firms’ strategic decisions. For instance,
the anecdotal evidence suggests that new private owners de-
emphasize any government and political motives, which pre-
vailed under concentrated ownership of government (Boycko
et al., 1996; Boubakri et al., 2013). This implies that firms
will try to rationalize expenditure in pursuit of self-interest
after government withdrawals, and hence will be less in-
volved in CSR activities. However, as government ownership
in firms continues to reduce, we may assume significant de-
cline in firms’ CSR performance, which leads to the following
hypothesis;

Hypothesis (H1): Government withdrawal is neg-
atively associated with firms’ level of CSR perform-
ance.

2.2. The moderating role of CEOs’ political connections*

We also explore whether CEOs’ political connection affects
the link between government withdrawal and firms’ CSR per-
formance. We hypothesize that CEOs’ political connection
weakens the link for few reasons. First, executives’ network-
building is considered important in emerging economies such
as Russia (Ledeneva & Ledeneva, 1998; Batjargal, 2007),
China (Peng, 2003; Chen et al., 2013), and India (Chacar
& Vissa, 2005) for the success of their firms. Because gov-
ernment takes control of critical resources in emerging eco-
nomies, thus executives seek to build political connections to
obtain governmental support, specifically in case of private
enterprises (Dinç, 2005). For instance, Cull & Xu (2005),
and Khwaja & Mian (2005) explains that political connec-
tions provide better opportunities to private firms of greater
access to credit and chance of being bailed out if a firm is
in financial distress. At the same time, connected companies
would probably follow government prerequisites in the shape
of fulfilling social and political liabilities.

Second, drawing this hypothesis on the basis of institu-
tional theory that suggests that firms respond to external pres-
sures from institutional environment where firms maneuvers,
and adopt common socially accepted practices as being ap-
propriate firm’s choice" (Carpenter & Feroz, 2001). In spe-
cific perspective of this theory, formal and informal pressure
received from society as well as from central regulators can
lead to coercive isomorphism that may direct firms to em-
brace social and environmental practices (Campbell, 2007;
Weber, 2017). Likewise, the theory’s supporters suggest that
institutional determinants, such as government or political in-
stitution give signals in terms of legitimacy, and firms respond
to those signals in the shape of increasing likelihood toward
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CSR practices (Colwell & Joshi, 2013; Marquis & Qian, 2014;
Albertini, 2017). In conclusion, we would say that connected
firms’ executives and senior members will conform to norms
obligated upon them by political bodies and governmental
institutions.

Third, more specifically, governments use a mechanism of
keeping firms politically connected for making necessary in-
tervention (Liu et al., 2011). This is especially in case of those
firms where its direct involvement becomes limited because
of transferring state ownership to private shareholders. The
anecdotal evidence advocates that government ownership
may reduce but it will retain its control over firms through
political connections (see Bortolotti & Faccio, 2006; Boubakri
et al., 2008; Boubakri et al., 2011). These leading scholars
of privatization further point out that loyal politically connec-
ted executives often allow government to be involved in im-
portant decisions of connected firms. Overall, this suggests
that political association will help government in making cor-
porate policies in line with their primary objectives (societal
welfare), which lead us to the following hypothesis.

Hypothesis (H2): The negative relationship between gov-
ernment withdrawal and CSR is weaker for firms with CEOs’
political connection.

