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Abstract 

 This paper uses the enactment of China’s 2007 Property Law (the Law), which reduces the risk of 
expropriation by local governments, as the setting to investigate the importance of property rights 
protection for private firm investment. Using propensity score matching and a difference-in- differences 
design, we find that firms facing weaker property rights protection prior to the Law significantly increase 
their investment after the Law. Cross-sectional analyses document further evidence indicating that a 
decrease in firms’ perceived expropriation risk is the mechanism underlying the Law’s effect. Overall, 
our results suggest that stronger property rights induce greater investment in private firms. 
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1. Introduction 

Property rights institutions govern the ownership and usage of economic resources. Strong 

property rights institutions help enforce contracts between the government and private entities and 

constrain a government’s arbitrary behavior and expropriation activities. The threat of 

expropriation lowers firms’ expected returns from investments. Thus, lowering firms’ 

expropriation risk by strengthening property rights protection should increase firms’ willingness 

to invest. Prior studies have used cross-country settings to document higher levels of investment, 

financial development, and economic growth in countries with stronger property rights protection 

(La Porta et al., 1998; Johnson et al., 2002; Acemoglu and Johnson, 2005; Levine, 2005). However, 

the conclusions from these studies are subject to two caveats. First, a country’s property rights are 

deeply intertwined with other important factors that influence economic outcomes, such as 

contracting institutions and the political economy, rendering it challenging to identify the effect of 

property rights. Second, property rights institutions are largely shaped by pre-determined factors, 

such as natural endowments and colonial origins (Levine, 2005), so it is unclear whether attempts 

to strengthen property rights can sufficiently alleviate expropriation risk and lead to economically 

meaningful differences in real outcomes.1  

In this paper, we exploit the enactment of China’s 2007 Property Law (hereafter, the Law) 

to study the effects of a property rights reform on corporate investment. The Law reduces firms’ 

perceived government expropriation risk without materially changing the efficacy of contracting 

institutions (Berkowitz et al., 2015; Liu et al., 2022), making it an ideal setting for our study. Prior 

to the Law, private property owners were entitled only to an “administrative review” in response 

 
1 Indeed, prior studies have highlighted that property rights reforms may not have their intended effects if powerful 
groups alter or exploit the reforms to maintain their economic dominance (North, 1993; Goldstein and Udry, 2008). 
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to local government expropriation. This administrative review, which entailed assessments of the 

owners’ and local government’s claims and of the compensation provided by the local government, 

was conducted by the local government itself. The Law allows owners to challenge expropriations 

in a court, which creates a check on the local government.  

Prior to the Law, firms’ property rights protection varied by region. We use this variation to 

sort firms into treatment and control groups. As the Law formalizes property rights protection for 

all provinces, we expect that provinces with weaker pre-Law property rights protection (i.e., higher 

expropriation risk) will experience greater improvement than those with stronger pre-Law 

protection. Following Berkowitz et al. (2015), we use the China National Economic Research 

Institute’s provincial-level government expropriation risk measures from Fan et al. (2011). We 

label the five provinces with the lowest expropriation risk, namely Shanghai, Beijing, Guangdong, 

Zhejiang, and Jiangsu, as the control provinces and firms headquartered in those provinces as 

control firms. 2  We label the remaining 26 provinces as the treatment provinces and firms 

headquartered in them as treatment firms.3  

We focus on private firms because they are subject to higher expropriation risk than 

publicly traded ones. In particular, local governments in China are less likely to expropriate from 

publicly listed firms due to their greater visibility and deeper connections to the State.4 To control 

for differences in characteristics between treatment and control firms that may influence 

 
2  Mainland China comprises 22 provinces, four administrative-level municipalities, and five Autonomous 
Administrative Regions, all functioning separately under different local governments. Administrative-level divisions 
including Beijing, Shanghai, Tianjin, and Chongqing are officially classified as municipalities. Autonomous 
Administrative Regions include Guangxi, Nei Mongol, Ningxia, Xinjiang, and Xizang. For simplicity and parsimony, 
we refer to all administrative-level divisions and autonomous administrative divisions as provinces. 
3 In additional analyses, we exclude firms in the sixth, seventh, and eighth provinces in property rights protection and 
find similar results. We also conduct tests using only the top-one, top-two, top-three, and top-four provinces as the 
control provinces and find similar results. 
4 Publicly traded firms generally receive more government support than do private firms (Yang, 2013; Piotroski and 
Zhang, 2014; Jiang et al., 2017), consistent with the notion that they are subject to less expropriation risk. 
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investment, we conduct a propensity score matching procedure to match each treatment firm with 

a control firm based on their economic fundamentals, including size, liabilities, and profitability 

in 2006 (i.e., the year prior to the Law). Our final sample includes 25,216 pairs of treatment and 

control firms with data available during 2005 to 2008 (i.e., the four years surrounding enactment 

of the Law).  

Using a difference-in-differences design, we find that subsequent to the Law, treatment firms 

significantly increase investment compared to control firms. The result is consistent with treatment 

firms becoming less concerned about expropriation risk in their investment decisions after 

enactment of the Law. In economic terms, after the Law, the average treatment firm increases its 

investment by 0.53% of total assets (6.68% of the pre-Law investment level) or 1 million RMB 

(equivalent to USD 135,000), relative to the average control firm. We also find that after enactment 

of the Law, treatment firms invest more in human capital than do control firms, indicating higher 

employment growth among treatment firms.  

Additionally, we separate investments into capital expenditure and R&D because the former 

is more likely to lead to tangible assets, which are easier to expropriate than are intangible assets 

from R&D. We indeed find that treatment firms’ increased investments are driven by capital 

investments, lending further supports to the notion that firms’ perceiving less expropriation risk is 

the mechanism driving their investment.  

Next, we conduct cross-sectional analyses to provide evidence regarding the mechanism of 

the Law’s effect on investment. Intuitively, if treatment firms increase investment post-Law due 

to lower perceived expropriation risk, the Law’s effects should be stronger among treatment firms 

facing a high likelihood of expropriation. To measure this likelihood, we use three items from the 

literature: the local government’s deficit, the firm’s level of tangible assets, and the distance from 
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the provincial capital. First, larger budget deficits incentivize governments to expropriate (Stroebel 

and Van Benthem, 2013; Xu et al., 2016). Second, tangible assets are easier to expropriate than 

intangible assets (Berkowitz et al., 2015). Third, courts in rural areas have fewer resources and 

thus worse institutional quality than those in urban areas (He, 2009), so having access to a high-

quality court such as those in provincial capitals reduces expropriation risk. Consistent with these 

intuitions, we find that the increases in investment of treatment firms relative to control firms are 

especially strong for firms in cities where local governments had large deficits immediately prior 

to the Law, for firms with more tangible assets, and for firms in provincial capitals. 

Because property rights affect creditors’ ability to repossess collateral when borrowers 

default, the Law then also improves the pledgeability of real property and increases lenders’ 

willingness to offer credit (Berkowitz et al., 2015). Thus, an alternative explanation of our results 

is that treatment firms increase investment because they have better access to credit. However, we 

find no difference in the treatment effect between firms with high or low levels of external 

financing, measured using trade credit and long-term debt.5  Considering the previous cross-

sectional results, these findings suggest that lower expropriation risk, instead of increased 

financing availability, is the primary driver of treatment firms’ post-Law investment increases. 

