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Table 2 Results for Descriptive Statistics

it #E 25 gz SRR 75 rfi PriERE H/ME N1
Irisl 0. 121 0.095 0.114 0. 138 0.038 0. 059 0.276
Iris2 0. 122 0. 096 0.115 0. 141 0.039 0. 059 0.276
Gerl 0. 549 0 1 1 0. 498 0 1
Ger2 0. 611 0 1 1 0. 488 0 1
Vef 0. 061 0. 031 0. 049 0.077 0.043 0. 009 0. 251
Cfo 0. 041 0 0. 041 0. 085 0.078 -0.210 0.255
Siz 21. 657 20. 942 21.595 22,282 1. 028 19. 226 24. 632
Lev 0. 425 0.267 0. 420 0.572 0. 200 0. 048 0. 876
Roe 0. 067 0. 026 0. 067 0.117 0. 108 - 0.498 0. 356
Bm 0. 703 0. 301 0.514 0. 872 0. 624 0.072 3.514
Div 0. 677 0 1 1 0. 468 0 1
Age 8. 817 4 7 13 5.374 3 22
Ins 0.349 0.154 0.329 0.521 0.227 0.001 0. 856
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Table 3 Results for Univariate Analysis

EHEXRRA MOXRM e dhleEs
B hhog B e THRE X RE

Irisl 0.127 0.119

0.116 0.110 0.011°* 79.120"""

Iris2 0.128 0.121 0.117 0.112  0.011°"" 53.740"""

Vef 0.065 0.052 0.058 0.047 0.007°"" 23.202°""

Cfo 0.037 0.036 0.044 0.044 -0.007°"" 12.693""

Siz 21,429 21.380 21.844 21.744 -0.4157"" 103.116"""

Lev 0.418 0.408 0.430 0.429 -0.012"" 5.980"

Roe 0.058 0.061 0.074 0.071 -0.016""" 16.985"""

Bm 0.619 0.454 0.774 0.564 -0.1557"" 60.970"""

Age 9.522 8 8.238 6 1.284°°"  42.143°"

Ins 0.328 0.303 0.366 0.357 -0.038°"" 26.861"""

E A EIRKRTFERFE, CAESRRFLERE, TR,



B4 WRIEHESE B S RS AL A XU 53
R4 BXRY
Table 4 Correlation Coefficients
AR Iris] Iris2 Gerl Ger2 Vef Cfo Siz Lev Roe Bm Div Age
Iris2  0.989 " |
Gerl -0.137"" -0.138"" 1
Ger2 -0.134™" -0.134"" 07117 1
Vef 0.110°"  0.119""" -0.077""" -0.075™"" 1
Cfo -0.041°"" -0.041""" 0,043 0.062°""-0.086""" 1
Siz -0.151"° -0.165"" 0.201°* 0.184°"* -0.067°"" - 0.017 1
Lev  -0.023° 0. 002 0.030°*  0.059°** 0.136*°"-0.172*"" 0.418**" 1
Roe -0.018 -0.022 0.073°""  0.040°"" - 0.007 0.257°"" 02277 -0.0747"" 1
Bm -0.3057"" -0.276""" 0.123""" 0.109""" 0.068°°"-0.140""" 0.528°"" 0.545"""-0.049""" 1
Diy  -0.137""" -0.168""" 0.115""" 0.076""" -0.185""" 0.203*"" 0.245°""-0.189""" 0.374""" 0.001 1
Age -0.0397"" -0.022 -0.119"""-0.064*"" 0.232°°"-0.084*"" 0.121""" 0.308""" -0.039""" 0.183"""-0.273""" |
Ins  -0.09"" -0.109""" 0.082°"" 0.123"" 0.007 0.103"*° 0.293*° 0.100"** 0.237°"" 0.065"°" 0.165""" 0.089 """
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Table 9 Regression Results for Government - enterprise
Relationship and Firm Idiosyncratic Risk
( Based on Reverse Causality)
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( Based on Fama-French Three-factor Model )
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Table 11 Regression Results for Government -enterprise
Relationship and Firm Idiosyncratic Risk
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Table 12 Test Results of Mediating Effect Based on Financial Constraints
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Government-enterprise Relationship and Firm Idiosyncratic Risk

CHEN Zuohua' , LIU Zixu®
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2 School of Accounting, Dongbei University of Finance and Economics, Dalian 116025, China

Abstract : Private firms, as an important driving force for China’s economic and social development, play an important role in
employment , taxation and boosting economic development. However, in comparison to state-owned firms, private firms fail to se-
cure competitive advantages for the access of key resources and management of business environment. By participating in political
life, private entrepreneurs essentially establish a government-enterprise relationship that becomes an alternative frame work for
political economics given that the current institution is imperfect. This is crucial for private firms in obtaining a long-term devel-
opment that is sustainable. Potentially, there are two distinctive effects that government-enterprise relationship may have on the
firm’s management of idiosyncratic risk. That is, government-enterprise relationship can either tame or exacerbate the detrimental
impact of idiosyncratic risk for the private firms. Currently, systemic analysis and empirical test are absent in literature to provide
theoretical explanation for the correlation between government-enterprise relationship and firm idiosyncratic risk.

By employing the Capital Asset Pricing theory, this paper samples numerous private companies that are listed on the capital
market of Shanghai and Shenzhen from 2008 to 2016. This paper also collects the data that illustrate political participation by the
private entrepreneurs. By applying CAPM model, Fama-French three-factor model and Fama-French five-factor model to the
measurements of firm idiosyncratic risk, this paper studies the effect that government-enterprise relationship has on idiosyncratie
risk. Further, by employing mediating effects analysis method, this paper tests the mechanism which government-firm relation-
ship affects firm idiosyneratic risk.

This paper finds that government-enterprise relationship exhibits a negative correlation for firm idiosyncratic risk. The result
indicates that government-enterprise relationship facilitates an improved firm response to idiosyncratic risk. This paper employs
Heckman correction and propensity score matching technique for the elimination of endogeny that confirms the validity of our con-
clusion. Furthermore, this paper finds that government-enterprise relationship eases financial constraints which reduces firm idio-
syncratic risk. Compared to a weak government-enterprise relationship, strong government-enterprise relationship can affect firm
idiosyncratic risk to a greater extent.

By identifying the underlying mechanism of government-firm relationship, this paper provides a new angle to the understand-
ing of political economics that recognizes the insight of firm idiosyneratic risk. This study enhances our understanding of the fac-
tors that influence the idiosyncratic risk. The financial constraint is an important source and influencing factor of firm idiosynerat-
ic risk. Our findings offer an important reference for private firms to effectively cope with and resolve corporate risk, and have en-
lightenment significance.

Keywords : government-enterprise relationship ; idiosyneratic risk ; private firm; financial constraints ; mediating effect
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