3. Methodology

3.1. Sample

The sample for our study consists of Chinese listed firms
over the period of 2010 to 2015. We collect data for the
study’s variables from the China Stock Market and Account-
ing Research (CSMAR) database, which is one of the reliable
sources for non-financial and financial data of listed firms.
The CSR ratings are collected from Rankin’s agency. We
merge data collected from these databases and eliminated
firm-year observations where data (on proposed variables)
were missing. For instance, consistent with existing research
studies of Zeng et al. (2011) and Reimsbach et al. (2018),
we exclude firm-year observations of companies with H and
B-shares, because this kind of firms are regulated by over-
seas rules and regulations, which makes the firm’s nature and
characteristics not comparable to those of Chinese A-share
listed firms. In addition, firms operating in financial indus-
tries are not included in our sample because of different ac-
counting standards, rules and laws and ownership structures.
The initial sample of A-share listed firms contains 1083 firm-
year observations. However, we drop 38 observations due to
missing values for CSR ratings, and thus apply a final sample
of 1045 firm-year observations of those firms in which gov-
ernment has reduced its state ownership. Our study relies
on such firms because they provide information related to
government withdrawal that creates basis for testing our re-
search question.

3.2. Measures

3.2.1. Dependent Variable

Our dependent variable is CSR performance, measured
as a CSR score provided by Rankins (RKS), an independ-
ent agency established in China. Rankins’ rating is based on
firms’ social activities presented in CSR reports. RKS reviews
70 CSR indicators in CSR reports of all Chinese listed firms
to compute a composite CSR score following the approach
of the Global Reporting Initiative (GRI). The CSR indicators
are further divided into three groups: (1) overall evaluation

that covers 14 items with an average of 30 percent, which
focuses on firms’ CSR strategies, the extent to which stake-
holder participate in socially responsible activities, innovat-
iveness of firms’ social activities, and also evaluation of ex-
ternal auditing; (2) technical evaluation generally focus on
CSR information based on consistency, clarity and availab-
ility that covers 11 items and secures 20 percent weighted
average; (3) and content evaluation covers 45 items with
weighted average of 50 percent, which generally focus on the
role of organizational system and leadership in implementa-
tion of CSR, and also on specific metrics for environmental,
social and economic performance. A firm’s total CSR score
is calculated by the weighted average of scores of the above
three sub-groups. The rating score ranges from 0 to a high
of 100 that reflects the corporate social performance in terms
of the firm’s contribution in CSR. Rankin’s CSR dataset has
been validated and published in well-known journals by pre-
vious researchers such as Luo et al. (2013), Marquis & Qian
(2014), Zheng et al. (2014) and Lau et al. (2016) using
Chinese context.

3.2.2. Independent Variables

Our main variable of interest is government withdrawal
indicating reduction in state ownership by selling state own-
ership to private investors (Chen et al., 2018). Following
the approach of Gupta (2005), we use a continuous variable
measurement for government withdrawal (Reduction), indic-
ating percentage of shares reduced by government through
private sale that captures the degree of government with-
drawal in a firm and its consequences.

3.2.3. Moderating Variable

We use political connection for estimating its moderating
effect in our study. According to the definition of Fan et al.
(2007), firms are considered politically connected when any
of its senior member is currently or formerly serving as gov-
ernment bureaucrat (an officer of the military or state or local
level government). Similar to He et al. (2014), Cao et al.
(2018) and Li et al. (2019), we use CEO’s political connec-
tion (PC) because CEO is considered more influential when
making important strategic decisions. However, PC is meas-
ured by a dummy variable coding 1 if the CEO of a firm is
a member of the National People’s Congress (NPC) or the
Chinese People’s Political Consultative Conference (CPPCC),
and 0 otherwise.

3.2.4. Control Variables

To confirm that the models’ results are not affected by firm
heterogeneity, we include several firm-level characteristics to
control their impact on CSR. For example, research has sug-
gested that board characteristics may affect the flow of in-
formation and corporate policies including social responsibil-
ities (Lau et al., 2016), so we control for independent director
(Ind-D), measured as taking their percentage; and CEO dual-
ity (Duality), which we consider 1 when CEO also maintain
board chair and 0 otherwise (Usman et al., 2018).