Finally, we conduct a series of robustness checks to address the concern that provincial or 

geographic factors may explain our findings. First, following Huang (2008), Dube et al. (2010), 

and Heider and Ljungqvist (2015), we limit our sample only to firms in contiguous counties in 

treatment and control provinces to further mitigate the concern that regional differences other than 

pre-Law expropriation risk drive our results. Firms in adjacent counties are subject to similar 

 
5 Trade credit is an important source of short-term financing, and long-term debts are usually taken as bank financing 
for Chinese private firms (Cull and Xu, 2005). Additionally, for private firms, long-term debt is not as commonly used 
as trade credit. On average, firms in our sample hold 15% of their liabilities in trade credit and 5% in long-term debt. 
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economic, geographic, and demographic forces. Therefore, differences between firms in 

contiguous counties are more likely to be driven by expropriation risk related to provincial 

government rather than other factors. Using this sample, we find similar treatment effects as in our 

main difference-in-differences results but with larger economic magnitudes: treatment firms 

experience an 18% increase from their pre-Law investment level (or 1.4% of total assets), relative 

to control firms. We conduct additional tests to show that our results are robust to alternate 

treatment and control assignments, using entropy-balancing, an unbalanced and unmatched sample, 

a placebo test, alternative fixed effects, and excluding the year the Law went into effect. 

Our paper contributes to the literature on property rights institutions. In particular, we add to 

the law and finance literature by documenting the effect of a change in property rights institutions. 

Most studies on property rights and their economic implications use cross-sectional differences in 

property rights institutions (Johnson et al., 2002; Levine, 2005; Cull and Xu 2005; Lin et al., 2019), 

which makes it difficult to disentangle the effect of other important factors, such as contracting 

institutions and political economy. By taking advantage of an exogenous shock (i.e., a law that 

reduces firms’ expropriation risk from the local government) and a difference-in-differences 

research design, we provide a more definitive answer on the causal relation between expropriation 

risk and corporate investment.  

Prior studies primarily focus on implicit expropriation risk characterized by informal 

payments to government officials, such as bribes (Ayyagari et al. 2014; Ellis et al. 2020; Huang 

and Yuan 2021). We complement these studies by documenting the effects of an explicit form of 

government expropriation, confiscation of assets. Although implicit expropriation can affect 

investment indirectly because firms need to preserve more liquid assets to make payments, explicit 

expropriation should have a more direct influence on investing decisions because it affects a 
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project’s expected return. Our results suggest that strengthening property rights institutions can 

improve firms’ willingness to invest and thus has important implications for regulators and policy 

makers. 

 

2. Institutional Background and Literature 

The 2007 Property Law was formally passed in March 2007 during the Fifth Session of the 

10th Standing Committee of the National People’s Congress (NPC) and went into effect in the 

same year. The announcement came as a surprise as seven versions of the Law had been hotly 

debated in the NPC for 14 years prior to 2007 due to concerns that it would undermine the socialist 

economic system and its foundation of public ownership of property (Zhang, 2008). It was unclear, 

even just five days prior to the announcement, whether the law would pass (Berkowitz et al., 2015). 

The market reacted strongly to the Law’s passage (+3.95% in the CSI 300 Index, which includes 

the largest 300 firms in the Shanghai and Shenzhen stock exchanges, by market cap). The reaction 

indicated that the business community did not fully anticipate passage of the Law and thus firms 

did not adjust their behavior prior to the Law.6 

The law has five chapters and 247 articles, covering several provisions such as ownership 

rights, neighborhood rights, land-contracting and managing rights. Most importantly, it improved 

property rights and reduces government expropriation via a two-pronged approach. First, it 

enhanced the legality and formal codification of property registration documents and laid out 

administrative, civil, and criminal responsibilities for embezzlement or misappropriation. Second, 

 
6 The event date for the passage of the law is December 29th, 2006, when the 10th Standing Committee of the National 
People’s Congress accepted a draft of the bill (Berkowitz et al. 2015). 
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it required that local governments appropriately compensate owners for any private property that 

they seized.7  

As discussed in the introduction, the Law applied to all provinces, but its impact was not 

uniform because prior to the Law, the strength of legal protections for private property owners 

varied across provinces. For example, using data until 2005, Cai et al. (2011) find that 

entertainment and travel costs, as one proxy of implicit government expropriation, were higher for 

firms located in the inland provinces of Hubei and Sichuan, which are characterized by higher 

expropriation risk, relative to firms in the coastal provinces of Jiangsu and Guangzhou, which have 

lower expropriation risk. As a result, the Law’s effect in lowering perceived expropriation risk 

should be stronger for firms in provinces with weaker property rights protection before the Law 

than for those in other provinces. Our research design uses variation in the Law’s effects as 

identification to contribute to the literature on the importance of legal institutions for investment.  

Legal institutions strongly influence economic development and corporate policy (Zhang et 

al., 2012; Allen et al., 2019; Chari et al., 2020). Acemoglu and Johnson (2005) dissect legal 

institutions into two deeply intertwined yet distinct clusters: contracting institutions and property 

rights institutions. The former oversees the rules and regulations that govern transactions among 

private and public entities. Stronger contracting institutions can lower uncertainty in the enactment 

and enforcement of contracts between parties (North, 1990). Property rights institutions, on the 

other hand, include the rules and regulations that protect private entities against infringement from 

other parties, such as individuals, private organizations, or the government.  

 
7 Specifically, Article 42 of the Law states that “compensation for demolition and resettlement shall be paid according 
to law in order to maintain the legal rights and interests of the expropriated” and that “no institution or individual shall 
withhold, misappropriate, embezzle, or privately divide the compensation for expropriation.”  
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Prior studies examining the effect of property rights institutions usually use cross-country 

settings. For example, using European settlements as an instrumental variable, Acemoglu and 

Johnson (2005) show the importance of property rights institutions for financial development and 

economic growth. In a similar vein, Acemoglu et al. (2005) use the rise of merchant groups in 

Europe via the Atlantic trade, which acted as a constraint on the monarchy and increased private 

property rights, as a setting to highlight the importance of private property protection for economic 

growth. More recent studies such as Jensen (2008), Fotak et al. (2019), and Lin et al. (2019) find 

that a country’s level of property rights protection is positively associated with the amount of 

foreign investment in the country. However, there is little evidence on the effect of a change in 

property rights institutions, mainly because a country’s property rights are shaped by natural 

endowments and colonial origins (Levine, 2005) and because property rights reforms are rare.  

Another stream of literature examines the effect of property rights institutions on firm 

decisions using survey evidence. For example, using firms in several eastern European countries 

in the post-Soviet era as their sample, Johnson et al. (2002) find that entrepreneurs in the 

manufacturing industry reinvest a higher share of their profits when they perceive more secure 

property rights. Using Chinese survey data, Cull and Xu (2005) show that government 

expropriation risk plays an important role in firms’ investment decisions. However, similar to the 

studies using archival data to measure property rights institutions, these studies rely on cross-

sectional differences for identification and are subject to the same omitted variable problem. 

Moreover, as survey questions focus on bribes and informal payments, their results could be due 

to firms reducing investment to retain liquid assets for making these payments. 

 

3. Data and Summary Statistics 
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Our data for firms’ perceived expropriation risk are from the National Economic Research 

Institute Index of Marketization of Chinese Provinces 2011 Report commissioned by the Chinese 

National Economic Research Institute (Fan et al., 2011). The report gauges property rights based 

on levels of protection of producers’ legal rights, charges levied against firms, and government 

intervention. It assigns a score to each province, and higher scores indicate stronger property 

protection. Survey evidence shows that owners of firms located in provinces with low scores have 

a much higher perception of expropriation risk than do owners of firms in other provinces (Du et 

al., 2015). We follow prior studies in finance, such as Berkowitz et al. (2015) and Xu and Yano 

(2017), and use the property rights score to measure perceived expropriation risk.  

We tabulate the scores of provinces for 2006, the year prior to the Law, in Table 1. As shown, 

Zhejiang, Guangdong, Shanghai, Jiangsu, and Beijing provinces have the five highest scores 

(average score is 9.53) for property rights. This observation is not surprising given that these five 

provinces have the highest levels of private business activity and foreign investment.8 In contrast, 

the rural and western provinces of Xizang, Qinghai, Gansu, and Shanxi (X) have some of the 

lowest scores (0.27, 3.29, 4.58, and 4.71, respectively).  

