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Political Connection and Earning Quality: An Empirical
Study Based on Chinese Listed Firms

Abstract : This paper uses the data of Chinese listed firms during the year 2006 to 2011 as sample. We
define political connection based on the political background of the general manager in the frame of the
Resource-Based Theory, and classify political connection by the administrative level and the connecting mode in
order to study the different kinds of connections’ effect on the earning quality. We also discuss whether the former
earning quality has an effect on the possibility of building a political connection. We find that the earning quality
of connected firms is obviously worse than that of non-connected firms, and local connection and officer
connection have negative effect on earning quality. Besides, the firms with worse former earning quality are more
likely to build local connection or representative connection to avoid the punishment. It might be one reason to

explain why politically connected firms have worse earning quality.
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KT BUA R 7 2 B TN 7T S—, BUA KRBT DU LA R R 4 E
2 H i (Krueger,1974) o HA AN 58 38 2R 1) 52 10— Mo ARHIL, AT DA e vk sl )



FEHIEE F Ak #4547 (Agrawal F1 Knoeber, 2001), 37 %5 Y543 fic. o 43 15 3 5 22 4 {1 (Faccio,
2006) . FA BUARER M)A FLESFAF MR TR A B AR, W5 & i Dk FR2 (Claessens 4%,
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AT SCa T 1, R BUA KRB AR — R A G BZENBRTE, 22X RN K
R 22 B AR TR R 1) 8 ) O S R L IBUIR SR B (Chaney 2, 2011) . SCBEA F (i 1] LA AR S /5
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THEPHEL RN L, MYONZA A T 5 558k PC_Rep2 5 PC_Gov2, — &+
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T2 FIE T SREUA RN O R — IR0 17 2 Mg e e fb . £7 6 UBRIBUR B 2R KRS
RERZR SRR, BURH BRI 2 TAURZR 018, (HARHH0E [ 5 LUAAE M 1 F, 10
AR G IR A mI B IEAE AW I o SR PR — 7 T R OO 2 <t s @in ™ 4% e
B AR B A R BB AT O B T 0] T, AR RESRBGA RIBCRT PAHR ik 5K
B L BN BRMAKATRE A w3 ZHUS, RAEwshi sz ZHEs T BUF & 5
I FE

R 2 BUBRBHEAS G THR

Panel A A=A EUIE KB4 A

177 BORF R Hy 752 e T N
EORBCEREE BRI BRISHEE RRJOK B ﬁj
t X & x4 0x & K & x4
% owom % w o om w % w0
2 4 6 0 2 3 1 1 6 88 7
006 5 3% ? 3% 6 1% 1 5% 24 2% 08
2 4 5 0 2 3 1 1 6 89 7
007 0 5% . 1% 5 4% 1 5% 53 5% 30
2 4 5 0 2 3 1 1 6 88 7
008 1 6% ‘ 5% 4 3% 3 .8% 54 9% 36
2 3 5 0 4 5 1 1 6 87 7
009 7 .0% ° 1% 2 1% 1 5% 44 2% 39
2 3 5 0 3 4 1 1 6 88 7
010 8 .0% ° 1% 1 1% 4 .8% 69 4% 57
2 3 4 0 3 4 1 2 6 88 7
011 6 .8% 4 5% 3 4% 5 .0% 68 4% 56
= 2 5 2 0 1 4 7 1 3 88 4
it 37 3% 1 5% 81 1% 5 1% 913 4% 426
Panel B [EH i FEA IR L A7
77 BURF R H 77 2% gt FEHh % N
EORBCEEE BRSMEE O BRISHE BRSO B %{j
f ¥ &5 % & X & % & x5 &
% ow o om w % wom  w % w7
2 3 6 0 1 2 1 4 89 4
006 2 .6% . 2% 4 .9% ° 2% 34 1% 87
2 2 5 0 1 2 1 4 90 4
0 8

007 8 .6% .0% 3 .6% .6% 48 2% 97




2 3 5 0 1 2 1 4 89 5
008 0 .9% ? 4% 1 2% ° .8% 57 .8% 09
2 2 5 0 2 4 1 4 88 4
009 6 2% ? 4% 3 .6% ! 4% 41 4% 99
2 2 4 0 1 2 1 1 4 90 5
010 4 .6% ? 4% 4 1% 0 .9% 71 4% 21
2 2 4 0 1 2 1 1 4 90 5
011 2 3% ? 4% 4 1% 0 .9% 66 1% 14
& 1 5 0 8 2 5 1 2 89 3
it 62 3% ° 3% 9 .9% 0 .6% 717 .8% 027
Panel C AEEH MV EIG B AT
V0 R Hi 752 e ft FE N
BB BHREEE O BRISUE  BRIOK It ﬁ;%
t ¥ &5 0% & X & x4 x5 &
% ow o om w % w  om  w % w7
2 1 5 0 1 5 2 1 86 2
006 3 .9% . 5% 2 A% > 3% 90 .0% 21
2 1 5 0 1 5 1 2 88 2
007 2 2% ' 4% 2 2% : 3% 05 .0% 33
2 1 4 0 1 5 1 1 86 2
2 4
008 1 .8% 9% 3 1% .8% 97 .8% 27
2 1 4 1 1 7 1 2 84 2
3 4
009 1 .6% 3% 9 .9% 1% 03 .6% 40
2 1 5 1 1 7 1 1 83 2
3 4
010 4 .9% .3% 7 2% 1% 98 .9% 36
2 1 5 0 1 7 2 2 83 2
2 5
011 4 .8% .8% 9 .9% 1% 02 5% 42
& 7 5 1 0 9 6 2 1 1 85 1
it 5 4% 2 9% 2 .6% 5 .8% 196 4% 399