Since firms’ financial indicators may influence their social
interests (Legendre & Coderre, 2013; Lopatta et al., 2017),
so we control for return on assets (ROA), calculated as net
profit to total assets, and Tobin’s Q (TobinQ), calculated as
the firm’s market value to total assets. Previously noted that
older firms tend to participate less to social responsibilities
than younger firms do (Marquis & Qian, 2014), thus our
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study add firm age calculated as total years since the firm
was established. Moreover, since larger firms tend to get
more media attention than smaller firms do (Zheng & Zhang,
2016), we therefore add size of firms (Size) which is taken
through natural log of total assets, and growth (Grow), es-
timated by change in total assets. We also add the leverage
ratio (Lev), total debt to total assets, and growth opportun-
ities (GrowOp), taken as the book to market value of share-
holders’ equity (Khan et al., 2019). For the detail description
of variables, (see Table 1).

Table 1. Variables definition and details

Variable Details 

CSR 
CSR is calculated by ratings score provided by 
Rankins.  

Reduction 

Reduction represents government withdrawal and is 
continuous variable indicating percentage of shares 
reduced by state owners by selling it to private 
investors, which varies 0 to 100 percent. 

PC 
PC is a dummy variable equal 1 if CEO is politically 
connected, and 0 otherwise.  

Ind_D 
It indicates the number of independent directors 
serving on firms’ board. 

Duality 
It equals to 1 if the CEO also serves as the board chair 
and 0 otherwise. 

ROA 
ROA indicates the profitability status of a firm which 
is measured as net profit to total assets. 

TobinQ 
Tobin’s Q is measured as the firm’ market value to 
total assets. 

Size 
Size of a firm is calculated as natural log of corporate 
assets. 

Age 
Age of a firm is calculated as total years since the firm 
was established. 

Grow 
Grow indicates forms’ growth measured as change in 
total assets. 

Lev Leverage indicates total debt to total assets. 

GrowOp 
Growth opportunities is calculated as ratio of book to 
market value of shareholders’ equity.  

 

 

 3.3. Summary statistics and Pairwise Correlation

Table 2 provides descriptive statistics of our study’s vari-
ables considered for analysis. Our summary statistics in-
dicates that CSR scores ranges between 90.84 and 0, with
an average of 31.142 along with standard deviation about
20.851, indicating considerable variations in CSR ratings
across sample firms. This statistic further shows that mean of
Reduction is 16.631, which indicates that a firm has reduced

state ownership through government withdrawal with an av-
erage of 16.631 percent. Moreover, the mean value for PC is
0.127 which implies that 12.7% of sample firms correspond
to CEOs’ political connections.

Table 2. Descriptive Statistics

Table 2. Descriptive Statistics 

 

Variable  Obs  Mean  Std. Dev.  Min  Max 

CSR 1045 31.142 20.851 0.000 90.840 
Reduction 1045 16.631 26.093 0.000 100.000 
PC 1009 0.127 0.333 0.000 1.000 
Ind_D 1045 4.157 1.394 2.000 13.000 
Duality 1045 0.131 0.338 0.000 1.000 
ROA 1045 0.042 0.071 -0.769 1.090 
TobinQ 1045 2.564 2.128 0.871 24.495 
Size 1045 3.116 0.063 2.942 3.332 
Age 1045 13.322 5.228 1.000 26.000 
Grow 1045 1.042 2.276 -4.344 45.120 
Lev 1045 0.511 0.199 0.010 1.650 
GrowOp 1045 1.073 0.990 0.042 8.651 

 
To detect potential multicollinearity issue among variables,

we estimate variance inflation factor (VIF) test for which the
results are reported in Table 3. The maximum value of VIF is
obtained for firm size (2.45) and the mean VIF is 2.80. Taken
together, all the variables’ VIF values are below the stand-
ard value (>5), which provide evidence of a low variance
inflation factor. Therefore, we believe that there is no mul-
ticollinearity issue among the variables. In addition, Table
3 shows results of pairwise correlation between the estim-
ated variables. We find that our main independent variable
government withdrawal (Reduction) is negatively related to
CSR, recommend that firms having reduced state ownership
following secondary privatization exhibit lower CSR perform-
ance. Furthermore, the coefficients of the independent vari-
ables are all less than 0.60, so variables highlighted in correl-
ation matrix not highly correlated with each other.