We obtain financial data of private firms from the Chinese Industrial Enterprises Database 

constructed by the National Bureau of Statistics of China. It covers over 100,000 unique Chinese 

private firms with annual sales no less than RMB 5 million (approximately USD 700,000). The 

database has been widely used in economics and finance studies (Hsieh and Klenow, 2009; Song 

et al., 2011; Fang et al., 2017; Cong et al., 2019). The Chinese National Bureau of Statistics collects 

data from firms’ annual reports submitted to their local Bureau of Statistics.  

 
8 These five provinces are in the top seven for GDP per capita in China. Compared to other provinces, they also have 
considerably greater foreign direct investment inflows (Coughlin and Segev, 2000; Cassidy and Andreosso-
O’Callaghan, 2006), which are highly sensitive to the strength of local legal institutions (Busse and Hefeker, 2007; 
Daude and Stein, 2007).  
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We construct the sample following the procedures suggested by Nie et al. (2012) to 

minimize the risk of reporting errors. As tabulated in Table 2, we start with 750,511 firm-year 

observations with data between 2005 and 2008 and drop firms with fewer than 30 employees and 

sales less than RMB 20 million, arriving at 463,428 firm-year observations.9 Next, we drop 

observations if the firm is missing values (or requires lagged values) of investment or has missing 

data on sales, total assets, leverage, operating profit, or net fixed assets following Cai and Liu 

(2009). We arrive at 352,027 firm-year observations. We further exclude firms with significant 

government ownership (i.e., national capital values greater than 10%) because state-owned firms 

are less concerned about government expropriation, and we arrive at a sample of 330,857 firm-

year observations. Next, we require that firms have consecutive data between 2005 and 2008. After 

these steps, our sample includes 273,348 firm-year observations with 68,337 unique firms (i.e., 

31,573 and 36,764 treatment and control firms, respectively). Our main tests conduct propensity 

score matching on these 68,337 unique firms using their data for the year 2006 to arrive at 50,428 

unique firms that have 201,728 firm-year observations for 2005 through 2008.  

We assign firms with headquarters in the five provinces with the highest property rights score 

(i.e., lowest pre-Law expropriation risk) as control firms (𝑇𝑟𝑒𝑎𝑡𝑒𝑑 equals zero) and firms with 

headquarters in other provinces as treatment firms (𝑇𝑟𝑒𝑎𝑡𝑒𝑑  equals one). We use these five 

provinces as the cutoff because doing so yields a similar number of unique treatment and control 

firms (31,573 and 36,764, respectively). In a robustness test, we exclude firms located in the 

provinces ranked sixth, seventh, and eighth (Fujian, Tianjin, and Shandong, respectively) to create 

a greater wedge in property rights between treatment and control firms and find similar, if not 

stronger, results. Though it is possible that some firms may operate outside of their headquarter 

 
9 Our data starts from 2005 as employment data was not available prior to 2004 in our database. 
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provinces and thus face different levels of expropriation risk, this approach should introduce noise 

to the classification of treatment and control firms and bias against finding significant differences 

between the two groups.  

We tabulate the summary statistics of the treatment and control firms in Panel A of Table 

3. Prior to matching, treatment firms in our sample are significantly larger, more profitable, and 

have fewer liabilities relative to control firms. For example, treatment firms report average 

operating profits equaling 13% of assets, compared to 8% among control firms, a statistically 

significant difference of 5%. To ensure that differences in treatment and control firms’ investment 

after the Law are not driven by differences in firm characteristics, we create a propensity-score-

matched sample.10 Specifically, we match on 𝑆𝑖𝑧𝑒 (measured as the logarithm of total assets), 𝑃𝑟𝑜𝑓𝑖𝑡𝑎𝑏𝑖𝑙𝑖𝑡𝑦, and 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 in the year prior to the Law using a 0.01 caliber.11 Our final sample 

includes 25,216 treatment firms and 25,216 control firms (201,728 total firm-year observations). 

Table 3 Panel B presents the summary statistics of the matched sample firms. Confirming our 

intuition, the difference in property rights is statistically different between the two groups of firms, 

with the treatment group reporting an average firm-level property rights value of 7.11 and the 

control group reporting an average firm-level value of 9.77. Importantly, treatment and control 

firms in the matched sample have similar size, profitability, and leverage, suggesting that the 

propensity matching procedure effectively eliminated differences between the two groups of firms.  

We tabulate the full sample descriptive statistics in Table 3 Panel C, which shows that during 

2005 to 2008, our sample firms have a mean (median) book value of assets of 183 (63) million 

RMB (approximately USD 25 and 9 million at 2006 rates, respectively). The sales growth for the 

 
10 In a sensitivity test, we repeat our main analysis using an unmatched sample and find similar results (untabulated). 
11 We trim all variables at the 0.5% and 99.5% levels to mitigate the problem of outliers, as suggested by Nie et al. 
(2012). 
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average firm-year is 6.8%, and the average operating profit is 9.2% of book assets. Following 

Biddle et al. (2009) and Chen et al. (2011), we measure 𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 using the change in net fixed 

assets plus R&D and depreciation expenses, scaled by average book value of assets. The average 

investment of firms in our sample is 7.3% of total assets. The average firm in our sample has 486 

employees, with the median firm employing 252 people.  

 

4. Empirical Results and Discussion 

First, we test whether treatment firms exhibit greater changes in investment subsequent to 

the Law, as compared to control firms. In Figure 1, we plot the annual levels of investment of the 

treatment and control firms (solid and dashed lines, respectively) surrounding 2007. We observe 

that both treatment and control firms exhibit a similar downward trend in investment prior to the 

Law, which reflects a broad economic trend. However, treatment firms increase investment by a 

larger amount post-Law, whereas control firms continue along the downward trend and reduce 

their investment levels over time. The graphical evidence suggests that the parallel trends 

assumption holds and it is consistent with the notion that treatment firms are less concerned with 

expropriation risk post-Law and thus invest more. Next, we adopt a regression approach using a 

difference-in-differences model to control for other determinants of investment. Specifically, we 

estimate the following model: 

          𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 = 𝛼 + 𝛽 × 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 + 𝛾 × 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝜀 (1) 

where 𝑃𝑜𝑠𝑡  equals one for the post-Law years of 2007 and 2008 and zero otherwise. Our 

coefficient of interest is β, which measures the difference in the change in investment from the 

pre-Law to the post-Law period among treatment and control firms. We control for firm 

characteristics that may affect investing decisions including size ( 𝑆𝑖𝑧𝑒 ), profitability 
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(𝑃𝑟𝑜𝑓𝑖𝑡𝑎𝑏𝑖𝑙𝑖𝑡𝑦), leverage (𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒), and sales growth (∆𝑆𝑎𝑙𝑒𝑠), along with provincial GDP 

growth (∆𝑃𝑟𝑜𝑣𝑖𝑛𝑐𝑖𝑎𝑙𝐺𝐷𝑃 ).12  We also include firm, year, city, and industry fixed-effects to 

account for the influence of time-invariant firm, industry, and local characteristics, along with 

macroeconomic trends that might affect investment. Following Cong et al. (2019), we cluster 

standard errors at the city level to avoid having too few clusters (Cameron et al. 2014). 

We present our main regression results in Table 4. Column (1) shows a positive coefficient 

on 𝛽 (significant at the 5% level), consistent with treatment firms increasing their investment post-

Law. In economic terms, the average treatment firm increases investment by 0.53% of total assets 

(6.68% of their level of pre-Law investment) relative to the control firms, which translates into 

approximately 1 million RMB (roughly USD 135,000) based on the average total assets of 

treatment firms (191 million RMB during 2006).13 We find similar results when we additionally 

include the interaction of control variables with 𝑃𝑜𝑠𝑡 (tabulated in column (2)), which accounts 

for the possibility that the relation between our control factors and investment may have changed 

subsequent to the Law.  

