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A further point worth stressing hinges on the potentially dangerous link between large 
shareholding by the local government and SOEs, whereby CCBs might be captured by 
political influence. The survey offers some evidence on this.  First from individual bank data, 
there is a strong positive correlation between the weight of the local government together 
with SOEs as shareholders and the share of CCB loans going to the local government plus 
SOEs (Figure 10A). 

This is consistent with the hypothesis that CCBs may be captured the local 
government plus SOEs: When these are large shareholders, it may be very difficult for the 
banks to deny them credit. Second from individual bank data there is also a positive 
correlation, , between the share of loans to the local government plus SOEs and NPL 
ratios(see Figure 10B) although the correlation is very much weaker than in the first relation.  

 
Figure 10B. Loans to local governments and SOEs and NPL ratios 
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Source: Our computations on data for 2003 derived from the field survey. 

 
To take this analysis a little further, we run some econometric specifications on this 

issue.  Given the limited number of observations, this analysis can only be exploratory.  The 
results are reported in Table 3.  Clearly, bank size is an important determinant of 
performance if we consider ROA (Panel 3A) and ROE (Panel 3B), possibly stemming from 
the presence of economies of scale. Neither the province of operation nor the presence of 
private shareholders significantly affect performance (all panels). The weight of the local 
government together with SOEs as shareholders impacts neither ROA (Panel 3A) nor ROE 
(Panel 3B) directly. However, we can identify two channels through which government 
ownership negatively affects performance indirectly. First, the NPL ratio proves a significant 
determinant of both ROA (Panel 3A) and ROE (Panel 3B). In turn, as the weight of the local 
government together with SOEs as shareholders of the CCB increases, the NPL ratio 
increases significantly also (Panel 3C). This happens even though the share of loans going 
to the local government and SOEs –which is positively related to the weight of the local 
government plus SOEs as shareholders– does not significantly affect the NPL ratio (Panel 
3C). The second channel through which government ownership worsens performance is via 
the allocation of loans at the banks. We detect that, as expected, a larger share of loans 
going to manufacturing improves CCB performance, at least in terms of ROE (Panel 3B). In 
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