3.4. Model Selection

Given the change in corporate ownership structure follow-
ing privatization of government ownership, a panel frame-
work is more appropriate to use, which can better help in
shedding light on link between government withdrawal and
CSR performance. We employ the regression models using
the ordinary least squares (OLS) and cluster of standard er-
rors at firms’ level, as consistent with prior studies (Claessens
et al., 2008; Boubakri et al., 2011; Khan et al., 2019). To
estimate H2, we apply same model for finding moderating

Table 3. VIF and Pairwise correlation

Variables VIF (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(1) CSR --- 1.000            

(2) Reduction 1.220 -0.100* 1.000           

(3) PC 1.120 0.127* 0.055* 1.000          

(4) Ind_D 1.160 0.045* 0.001 -0.002 1.000         

(5) Duality 1.090 -0.024 0.082* 0.191* -0.038 1.000        

(6) ROA 1.410 0.208* 0.087* 0.074* 0.022 0.071* 1.000       

(7) TobinQ 1.560 -0.152* 0.175* -0.046 -0.024 0.070* 0.161* 1.000      

(8) Size 2.450 0.386* -0.175* 0.079* 0.242* -0.054 -0.020 -0.461* 1.000     

(9) Age 1.210 -0.036* 0.111* -0.002 0.060* 0.002 -0.088* 0.014 0.085* 1.000    

(10) Grow 1.170 0.015 0.230* 0.031 0.093* -0.005 0.244* 0.055 -0.009 -0.001 1.000   

(11) Lev 1.790 -0.039 0.009* -0.025 0.064* 0.039* -0.376* -0.290* 0.382* 0.130* -0.086* 1.000  

(12) GrowOp 2.280 0.165* -0.049 0.014 0.084* -0.010 -0.206* -0.464* 0.508* 0.082* -0.063* 0.509* 1.000 

 ∗Shows significance at the .05 level
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effect of CEOs’ political connections (PC). (See Eq. (2.)
We employ the following main regression models;

CSRi t = α+ β1Reduct ioni t + β2PCi t +
n∑

i=1

βnCont i t + ϵi t (1)

CSRi t = α+ β1Reduct ioni t + β2PCi t

+ β3Reduct ion× PCi t +
n∑

i=1

βnCont i t + ϵi t
(2)

where CSR is social responsibility performance scaled by
CSR ratings; α is a constant effect; Reduction represents gov-
ernment withdrawal and is a continuous variable indicating
percentage reduction in state ownership; PC is political as-
sociations of executives; Reduction ŒPC is the interaction
between government withdrawal and political connections;
Cont refers various firm-related control variables; the sub-
script i t is firm i observed in year t; and ϵ is an error term
that refers to the effect of other factors that are not covered
in this study.

4. Results and Discussion

4.1. Main regressions analysis

The findings of OLS regression models for our main evid-
ence are shown in Table 4. Model 1 demonstrate results of
Hypothesis 1, which predicts that government withdrawal
is negatively related to the level of firms’ CSR performance.
The result of Model 1 support H1 because the coefficient of
Reduction (β = -0.047, p < .05) is negative and significant
at 5% significance level, suggesting that government with-
drawal through private sale decreases the firms’ likelihood
toward CSR, and thus hinders firms’ CSR performance. The
possible explanation for this relationship can be the chan-
ging social priorities of firms with government withdrawal.
Because prior research claims that government withdrawal
freed firms from state control and hence their objectives be-
came profit-oriented (Peng et al., 2016; Wu et al., 2016).
Moreover, government is considered guardian of society, and
privatization of government ownership is detrimental to so-
ciety (Birdsall & Nellis, 2003; Chong & López-de-Silanes,
2005), because government owners mostly focus on socially
responsible projects but the objectives of private owners
largely rely on profit maximization (Bai et al., 2006). Since
our findings imply that government withdrawal reduces state
ownership and increases private ownership that may ration-
alize firms’ investment in pursuit of economic benefits (profit
generations) rather than social objectives.