Next, we examine whether the Law affects firms’ investment in human capital, which 

typically accompanies investment in fixed assets. We measure human capital investment using the 

logarithm of changes in employment and find that treatment firms invest more in human capital 

post-Law, compared to control firms (the coefficient of 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 is significant at the 1% 

level). The magnitude of the estimated coefficient (0.03) implies an additional increase of 14 

 
12 In a robustness test, we control for the level of investment prior to the Law and find similar results. 
13 We calculate 6.68% by dividing the coefficient of 𝛽 (0.53%) by the average investment for the treatment firms from 
Table 3 Panel C (7.93%).  
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employees in an average treatment firm per year post-Law, compared to control firms, which is a 

roughly 2.7% increase in employment levels relative to the baseline number of 519 employees.14  

Last, we separate investments into capital expenditure and R&D and examine the effect of 

the Law on these components of investment in columns (4) and (5), respectively. Capital 

expenditures result in tangible assets while R&D expenditures increase intangible assets (even 

though these assets may not be recognized in the balance sheet). As tangible assets are easier than 

to expropriate than intangible ones, we expect the increase in investment after the Law is enacted 

to be driven primarily by capital expenditure. We indeed find evidence consistent with this 

prediction: treatment firms increase capital expenditure more than control firms, but there is no 

difference in their R&D levels. This result further supports the notion that lowering firm’s 

perceived expropriation risk drives their increased investment.  

 

4.1 Cross-Sectional Tests 

To provide further evidence that treatment firms increase investment because they perceive 

that the Law lowers their expropriation risk, we conduct three cross-sectional tests to examine 

whether the effect of the Law is stronger for treatment firms facing acute expropriation risk. In the 

first set of cross-sectional tests, we examine whether treatment firms in cities with larger deficits 

increase investment more than those in other cities. Intuitively, local governments with large 

deficits have incentive to expropriate assets from private firms (Stroebel and Van Benthem, 2013; 

Xu et al. 2016). Thus, treatment firms in these cities should be more concerned about expropriation 

risk and thereby react more strongly to the Law. To calculate government deficit prior to the Law 

(in 2006), we use city-level revenues, total fiscal expenditure, and social spending data from the 

 
14 We calculate the economic magnitude by taking the natural log of 519 as 6.252 and adding our coefficient of 0.027, 
equaling 6.279, which is equivalent to 533 employees. 
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City Statistical Yearbook, which includes 65 major cities in China. We measure deficit using two 

variables, 𝐶𝑖𝑡𝑦𝐸𝑥𝑝𝑒𝑛𝑠𝑒  (total fiscal expenditure scaled by revenues) and 𝑊𝑒𝑙𝑓𝑎𝑟𝑒  (social 

spending scaled by revenues). Higher values of both variables indicate higher deficits. We split 

the sample in two based on firms located in cities above or below the median city-year measures 

(167% for 𝐶𝑖𝑡𝑦𝐸𝑥𝑝𝑒𝑛𝑠𝑒  and 16% of 𝑊𝑒𝑙𝑓𝑎𝑟𝑒 ) and estimate Eq. (1) separately for these 

subsamples.  

The results reported in Table 5 columns (1)–(4) show that the Law’s effect on investment is 

significantly stronger among treatment firms in high-deficit cities (significant at the 10% and 5% 

levels when measuring deficit by 𝐶𝑖𝑡𝑦𝐸𝑥𝑝𝑒𝑛𝑠𝑒  and 𝑊𝑒𝑙𝑓𝑎𝑟𝑒 , respectively). The coefficient 

estimates of 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 are significant only in subsamples of firms in high-deficit cities 

(columns (1) and (3)) and insignificant for firms in more fiscally sound cities (columns (2) and 

(4)). Thus, the results are consistent with our main intuition that the Law affects treatment firms’ 

investment by lowering the perceived expropriation risk.  

In the second set of cross-sectional tests, we explore firm characteristics that may affect 

expropriation risk. Because tangible assets are easier to expropriate than intangible assets, we 

expect firms with more tangible assets to be more exposed to expropriation risk and thus their 

investments to react more strongly to the Law. Empirically, we classify firms into two subgroups 

based on whether their pre-Law levels of tangible assets (defined as property, plant, and equipment 

scaled by total assets) are above or below the sample median. We separately estimate Eq. (1) for 

the two subgroups and tabulate the results in columns (5) and (6) of Table 5. We find that the 

Law’s effect on treatment firms is statistically significant only for firms with higher tangible assets 

(the difference in the coefficient estimates of 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 is significant at the 1% level), re-

affirming the notion that expropriation is the key driver of increases in investment.  
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Last, we investigate how the Law’s effect varies with firms’ access to a high-quality court. 

Prior to the Law, the local government determined whether expropriation occurred and if so, the 

appropriate compensation. The Law stipulates that owners can challenge expropriation in court, 

which creates a check on local government. However, courts in China vary in their institutional 

quality. Those in rural areas generally operate with lower budgets and efficiency than those in 

urban areas (He, 2009). We expect that treatment firms with access to higher-quality courts (i.e., 

those headquartered in urban areas near a provincial capital) will be less concerned about 

expropriation risk, and thus their post-Law investment will increase more than the investment of 

firms in areas with lower-quality courts (i.e., those in rural areas far from a provincial capital). 

Specifically, we classify firms into two groups based on headquarters in or outside a provincial 

capital and estimate Eq. (1) separately for each. The results (tabulated in columns (7) and (8) of 

Table 5) show that treatment firms in provincial capitals increase investment at a far greater rate, 

as evidenced by a coefficient of 0.76 on 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 (significant at the 5% level) relative to 

a coefficient of 0.29 (insignificantly different from zero) for those outside a capital. The difference 

between the two coefficients is statistically significant at the 10% level.  

In the last cross-sectional tests, we examine whether a greater availability of financing can 

serve as an alternative explanation for our results, as stronger property rights increase creditors’ 

willingness to provide collateralized financing. Empirically, we test whether the Law’s effects vary 

with firms’ level of financing, measured using their contemporaneous levels of trade credit and 

long-term debt (proxied by bank borrowing, which is generally long-term). As shown in columns 

(1) to (4) of Table 6, we find no consistent or statistically strong difference in the treatment effect 

between firms with high and low levels of external financing. In a similar vein, the Law could ease 

private firm owners’ access to capital by improving the pledgeability of their personal real property. 
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Owners’ personal capital is an important financing channel for private firms in China (Cull and 

Xu, 2005), and therefore, we explore whether the Law affects investments through this channel. 

Results tabulated in columns (5) and (6) of Table 6 show no difference in the treatment effects 

between firms with high and low levels of personal capital. In untabulated tests, we also find 

similar results using firms’ pre-Law levels of trade credit, bank borrowing, and personal capital. 

Thus, we rule out better access to credit as an alternative explanation of our results. Overall, the 

evidence in our cross-sectional tests supports our conjecture that the Law increases private firms’ 

investment by reducing their perceived risk of expropriation risk by the local government.  

4.2 Robustness Tests 

4.2.1 Contiguous-County Tests 

In our main tests, we use propensity score matching to ensure that treatment and control firms 

have similar economic fundamentals. To further mitigate the concern that regional differences 

other than pre-Law expropriation risk may explain our findings, we conduct a contiguous-county 

test. In the spirit of Huang (2008), Dube et al. (2010), and Heider and Ljungqvist (2015), we limit 

the sample to firms located in contiguous counties in treatment and control provinces, based on 

the logic that these firms are subject to similar economic, geographic, and demographic forces. 

Therefore, differences between these firms are more likely to be driven by provincial government 

factors, such as expropriation risk, rather than by other factors.  