Panel B 5 Panel C 43l JE7~ T HEAS G 0k 5 E A b BUA < BRI 0 A7 5 7] LA
FH, FEAFRCLERMWAE, HHENE S 68%. 2006-2011 4E[a], [E4 kA
KRERA B L BIREARRFEAAE, mAREA ik, BABUARBNA 7 EbT Ergass. 1
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0.207 0.315** 0.315**
PC
(1.312) (2.040) (2.042)
-1.553 -1.633
Share
(-0.394) (-0.414)
2.329 2.237
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(0.323) (0.310)
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Pay
(-2.646) (-3.198)
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Nature
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Size
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Leverage
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ROA
(5.777) (5.663)
-0.075 0.019
BM
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0.063 0.069
Growth
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0.085 0.097
Cycle
(0.952) (1.083)
0.428 6.745%** 6.881***
Constant
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6.87 6.94 6.89 6.84 6.91 6.84
—_ —_ sk sk sk —_
Constant
(13. (13 (13. (13. (13. (13.
784) 89) 80) 72) 86) 72)
A i i i E E Ec E i
il il il il il gl il il
NG 2 442 442 44 442 442 442 442 442
e 6 6 26 6 6 6 6 6
Adj.Rsqu 0.06 0.05 0.0 0.06 0.06 0.05 0.0 0.06
are 3 9 01 0 0 9 01 0
F value 18.6 18.4 1.1 17.5 18.7 18.3 1.6 17.6
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0.539* 0.561* 0.533*
PC_Govl * *x *
(2.594) (2.588) (2.523)
-0.167 -0.154 -0.131
PC_Gov2 (-0.233 (-0.208 (-0.183
) ) )
-0.024
0.011 -0.136
PC_Repl (-0.094
(0.044) (0.529)
)
-0.174
0.342 0.326
PC_Rep2 (-0.450
(0.925) (0.865)
)
-1.117 -1.372 -1.377 -1.361 -1.095
Share (-0.284 (-0.348 (-0.348 (-0.346 (-0.277
) ) ) ) )
1.813
1.527 1.802 1.811 1.515
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(-3.176 (-3.151 (-3.146 (-3.180 (-3.205

) ) ) ) )
0.269* 0.268* 0.270* 0.271* 0.269*
Nature * * * * *
(2.482) (2.473) (2.480) (2.501) (2.470)
-0.533* -0.536 -0.536 -0.540 -0.536
*k *k*k *kk *kk *k*k
Size
(-12.10 (-12.17 (-12.17 (-12.20 (-12.12
2) 0) 0) 8) 6)
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Leverage *k ** *%k *%k **
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0.556* 0.556* 0.556* 0.556* 0.556*
ROA *%k ** *k *k **
(5.658) (5.652) (5.653) (5.652) (5.655)
0.012 0.026 0.026 0.034 0.020
BM
(0.064) (0.138) (0.139) (0.184) (0.107)
0.068 0.070 0.071 0.067 0.064
Growth
(0.521) (0.538) (0.542) (0.517) (0.494)
0.101 0.091 0.092 0.092 0.100
Cycle
(1.122) (1.011) (1.020) (1.024) (1.116)
6.840* 6.908* 6.907* 6.937* 6.870*
** ** *k ** **k
Constant
(13.718 (13.86 (13.86 (13.89 (13.74
) 4) 2) 4) 4)
AR kil bl kil kil il il
LI AE £ 4426 4426 4426 4426 4426 4426
Adj.Rsquare 0.060 0.059 0.059 0.059 0.001 0.060
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PC, PC, PC_1, PC_2, PC_Gov, PC_Rep,

0.057* 0.102* 0.088** 0.037 0.083** 0.005
(3.681 * (4.842) (0.775) (4.048) (0.003)
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-119.4
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-
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0.117*
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-136.93*

**
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*
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0.028
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-0.488*
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(4.836)

0.049
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-0.071
(0.346)

-2.716**
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(4.020)
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(1.685)

0.106
(0.821)
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(5.421)

0.732**

*
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*
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-0.547
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*

(9.454)
0.128
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0.016
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-10.701*