Turning to the second hypothesis, we measure the inter-
action effect of CEOs’ political connection in Model 2. To
do so, we explore that interaction variable Reduction x PC
(β = 0.094, p < .10) is positive with 10% of significance
level. Since, this confirms our second hypothesis (H2) and
shows that CEOs’ political association weakens negative link
among government withdrawal (Reduction) and CSR. These
results explain that CEO’s political connection provide signi-
ficant means to government to maintain its indirect influence
over firms’ strategic options including social responsibilities.
Therefore, those firms are likely to support government in so-
cial welfare which have political connections even after gov-
ernment withdrawal. In a similar vein, because of govern-
mental and political support, CEOs with political connections
can challenge their firms’ managerial thinking about support-
ing social policies (Chin et al., 2013), which could be one of
the possible reason for our findings.

In remaining models of Table 4, we repeat our hypotheses
using OLS model with clustering of standard errors by firm
for initial robustness checks. Because, one of important as-
sumption of main OLS is “the observations should be inde-
pendent”, which may not be fulfilled in our case because
there is more than one observation from each firm in our
data set, leading OLS results to be inconsistent and biased.
In Model 3, we continue to find that government withdrawal
(Reduction) is negative with 5% level of significance. Simil-
arly, we find in Model 4, that interaction variable (Reduction
x PC) is positive and significant at 10% level, as consistent
with Model 2. Thus, accounting for concern of”more than
single observation" using clustering estimation does not af-
fect our main results.

Table 4 also summarizes the results for the control vari-
ables. Other than the insignificant effects of few variables
such as independent director (Ind-D), firm age (Age), and
firm growth (Grow), the rest of variables are influential in de-
termining the CSR performance of listed Chinese firms. For
instance, CEOs who are also board chairs (Duality) have neg-
ative relationship with CSR, because CEOs with more than
single position are less likely to focus on CSR activities due
to have conflicting goals (Arayssi et al., 2016). The result for
ROA, Tobin’s Q (TobinQ) and firm size (Size) have positive
effects on CSR performance, perhaps because large, profit-
able and firms with strong market performance receive pres-
sure from stakeholders to engage in CSR (Harjoto & Jo, 2011;
Zheng & Zhang, 2016). On the other, financial leverage (Lev)
and growth opportunities (GrowOp) are negatively related to
CSR investment.

Table 4. Main evidence on Government withdrawal and CSR
performance

      OLS Cluster-OLS 
CSR Model 1 Model 2 Model 3 Model 4 

Reduction -0.047** (-2.040) -0.058** (-2.215) -0.047** (-1.988) -0.058** (-2.165) 
PC  4.422** (2.149)  4.422** (1.976) 

Reduction × PC  0.094* (1.661)  0.094* (1.731) 
Ind-D -0.112 (-0.267) -0.185 (-0.419) -0.112 (-0.245) -0.185 (-0.370) 

Duality -0.723** (-2.040) -0.123* (-1.720) -0.723** (-1.982) -0.123* (-1.751) 
ROA 34.041*** (3.781) 22.366** (2.359) 34.041** (2.238) 22.366* (1.682) 

TobinQ 0.615* (1.930) 0.749** (2.221) 0.615** (2.180) 0.749** (2.408) 
Age -0.003 (-0.022) 0.059 (0.504) -0.003 (-0.019) 0.059 (0.434) 
Size 189.425*** (14.123) 155.002*** (13.379) 189.425*** (11.912) 155.002*** (11.030) 