We first identify counties on the borders of the control provinces, for example, areas in postal 

codes 5244 and 5251 in Guangdong (a control province) bordering those in postal codes 5380, 

5376, and 5377 in Guangxi (a treatment province). We include firms in these postal codes in the 

contiguous-county test. We consider only four control provinces, Guangdong, Beijing, Zhejiang, 

and Jiangsu, and exclude Shanghai because it is surrounded by two control provinces (Jiangsu and 
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Zhejiang). To ensure that treatment and control firms in contiguous counties are subject to 

meaningfully different expropriation risk levels, we also exclude firms in three treatment provinces, 

Shandong, Tianjin, and Fujian, because their property rights levels are similar to their neighboring 

control provinces.15  

Our sample for the contiguous-county test includes 2,405 unique firms from our main 

matched sample of 50,428 firms, of which 606 are treatment firms and 1,799 are control firms. We 

first tabulate the summary statistics of treatment and control firms in this sample in Table 7 Panel 

A. We arrive at 9,630 firm-year observations corresponding to 2,419 treatment firm-years and 

7,211 control firm-years.16 We observe that although this sample includes only a subset of the 

propensity-score-matched sample, the treatment and control firms are similar in size and leverage 

to our main sample. We estimate Eq. (1) using this sample and present the results in Panel B of 

Table 7. The estimated coefficient of 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 remains statistically significant at the 10% 

level in this much smaller sample. In terms of economic magnitude, treatment firms experience an 

18% higher increase of their pre-Law investment level (or 1.4% of total assets), compared to 

control firms.17 Overall, the contiguous-county test further alleviates concerns that the differences 

in treatment and control firms’ increased investment are driven by factors other than expropriation 

risk.  

4.2.2 Other Robustness Tests 

We conduct two additional sensitivity analyses to ascertain the robustness of our results. First, 

we assess whether our results are sensitive to our assignment of treatment and control provinces. 

 
15 Specifically, Shandong (ranked 8th in property rights score) is a neighbor province to Jiangsu. Fujian (ranked 6th) is 
next to Zhejian, Jiangxi, and Guangdong. Tianjin (ranked 7th) neighbors Beijing. 
16 Our sample contains 117 firms without all four observations during 2005–2008 because they change location in the 
province during the sample period. These 117 firms have 230 firm-year observations in this test. 
17 We arrive at this estimate using our coefficient of 1.42 in column (2) and dividing it by 7.92%, which is the average 
level of investment for the 2,419 treatment firm-year observations. 
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In Table 8, we use four alternative assignments pairing treatment firms in the top one, two, three, 

and four provinces with control firms in the bottom 10, 15, 20, and 25 provinces, respectively, in 

columns (1) – (8). We find similar results as in our main tests in Table 3. Note that the coefficients 

of our main variable of interest, 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡, are larger in Table 8 compared to Table 3, 

perhaps because these alternative assignments of treatment and control groups create a greater 

wedge in pre-Law property rights between the two subsets of firms.  

We also conduct sensitivity tests and tabulate the results in Table 9. First, we include a 

control variable for lagged investment in column (1). Second, in columns (2) and (5), we conduct 

our tests excluding firms in Fujian, Tianjin, and Shandong, as these provinces are ranked 6th to 8th 

in 𝑃𝑟𝑜𝑝𝑒𝑟𝑡𝑦𝑅𝑖𝑔ℎ𝑡𝑠. Third, we exclude firms below the 5th percentile and above the 95th percentile 

in investment values in columns (3) and (6) to determine whether outliers influence our main 

results. Last, we additionally control for cash flows from operations (columns (4) and (7)). We 

find quantitatively similar results as in our main tests. 

4.3 Placebo Test 

We conduct a placebo test to rule out that treatment firms consistently increase their 

investment levels at a rate greater than control firms. Empirically, we choose 2002 and 2003 as the 

placebo-treatment years and 2000 and 2001 as the placebo-control years because this time period 

does not overlap with our main sample period and due to the lack of data availability pre-1999. 

We conduct propensity score matching based on firm characteristics in 2001. 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 firms are 

defined based on the 2006 property rights score as before. 𝑃𝑜𝑠𝑡 equals one if the year is 2002 or 

2003 and zero otherwise. We re-estimate Eq. (1) using this placebo sample and tabulate the results 

in Table 10. We find no differences between treatment and control firms’ investment in the placebo 

post-Law period, compared to the placebo pre-Law period (the estimated coefficient of 
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𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 is not statistically significant). Thus, the placebo test helps confirm that our main 

results are not driven by differences in time-trends of treatment and control firms that are unrelated 

to the Law. 

4.4 Sensitivity Checks 

Lastly, we conduct additional sensitivity analyses to ensure that our results are robust to 

various sample selection criteria and other empirical designs. We repeat our main analysis using 

an unmatched and unbalanced sample of approximately 330,857 observations and find similar 

results (tabulated in Table 11). We find that our main results on investment and employment 

growth hold as evidenced by the positive and statistically significant coefficients on 𝑇𝑟𝑒𝑎𝑡𝑒𝑑 × 𝑃𝑜𝑠𝑡 in columns (1) through (3).  

In Table 12, we conduct sensitivity tests by 1) excluding the year 2007 from our main 

analysis as it is the transition year for the Property Law (columns (1) and (2)), 2) using an entropy-

balancing sample (McMullin and Schonberger, 2020) (columns (3) and (4)), and 3) including 

matched-pair fixed-effects (columns (5) and (6)). Our main findings are robust in all tests. In sum, 

these analyses suggest that our main results are not sensitive to sample selection or empirical 

design choices. 

 

5. Summary 

Private entities rely on property rights institutions to govern the ownership and usage of 

economic resources and to constrain governments’ arbitrary behavior and expropriation activities. 

In theory, strengthening property rights should lower firms’ perceived expropriation risk and 

increase their willingness to invest. Prior studies rely on cross-sectional evidence to show that 

stronger property rights protections are associated with higher investment (La Porta et al., 1998; 
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Johnson et al., 2002; Acemoglu and Johnson, 2005; Levine, 2005). However, as property rights 

are shaped by pre-determined factors, by deeply intertwined contracting institutions, and by the 

political economy, it remains unclear whether strengthening property rights can sufficiently 

alleviate expropriation risk and stimulate investment. 

We exploit the enactment of China’s 2007 Property Law, which constrains the ability of local 

governments to expropriate the assets of private firms, to investigate how enhancing property 

rights protection affects private firms’ investment. We take advantage of the differences in the 

level of expropriation risk across provinces prior to the Law to sort firms into treatment and control 

groups and conduct a difference-in-differences analysis. We find that treatment firms (i.e., those 

experiencing a larger reduction in perceived expropriation risk) increase their levels of investment 

post-Law, compared to control firms. In cross-sectional tests, we find that the treatment effects are 

stronger for firms in cities where local governments have high fiscal deficits, for firms with a 

higher proportion of tangible assets, and for firms with access to higher-quality courts, all of which 

suggest that lowering expropriation risk is the key mechanism behind the Law’s effect. We also 

conduct a battery of additional tests, including alternative treatment and control assignments and 

contiguous county tests, to rule out alternative explanations and ascertain the robustness of our 

results.  

Our paper contributes to the literature on property rights institutions by providing a more 

definitive answer on the causal relation between expropriation risk and corporate investment. Our 

results have implications for regulators and policy makers because they indicate that strengthening 

property rights institutions can improve firms’ willingness to invest. 
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Figure 1: Trend in Investment Over Time 
 
This figure plots the annual levels of firm investment between 2005 and 2008 for firms with high and 
low expropriation risk levels in 2006 (Treated equals one and zero, respectively). See the Appendix 
for variable definitions and Table 2 for the sample selection procedure. 
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Appendix: Variable Definitions 
 

This appendix defines the variables used in the paper.  
 
