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Figure 1 Changes of Number of PC Firms and Index of PC under Corporate Governance Transition
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A TOP, TOPy, 150 76 PC A 2 E B EH I
(N = 400) (N =400) (N =370)
A5t (N =1170) (A) (B) (C) (A-B) (A-C) (B-C)

BE PO ME POE WE PO ME PEE TRERZER TRRE ZEK TRR ZK8%
PC 0.33 000 0.8 070 019 000 000 000 0.00°0.00°"" 0.00°"70.00" 0.007""0.00"""
LSO 0.33 029 033 020 032 029 034 030 0.24 0.01°" 0.60 0.04*" 0.07° 0.02°
Time 3.09 3.00 2.9 200 295 2.00 340 300 0.09° 0.09° 0.01°" 0.02" 0.02" 0.02"
Naop 8.32 B8.00 842 800 860 800 7.91 7.00 0.52 0.36 0.06° 0.82 0.00°"*0.02*
ROE 0.06 0.06 0.05 005 007 007 005 006 021 0.01° 0.09° 0.00"° 0.02" 0.12
Tobin's @ 1.23 0.90 125 0.99 127 098 L16 0.91 0.70 0.9 0.17 0.00" 0.07* 0.00""
AT 0.52 0.52 052 052 053 052 054 0.5 0.00°70.01°" 0.00°°70.01"* 0.57 0.00*""
Leverage, 0.49 0.51 0.55 0.56 0.51 0.52 0.42 0.44 0.00°""0.00°"* 0.00"°"0.00*"" 0.00°"* 0.00 """
Leverage, 1.45 1.12  1.98 1.37 137 121 0.97 0.81 0.00°""0.00"" 0.00™*0.00** 0.00***0.00"*"
PB 3.43 2.4 376 263 350 2.45 299 221 0.24 0.75 0.00°°°0.01*" 0.007**0.00"""
InMC 21.27 21.11 2130 21.20 21.23 21.04 21.21 21.08 0.06" 0.18 0.03"" 0.16 0.66 0.76
LTL 0.08 0.06 008 0.06 009 006 007 005 0.18 0.41 009" 0.007° 0.06" 0.06"
LTV 0.07 0.05 006 0.03 008 005 008 005 0.00°0.00°" 0.00°°70.00°"" 0.57 0.00*""
Return 0.07 005 009 006 005 005 007 006 024 09 004 0.05% 069 079
CAR, 0.17 0.13 027 0.21 0.06 006 0.18 0.14 0.02°" 0.09" 0.21 0.37 0.19 0.58
CAR; 0.177 0.15 0.28 0.22 0.08 0.13 0.15 0.12 0.03°° 0.04"" 0.11 0.20 0.43 0.46
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Table 5 Regression Results of Effects of PC on Financial Performance
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Table 6 Regression Results of Effects of PC on Stock Performance
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Table 8 Robustness Test of Grouping by Total Asset
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Governance Transition of Chinese Private Firms,
Political Connections and Firm Performance

LI Wei-an,QIU Ai-chao
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Abstract: We constructed the Political Connections Index with four dimensions, including Real Controller, Boards, CEO and
Chairman of supervisory board from the perspective of system and governance structure theory. Using data of 234 Chinese private
firms from the year 2003 to 2007, we examined political connections effect on firm performance based on the transition back-
ground. According to the results,we find that, firstly the political connections index decrease year by year, which confirms the
view of governance transition, secondly there is a positive relationship between political connections index and the size of firms as
well as the proportion of shareholder by the first largest shareholder, thirdly political connections index is positively correlated
with debt ratio and long-term debt ratio. Moreover, while political connections index is negatively correlated with firms’ financial
performance , stock market performance and asset turnover. The higher the political connections index, the higher the long invest-
ment ratio of the assets. To sum up, the political connections enable private firms to enjoy benefits of preferential financings well
as the risk of performance decrease. Considering the dual impacts of political connection on the performance of private firms, we
suggest that firms should maintain the political connection at a legitimate level and carry forward the governance transition.
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