Grow -0.277 (-1.085) -0.075 (-0.279) -0.277 (-1.037) -0.075 (-0.339) 
Lev -16.813*** (-4.635) -21.131*** (-5.505) -16.813*** (-4.020) -21.131*** (-5.005) 

GrowOp -2.394*** (-2.916) -1.095* (-1.731) -2.394** (-2.529) -1.095* (-1.690) 
Constant -559.008*** (-13.567) -449.076*** (-12.765) -559.008*** (-11.577) -449.076*** (-10.654) 

Observations 1045 1008 1045 1008 
R-squared 0.316 0.318 0.316 0.318 

Industry & Year 
Dummies 

Yes Yes Yes Yes 
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4.2. Endogeneity

One of the concerns with research on government with-
drawals and privatization studies is endogeneity of privatiza-
tion decisions. For instance, Megginson & Netter (2001) sug-
gest that government can retain inefficient state firms while
may privatize the efficient first (firms having better perform-
ance with quality governance) making privatization “look
good”, that may arise self-selection bias that mislead the OLS
results. Similar to privatization’s context, we use different ap-
proaches to address relevant issues in our setting.

For instance, we apply Heckman (1979) estimation model
to make our analysis further robust. To assume a firm’s prob-
ability of having reductions in government ownership after
secondary privatization, we first run a Probit model at first
stage1 in which we regress Reduction on corporate level vari-
ables. This approach allows us estimating the inverse ratio of
Mills called as “Lambda”. Moving to Heckman second stage,
we include calculated Lambda in regression model with all
of our study’s variables. The results are presented Model 1
and 2 of Table 5, where we consistently find that government
withdrawal is negatively associated with CSR, but however
this relation is weaker for all the firms of politically associ-
ated executives.

Next, we use instrumental variable approach using a two-
stage least squares (2-SLS) regression to address endogen-
eity. In this method, the instrumental variable must correl-
ate with the independent variable but not with the depend-
ent variable. In our case, an instrumental variable should
be associated with the probability of government decision to
have reductions in state ownership through private sale, be-
cause endogeneity may lie in the decisions related to govern-
ment withdrawal. Therefore, we use lag of the independent
variable (Lag_Reduction) as an instrumental variable, and re-
gress Reduction on Lag_Reduction along with all control vari-
ables in the first stage of regression. In doing so, we find that
Lag_Reduction is positively and significantly linked with Re-
duction, confirming a good predictor. Using fitted values of
the first stage for Reduction in the second stage of 2-SLS estim-
ations in Model 3 and 4, we continue to find that Reduction is
negatively associated with CSR and PC again weakens its neg-
ative relationship. Overall, these findings validate our main
claim regarding corporate social performance in perspective
of government withdrawals that is consistent to possible en-
dogeneity issues. (See Table 5 for details.)

5. Conclusion

Prior studies on government withdrawal and privatization
has devoted a lot of attention to explore its impacts associ-
ated with corporate stakeholders, such as creditors and share-
holders (e.g., Boubakri et al., 2009; Borisova & Megginson,
2011; Ben-Nasr et al., 2015; Chen et al., 2018), but over-
looked its broader societal impacts. However, the general
perception about the state as the guardian of society, and that
government withdrawal can undermine social development,
is interesting. In this backdrop, we first investigate the ef-
fect of government withdrawal on the CSR performance of
Chinese firms, and then the moderating effect of CEOs’ polit-
ical connections on the link between government withdrawal
and CSR in the context of government divestiture.

Using a sample from the first-largest emerging economy—
China, we find that government withdrawal generates sig-
nificantly negative impacts on firms’ CSR. This is because

1The results obtained from the first stage are not reported for the sake
of parsimony, and will be only available upon request.