Variables Definition 
PropertyRights A provincial-level score of the protection of producers’ legal rights, charges 

levied against firms, and government intervention in 2006 from Fan et al. 
(2011).  

Treated An indicator variable that equals zero for firms located inside Zhejiang, 
Guangdong, Shanghai, Jiangsu, and Beijing, and one otherwise.  

Post  An indicator variable that equals one if the fiscal year is 2007 or 2008 and 
zero if the fiscal year is 2005 or 2006. 

TotalAssets Total assets in RMB (total assets in the Chinese Industrial Enterprises 
Database). 

Investment The sum of the change in net total fixed assets (△NetFixedAssets), 
depreciation, and R&D scaled by total assets at the beginning of the year. We 
multiply Investment by 100 in the regression analysis for ease of 
interpretation of coefficient estimates.  

PersonalCapital Personal equity of owners in the firm scaled by total assets. 
LT.Debt Long-term liabilities scaled by total assets. 

TradeCredit Accounts payable scaled by total assets. 

Employment The number of employees. 

Leverage Total liabilities scaled by total assets. 

NetFixedAssets Total property, plant, and equipment scaled by total assets. 

∆Sales The change in main business revenues minus the change in receivables and 
scaled by average total assets. 

Size The natural logarithm of total assets. 

Profitability Operating profit scaled by total assets. 
  △ProvincialGDP The change in the natural logarithm of provincial nominal GDP from the 

previous year. Source: Chinese Statistical Institute 
CityExpense Total fiscal expenditure divided by total fiscal revenues as of fiscal year 

2006. Source: City Statistics Yearbook 
Welfare Total city-government social welfare spending divided by total fiscal 

revenues as of fiscal year 2006. Source: City Statistics Yearbook 
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Table 1: Province-level Property Rights Measure 
 

This table presents the province names, provincial property rights score, and number of unique firms in each 
province in our main sample. A higher score represents stronger property rights protection and lower 
expropriation risk. 
 

 Provinces Property Rights Score # Unique Firms in the Main Sample 
Control Group (Treated = 0) 

1 Zhejiang 10.37 7,436 
2 Guangdong 9.72 6,867 
3 Shanghai 9.63 2,978 
4 Jiangsu 9.39 7,016 
5 Beijing 8.54 919 
 Average 9.53 25,216 
    

Treatment Group (Treated = 1) 
6 Fujian 8.42 2,653 
7 Tianjin 8.28 1,039 
8 Shandong 8.24 4,869 
9 Liaoning 756 1,688 
10 Chongqing 7.26 747 
11 Anhui 7.15 1,028 
12 Henan 7.11 1,753 
13 Sichuan 6.95 1,593 
14 Hubei 6.85 1,200 
15 Hebei 6.84 1,710 
16 Hunan 6.74 1,014 
17 Jiangxi 6.64 634 
18 Jilin 6.20 476 
19 Neimenggu 5.89 412 
20 Hainan 5.66 90 

21 Heilongjian
g 5.61 521 

22 Yunnan 5.57 625 
23 Shanxi (T) 5.56 842 
24 Guangxi 5.17 693 
25 Ningxia 5.10 149 
26 Guizhou 4.94 329 
27 Xinjiang 4.87 320 
28 Shanxi (X) 4.71 531 
29 Gansu 4.58 251 
30 Qinghai 3.29 49 
31 Xizang 0.27 0 
 Average 6.21 25,216 
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Table 2: Sample Selection Procedure 
 
This table details the sample selection process. 
 

 # of firm-years 

  

All firm-year observations between 2005 and 2008 from the Chinese Industrial 
Enterprises Database  750,511 

Exclude: firm-years that employ fewer than 30 employees or with sales revenue less 
than RMB 20 million 463,428 

Exclude: firm-years with missing values of variables used in the regression 352,027 

Exclude: firm-years with greater than 10% of “national capital,” which 
indicates significant government ownership 330,857 

Exclude: firm-years of firms with missing data from 2005 to 2008 273,348 

Exclude: firm-years not in the matched sample 201,728 
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Table 3: Propensity-Score Matching and Summary Statistics 
 

This table presents summary statistics of the unmatched sample and the propensity-score matched sample 
of treatment and control firms. The propensity-score matched sample are matched on Size, Leverage, and 
Profitability using a 0.01 caliper in 2006. Panels A and B present the summary statistics of the unmatched 
and matched sample in 2006, respectively. Panel C presents the summary statistics of the matched sample’s 
statistics during the sample period of 2005 to 2008. ***, **, and * indicate significance at the 0.01, 0.05, and 
0.10 levels, respectively. See the Appendix for variable definitions.  Table 1 reports the treatment 
assignment. 
 
Panel A: Summary statistics of unmatched sample in 2006 

Treatment  Control  
 Mean N Mean N Difference in Means 

Size 11.12 31,573 11.01 36,764 0.11*** 
Profitability 0.13 31,573 0.08 36,764 0.05*** 
Leverage 0.55 31,573 0.58 36,764 -0.03*** 
PropertyRights 7.13 31,560 9.76 36,764 -2.63*** 

 
Panel B: Summary statistics of propensity-score matched sample in 2006 
 Treatment  Control  
 Mean N Mean N Difference in Means 

Size 11.16 25,216 11.12 25,216 0.04** 
Profitability 0.08 25,216 0.08 25,216 0.00 
Leverage 0.56 25,216 0.56 25,216 0.00 
PropertyRights 7.11 25,216 9.77 25,216 -2.65*** 

 
Panel C: Summary statistics of the propensity-score matched sample between 2005 and 2008 

 N Mean SD P10 P25 P50 P75 P90 
Assets (in thousands) 201,728 183,076 387,229 15,747 29,030 63,376 160,054 406,982 
Size 201,728 11.19 1.27 9.66 10.28 11.06 11.98 12.92 
Profitability 201,728 0.09 0.14 -0.01 0.01 0.05 0.13 0.25 
Leverage 201,728 0.56 0.23 0.24 0.40 0.57 0.73 0.86 △Sales 201,728 0.07 0.79 -0.63 -0.21 0.02 0.29 0.81 
NetFixedAssets 201,728 0.34 0.20 0.10 0.19 0.31 0.47 0.62 
Investment 201,728 0.07 0.13 -0.01 0.01 0.04 0.11 0.23 
PersonalCapital 201,728 0.08 0.15 0.00 0.00 0.00 0.11 0.27 
TradeCredit 201,728 0.15 0.16 0.00 0.03 0.10 0.22 0.38 
LT.Debt 201,728 0.05 0.11 0.00 0.00 0.00 0.04 0.18 
Employment 201,728 485.9 852.22 80 131 252 500 1023 
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Table 4: The Effects of Property Rights Protection on Investment 
 
This table examines effects of property rights protection on corporate investment using the propensity-score 
matched sample. t-statistics reported in parentheses are based on standard errors clustered by city. ***, **, 
and * indicate significance at the 0.01, 0.05, and 0.10 level, respectively. See the Appendix for variable 
definitions.  
 