1621%*
(5.891)

-5423%
(3.573)

-0.007
(0.008)
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(1.325)

-0.061
(0.725)

-0.452
(2.275)
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(5.092)
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(6.008)

0.022
(0.013)

-0.343**
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35.633*
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(17.621)

-151.68*
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0.067
(0.720)
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*

(25.700)

0.302**

*

(16.035)
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*

(7.907)
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0.086
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0.031
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P

3382
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0.121

9.765

(5.879)

P

3382
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0.037

32.222

*
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. 1) ) ©) 4)
A
PC_Govl; PC_Gov2; PC_Repl; PC_Rep2;
0.078* 0.062 -0.018 -0.313
AQ 11
(3.631) (0.570) (0.010) (0.265)
1925%** -6402 41.049*** 152.757**
Share
(7.972) (0.149) (22.077) (4.498)
-6379** 24530 -171.045%** -2704
Share?,;
(4.522) (0.149) (11.376) (1.778)
0.031 -0.237 0.088 0.303**
Pay t1
(0.159) (1.341) (0.937) (4.354)
-0.027 -1.716*** -0.823*** -0.386
Nature 1
(0.026) (9.420) (18.739) (1.515)
-0.093 0.402* 0.203** 0.683***
Size
(1.555) (3.466) (5.522) (33.094)
-0.303 -3.063** -0.717 -2.494***
Leverage.;
(1.504) (5.253) (2.356) (8.566)
0.500** -1.087 0.065 -0.823
ROA .,
(4.839) (0.377) (0.014) (0.119)
0.705** 0.175 0.020 -1.236**
BM
(6.478) (0.038) (0.003) (4.570)




0.088 -1.080 0.014 0.188

Growth 4
(0.238) (0.895) (0.004) (1.016)
-0.262 -1.916%* 0.191 0.204
Cycle,
(2.512) (3.994) (1.339) (0.642)
Constant -2.011** -7.170%** -5.406%** -11.226%**
(5.538) (7.135) (30.066) (62.955)
SRR AR el et Bl et
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FLA ST W 24 188 17 142 60
Nagelkerke R square 0.037 0.187 0.069 0.120
Chi-square 16.840 2.469 8.587 8.217
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AR BACE R, ARG ATR VR SG . FREMEAR I 4 R AR 10 o

IR AL RPN, [EHRBUA RIS 24 7 B AR UEAT 535 Do, , RIS B HL
VSRRSO . FoAh 2 ) AR B B 55 SOR/INR A R AR W A2 A o FEBRE FA AR AR RO T DL T
AU A% o TS SR S L (R R BOA SR B B AT S5m0 (el AR B BN, ANESCRBI7R), 3
AR S 458 B A — il etk SRa k.

2R 10 [AERBUA RN B AR BT ER A [E 5 5 H

AR HE &) 2 &)
0.148 0.161 0.181*
P (0.868) (1.164) (1.798)
-1.206 1,275
Share (-0.306) (-0.323)
) 1.810 1.706
Share (0.251) (0.237)
-0.119%% 0.147%%
i (-2.609) (-3.172)
0.254% 0.262%*
Netre (2.330) (2.404)

SRS BURF LR LA R SR AT 7 (AT BONLR B BRHLA, it SRS, IR, RIBBUESR. #
BHHE. MEES . WEGE. SAhORRERS . B BRI, RS, NIRRT, B HE b E S R ARG T,
AL 9 B TR -



-0.507*** -0.536***

Size
(-11.793) (-12.159)
0.284*** 0.277***

Leverage
(6.231) (6.062)
0.567*** 0.556***

ROA
(5.760) (5.644)
-0.073 0.020

BM
(-0.423) (0.107)
0.067 0.073

Growth
(0.514) (0.558)
0.087 0.100

Cycle
(0.971) (1.110)
0.437*** 6.753*** 6.891***

Constant
(3.490) (13.763) (13.820)
TR AR il A il
WIE £ = 4426 4426 4426
Adj.Rsquare 0.000 0.057 0.062
F value 0.948 25.232 20.434

VLT DR B/ 3Rl TH(OLS) Jrid; 5 HNACEN) T RERSATIR, *\ ** **RI3RoR 1%,
5% 10%fF) B EIK-F
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5 4
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TG TR BUA SIS B AR U ] 158 2R o A ST R0 B 28 R A B0/A 1 557 4% 200 AR
PIANYEREHEAT 73 NG T, T8 ST AN FSERIBUA RER, I L 2006-2011 4 FZHE i A w
NEEAR, 8T AFRBBHA RS A R 8RR KR, FHTEE:
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HTinia H 2 Fhig i g ST EUA KK

2AEHE LT AT, BUA KRB 8RR R A BE R T, HARE D EIENE R

f ORI RO A S A RE@) IR, BT @) AR AL NG, B & IR, [F A
SCRFH T IH ZXELFR) 2R B AT [R50 Hr
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