Table 5. Robustness / Endogeneity tests

      2 Stage-Heckman 2-SLS 
CSR Model 1 Model 2 Model 3 Model 4 

Reduction -0.046** (-1.994) -0.063** (-2.450) -12.536*** (-2.843) -13.619*** (-3.000) 
PC  2.902 (1.415)  0.084 (0.124) 

Reduction × PC  0.094* (1.671)  15.367*** (3.279) 
Ind-D 0.072 (0.155) 0.058 (0.121) 0.008 (0.052) 0.004 (0.021) 

Duality -0.500 (-0.238) -1.390 (-0.644) -0.526 (-1.047) -0.905* (-1.761) 
ROA 33.330*** (3.689) 32.213*** (3.516) 67.913*** (19.274) 68.681*** (19.156) 

TobinQ 0.619* (1.944) 0.700** (2.119) 0.071*** (4.156) 0.067*** (3.904) 
Age -0.003 (-0.027) 0.003 (0.024) 0.038 (0.849) 0.031 (0.746) 
Size 198.760*** (11.888) 200.262*** (11.695) 168.560*** (28.916) 167.785*** (29.410) 

Grow -0.209 (-0.787) -0.120 (-0.432) -0.796*** (-5.614) -0.801*** (-5.537) 
Lev -16.306*** (-4.445) -15.739*** (-4.198) -2.280*** (-2.836) -2.069** (-2.559) 

GrowOp -2.436*** (-2.962) -2.510*** (-3.019) -2.309*** (-8.355) -2.320*** (-8.403) 
Lambda 4.004 (0.935) 3.725 (0.855)   
Constant -595.825***(-10.456) -601.419***(-10.313) -500.146***(-28.106) -497.714*** (-28.669) 

Observations 1045 1009 1045 1008 
R-squared 0.317 0.328 0.253 0.257 

Industry & Year 
Dummies 

Yes Yes Yes Yes 
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government withdrawal reduces the state ownership and its
influence in which case firms become more independent of
state control. As a result, firms’ private objectives start to
prevail that can adversely affect their social goals. In addi-
tion, we find that the CEO’s political connection weakens the
adverse effect of government withdrawal on CSR as political
connections pave way for government to maintain control
over firms’ strategic decisions. Overall, the results support
our main propositions, and contribute to the previous debate
on government divestiture and its outcomes.

Our results provide some useful implications for profes-
sionals and policy makers. First, this study provides guid-
ance to policy makers regarding the social outcomes of gov-
ernment divestiture by showing that it is not advisable from
broader social perspective. Second, our empirical evidence
guides the regulatory authorities in emerging economies
about the importance of governmental intervention in sig-
nificant corporate decisions. Moreover, this study considers
executives’ political connection an important determinant of
CSR, which may instruct policy makers. For example, improv-
ing corporate social performance in emerging markets such
as China, it would be advisable to appoint bureaucrats on top
executives’ level.

From implementation perspective, our findings show that
policy makers and regulators should abstain from “one size
fits it all” social policies. Considering that firms which have
undergone government withdrawals show less motivation for
social welfare activities. Government, being the guardian of
society should ensure the implementation of CSR strategies
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in these firms to make them socially responsible. In addition,
government should address firms’ resource shortages even
after state divestiture, maintain necessary intervention, and
treat all firms equally, to get desirable social outcomes. Fi-
nally, managers and business owners should consider mech-
anisms driving corporate social motives to fulfill a wider
range of stakeholders’ demands. For instance, in the face
of uncertainty and inconstant behavior of transition econom-
ies, firms should imitate positive counterparts to rectify their
own social behavior.

Our study guides the future research in several ways. First,
our study tests the effect of government withdrawal on social
performance. However, given the prevalence of acquisitions
of state ownership across companies, it would also be inter-
esting to investigate how these acquisitions influence CSR
intensity of a particular firm. Second, future research may
implement a more complex model to investigate not only the
presence of political connection but also other monitoring
factors, such as board independence, foreign directors on
board etc., any of which could have significant interaction
effects. Finally, we used a sample from China, so future re-
search should consider firms from other countries to help in
generalizing the findings of this research.
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