 (1) (2) (3) (4) (5) 
Dependent Variables Investment △Ln(Employment) CAPEX RND 
Treated×Post 0.53** 0.51** 0.03*** 0.51** -0.00 
 (2.27) (2.14) (3.33) (2.14) (-1.10) 
Size 5.88*** 6.13*** 0.12*** 6.13*** -0.00*** 
 (19.01) (19.19) (16.36) (19.19) (-3.11) 
∆Sales -2.00*** -2.05*** 0.02*** -2.05*** 0.00 
 (-19.48) (-15.31) (7.49) (-15.31) (1.37) 
Leverage -5.12*** -4.68*** 0.06*** -4.68*** -0.00 
 (-7.97) (-7.18) (4.47) (-7.18) (-0.76) 
Profitability 2.01*** 2.79*** 0.21*** 2.79*** 0.00* 
 (3.06) (2.97) (9.07) (2.79) (1.79) 
∆ProvincialGDP 11.43*** 10.26*** -0.05 10.26*** -0.00 
 (3.75) (2.81) (-0.43) (2.81) (-0.11) 
Size×Post  -0.31*** -0.00 -0.31*** -0.00*** 
  (-4.82) (-1.09) (-4.81) (-8.71) 
∆Sales×Post  0.14 -0.00 0.14 -0.00 
  (0.84) (-0.38) (0.84) (-0.54) 
Leverage×Post  -0.92** -0.04*** -0.92** 0.00*** 
  (-2.33) (-4.06) (-2.33) (4.97) 
Profitability×Post  -1.45 -0.12*** -1.45 -0.00 
  (-1.41) (-5.60) (-1.41) (-0.93) 
∆ProvincialGDP×Post  3.06 0.64*** 3.05 0.01** 
  (0.64) (3.94) (0.63) (2.37) 
Firm, Year, Industry, 
City FEs  

 
Yes  

 

Within 𝑅2 0.04 0.04 0.01 0.04 0.00 
Observations 201,728 201,728 201,728 201,728 201,728 
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Table 5: The Effects of Property Rights on Investment: Expropriation Channel 
 

This table examines whether the effect of property rights protection on corporate investment varies with 
the likelihood of expropriation prior to the Law using the propensity-score-matched sample. In columns (1) 
and (2), columns (3) and (4), columns (5) and (6), and columns (7) and (8), the partition variables are 
CityExpense, Welfare, NetFixedAssets, and ProvincialCapital, respectively. In columns (1) to (4), we 
restrict the sample to the 169,241 firm-year observations in cities with city government spending data. All 
regressions consist of firm, province, year, and industry fixed-effects along with control terms and their 
interactions with the post-period. The t-statistics reported in parentheses are based on standard errors 
clustered by city. F-test presents the difference in coefficients of Treated×Post in the respective cross-
sectional tests. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, respectively. See the 
Appendix for variable definitions.  
 

 
 
 
 

  (1) (2) (3) (4) (5) (6) (7) (8) 
Partition Variables CityExpense Welfare NetFixedAssets ProvincialCapital 
  High Low High Low High Low Inside Outside 
Dependent Variable Investment 

Treated×Post 0.99** 0.18 2.35*** -0.07 1.68*** 0.1 0.76** 0.29 
(2.02) (0.56) (2.90) (-0.26) (4.66) (0.50) (2.18) (0.88) 

Controls Yes 
Firm, Year, 
Industry, City FEs Yes 

F-Tests 0.81* 2.42** 1.58*** 0.47* 
Within 𝑅2 0.06 0.04 0.06 0.04 0.10 0.02 0.03 0.05 
Observations 53,701 115,540 38,563 130,678 100,864 100,864 50,272 151,456 
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Table 6: The Effects of Property Rights on Investment: Financing Channel 
 
This table examines whether the effect of property rights protection on corporate investment varies with 
access to financing prior to the Law using the propensity-score-matched sample. In columns (1) and (2), 
columns (3) and (4), and columns (5) and (6), the partition variables are TradeCredit, BankBorrowing, and 
PersonalCapital, respectively. All regressions consist of firm, province, year, and industry fixed-effects 
along with control terms and their interactions with the post-period. The t-statistics reported in parentheses 
are based on standard errors clustered by city. F-test presents the difference in coefficients of Treated×Post 
in the respective cross-sectional tests. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, 
respectively. See the Appendix for variable definitions.  
 

  (1) (2) (3) (4) (5) (6) 
Partition Variables TradeCredit BankBorrowing  PersonalCapital 

  High Low >0 <0 High Low 
Dependent Variable Investment 

Treated×Post 0.51** 0.54* 0.93*** 0.23 0.48 0.49** 
(2.26) (1.67) (3.31) (0.86) (1.47) (1.80) 

Controls Yes 
Firm, Year, Industry FEs Yes 
F-Tests -0.03 0.70* -0.01 
Within 𝑅2 0.03 0.05 0.04 0.04 0.05 0.04 
Observations 100,864 100,864 73,644 128,084 90,221 111,507 
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Table 7: The Effects of Property Rights on Investment: A Contiguous-County Test 

This table examines effects of property rights protection on corporate investment using a sub-sample of 
firms located in contiguous-counties from the propensity-score-matched sample. Panel A presents the 
univariate differences between the treatment and control firms of this sub-sample in 2006. Panel    B presents 
the results from the regression using this sample. The t-statistics reported in parentheses are based on 
standard errors clustered by city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, 
respectively. See the Appendix for variable definitions.  
Panel A: Sample summary statistics 

Treatment    Control  
 Mean N Mean N Difference in Means 
Log(Assets) 11.16 606 11.14 1,799 0.02 
Leverage 0.57 606 0.56 1,799 0.01 
Profitability 0.06 606 0.09 1,799 -0.03*** 
Investment 6.61 606 7.34 1,799 -0.73 △Employment 0.05 606 0.05 1,799 0.00 
PropertyRights 6.72 606 9.38 1,799 -2.66*** 

 
Panel B: Regression analysis 

  (1) (2) (3) 
Dependent Variables Investment △Ln(Employment) 

Treated×Post 1.50* 1.42* 0.03* 
(1.70) (1.66) (1.88) 

Size 5.23*** 5.53*** 0.10*** 
(4.96) (5.36) (4.30) △Sales -1.94*** -2.04*** 0.03** 
(-6.11) (-4.99) (2.05) 

Leverage -5.90** -5.66* -0.02 
(-2.19) (-1.98) (-0.41) 

Profitability -0.66 1.33 0.35*** 
(-0.25) (0.39) (3.98) △ProvincialGDP 4.16 2.75 -0.38 
(0.35) (0.18) (-1.08) 

Size×Post 
 -0.34 -0.00 
 (-1.23) (-0.16) 

∆Sales×Post 
 0.23 -0.02 
 (0.42) (-1.30) 

Leverage×Post 
 -0.72 -0.05 
 (-0.43) (-1.42) 

Profitability×Post 
 -2.91 -0.21** 
 (-0.94) (-2.54) △ProvincialGDP×Post 
 4.85 0.84 
 (0.26) (1.49) 

Firm, Year, Industry FEs Yes 
Within 𝑅  0.04 0.04 0.01 
Observations 9,630 9,630 9,630 
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Table 8: The Effects of Property Rights on Investment: Alternate Treatment and Control Groups 
 

This table examines effects of property rights protection on corporate investment using alternative 
definitions of treatment and control groups. In columns (1) and (2), columns (3) and (4), columns (5) and 
(6), and columns (7) and (8), the treatment firms are those in the bottom 10, 15, 20, and 25 provinces 
respectively, and the control group comprises firms in the top 1, 2, 3 and 4 provinces, respectively, all in 
terms of PropertyRights scores. The t-statistics reported in parentheses are based on standard errors 
clustered by city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, respectively. See the 
Appendix for variable definitions.  

 
  (1) (2) (3) (4) (5) (6) (7) (8) 

Treatment and 
Control Assignments 

Top1 
Bottom

10 

Top2 
Bottom

15 

Top3 
Bottom2

0  

Top4 
Bottom2

5 

Top1 
Bottom 

10  

Top2 
Bottom

15  

Top3 
Bottom 

20  

Top4 
Bottom 

25  
Dependent Variables Investment ∆Ln(Employment) 

Treated×Post 
0.80** 1.11*** 0.80*** 0.51** 0.06*** 0.06*** 0.04*** 0.03*** 
(2.52) (2.87) (2.71) (2.10) (4.37) (5.93) (4.91) (3.17) 

Controls Yes 
Firm, Year, Industry, 
City FEs Yes 

Within 𝑅  0.03 0.03 0.04 0.04 0.02 0.02 0.01 0.01 
Observations 46,984 84,956 126,005 198,052 46,984 84,956 126,005 198,052 
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Table 9: The Effects of Property Rights on Investment: Other Robustness Tests 
 
This table provides various robustness tests for effects of property rights on investment. Column (1) 
includes a control for lagged investment (Investmentt-1). Columns (2) and (5) exclude Fujian, Tianjin, 
and Shandong provinces. Columns (3) and (6) exclude firms below the 5th percentile and above the 
95th percentile in investment values. Columns (4) and (7) include an additional control for operating 
cash flows (CFO). The t-statistics reported in parentheses are based on standard errors clustered by 
city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, respectively. See the Appendix 
for variable definitions.  
 

 (1) (2) (3) (4) (5) (6) (7) 
Dependent Variables Investment ∆Ln(Employment) 

Treated×Post 0.48* 0.90*** 0.63*** 0.55** 0.04*** 0.03*** 0.03** 

(1.82) (2.96) (3.28) (1.97) (3.36) (2.66) (2.45) 
Controls Yes 
Firm, Year, Industry, 
City FEs Yes 

Within 𝑅2 0.13 0.04 0.01 0.06 0.01 0.01 0.01 
Observations 186,357 167,485 183,834 201,646 167,485 183,834 201,646 
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Table 10: The Effects of Property Rights on Investment: A Placebo Test 
 
This table provides placebo tests for effects of property rights on investment for a matched sample of private 
Chinese firms in the Chinese Industrial Enterprises Database. We set 2002 to 2003 as the post-placebo years 
and 2000 to 2001 as the pre-placebo years. Firms are matched using the year 2001, similar to the procedure 
used when matching firms based on their 2006 values. Additionally, we set the treatment and control 
provinces using their PropertyRights score in 2006 for this test. The t-statistics reported in parentheses are 
based on standard errors clustered by city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, 
respectively. See the Appendix for variable definitions.  

 

 (1) (2) 
Dependent Variables Investment 
Treated×Post 0.00 0.00 

(0.33) (0.20) 

Size 
0.07*** 0.07*** 
(21.32) (21.37) 

∆Sales 
0.03*** 0.03*** 
(13.49) (13.42) 

Leverage -0.04*** -0.04*** 
(-8.62) (-8.69) 

Profitability -0.00 -0.01 
(-0.44) (-0.48) 

Size×Post -0.00*** -0.00*** 
(-4.43) (-4.28) 

∆Sales×Post -0.02*** -0.02*** 
(-6.44) (-6.40) 

Leverage×Post 0.00 0.00 
(1.09) (1.07) 

Profitability×Post -0.02** -0.02** 
(-2.10) (-2.06) 

Firm, Year, Industry, City FEs Yes Yes 
Within 𝑅2 0.03 0.03 
Observations 114,148 114,148 
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Table 11: The effects of property rights on investment: Unbalanced sample 

This table examines effects of property rights on investment, asset growth, and employment growth for 
private Chinese firms in the CIED database. The sample used in this analysis comprises an unmatched and 
unbalanced sample of 330,857 firm-year observations in contrast to the matched and balanced sample of 
201,728 firm-year observations. t-statistics reported in parentheses are based on standard errors clustered 
by city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, respectively. See the Appendix 
for variable definitions. 
 
 (1) (2) (3) 
Dependent Variables Investment △Ln(Employment) 

Treated×Post 0.53*** 0.51*** 0.01*** 
 (2.62) (2.61) (1.84) 
Size 10.94*** 7.57*** 0.06*** 
 (19.85) (16.29) (13.84) 
∆Sales 1.21*** 2.71*** 0.05*** 
 (10.95) (16.83) (17.90) 
Leverage -7.94*** -7.79*** 0.02*** 
 (-9.38) (-9.83) (2.33) 
Op.Profit -3.29*** -4.70*** 0.06*** 
 (-4.72) (-4.96) (3.83) 
∆ProvincialGDP 12.73*** 7.23*** 0.06 
 (3.28) (1.94) (0.70) 
Size×Post  -0.46*** 0.00 
  (-6.06) (0.88) 
∆Sales×Post  -3.10*** -0.01*** 
  (-18.15) (-5.26) 
Leverage×Post  -0.21 -0.02*** 
  (-0.45) (-2.57) 
Op.Profit×Post  4.69*** -0.00 
  (4.70) (-0.11) 
∆ProvincialGDP×Post  8.03 0.51*** 
  (1.58) (4.12) 
Firm, Year, Industry, City FEs Yes 
Adjusted 𝑅2 0.11 0.12 0.03 
Within 𝑅2 0.05 0.07 0.02 
Observations 330,857 330,857 330,857 
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Table 12: The effects of property rights on investment: sensitivity tests 
 

This table examines effects of property rights protection on corporate investment using different sensitivity 
tests. In columns (1) and (2), we exclude observations from the year 2007 as it is the transition year for the 
Law. In columns (3) and (4), we use entropy balancing following McMullin and Schonberger (2020). In 
columns (5) and (6), we include matched-pair fixed-effects. The t-statistics reported in parentheses are 
based on standard errors clustered by city. ***, **, and * indicate significance at the 0.01, 0.05, and 0.10 level, 
respectively. See the Appendix for variable definitions. 
 

 Excluding 2007 Entropy balancing Matched-pair FEs 
  (1) (2) (3) (4) (5) (6) 

Dependent 
Variables Investment ∆Ln(Empl

oyment) Investment ∆Ln(Empl
oyment) Investment ∆Ln(Empl

oyment) 

Treated×Post 0.99** 0.04*** 0.86*** 0.03*** 0.51** 0.03*** 
(2.11) (2.75) (3.09) (3.54) (2.14) (3.33) 

Log(Assets) 5.31*** 0.12*** 6.90*** 0.13*** 6.10*** 0.14*** 
(14.68) (13.49) (17.93) (15.91) (15.74) (14.61) △Sales -2.08*** 0.02*** -2.26*** 0.02*** -2.06*** 0.02*** 
(-13.84) (7.26) (14.80) 7.50 (-15.28) (7.56) 

Liabilities -4.31*** 0.06*** -5.12*** 0.06*** -4.68*** 0.06*** 
(-5.52) (3.35) (-6.28) (4.29) (-7.17) (4.35) 

Op.Profit 2.23* 0.20*** 2.44*** 0.22*** 2.90** 0.13*** 
(1.96) (6.60) (2.31) (9.06) (2.12) (3.63) △ProvincialGDP 7.51* -0.08 10.75*** -0.07 10.25*** -0.04 
(1.66) (-0.62) (2.69) (-0.60) (2.81) (-0.41) 

Log(Assets)×Post -0.50*** -0.00 -0.33*** -0.00 -0.31*** -0.00 
(-5.32) (-0.50) (-4.44) (-1.62) (-4.86) (-0.64) △Sales×Post 
-0.30 -0.00 0.13 -0.00 0.14 -0.00 

(-1.24) （-0.80） (0.65) (-0.63) (0.84) (-0.28) 

Liabilities×Post -0.80 -0.06*** -1.09** -0.04*** -0.92** -0.04*** 
(-1.45) (-3.94) (-2.34) (-3.99) (-2.33) (-4.07) 

Op.Profit×Post 0.27 -0.09*** -1.40 -0.12*** -1.46 -0.12*** 
(0.21) (-3.16) (-1.28) (-5.62) (-1.41) (-5.49) △ProvincialGDP×

Post 
0.97 0.59*** 3.16 0.68*** 3.07 0.64*** 

(0.15) (2.68) (0.57) (3.94) (0.64) (3.90) 
Firm, Year, 
Industry, City FEs Yes 

Within 𝑅  0.04 0.01 0.05 0.01 0.04 0.01 
Observations 151,296 151,296 201,728 201,728 201,728 201,728 
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