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Abstract

This paper investigates how political connections affect firm performance. Different from
prior studies, we enlarge the scope of political connections to include the board of directors
in addition to large shareholders and top management. Besides, we also examine connection
types, including connections through political parties, members of parliament, and
government ministers. Using a sample of Taiwanese-listed firms from years 2005 to 2011,
we find that politically-connected firms have lower accounting performance as well as lower
market performance. Further analysis indicates that firms have weaker performance when
they have higher proportions of directors serving as central government officers or legislative
body representatives. The negative association is not affected by the director’s level of
professional knowledge and exists both before and after the financial crisis. The results are
also consistent across different incentives (including future growth opportunities, financing
needs, and tax avoidance) for politically-connected firms.
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= fRE=HEE

B A BR 55 P 0 (Y A Eroi 25— B A BB S PER T UL L » BUR O] LB
[FERRAGE R EH R AL - — 5 ] PUE S E R G ERS TR EREEETE
AR KR - I EE2HEAZERE (P10 BEcECEFNESELEE) - fF
Ty e ERFT e /s < B - BLRATEEE B2 F (Helping Hand) : 21155 —J7 16
PR AT DA i H BRI 2 Bl 3 7 80 - I EE IR R DR
H B 2 A i K AR T I 2 #E I SR BT H 22 fi K AL e P EE 8 .2 F (Grabbing Hand)
(Shleifer and Vishny, 2002) - Rl » 75 158 N AR EL R BLAZ S A BRI - fEGR IE EI B & T
B BRI SE R AR — ERR I -

ARG E A G B BUEELS (Political Connection) HF » /& 75 & ¥\ BIAERUE 4 72
%o HE MR AFIRRZZFEA T HE R R R B E M RIERO HAR A
ANBIF2E (Henn, 1974) ; Fama and Jensen (1983) fEHHE F A 218 - BB HI8@E
M EHERIMEST - WA BEFR T LREERAEIS - SN ERG TE B RR
I AT (Brickley and Zimmerman, 2010) » KL E S S HEA 7220 5 SRS AR
RES] - HEFFHICEN - HEHEHBEHCEREVEEE N HAG TN R R R aaRE - Hi
A AR HH A AR B A e R 4 BfE P 8 i i 7 B8 o B R T O R 2 17 22 AN(EL R ] DAHE R
ERIR N2 BIRIE - I HREEEm A RIS B - ILAh 0 HRE S BEH &R
AFEHI#E (Fama and Jensen, 1983) @ #E & 5 B BUET S ElBIRIE - RS H/AEIHY
FREE R N EEEE RBUa2HE A ERENIEN 2 - BN FEEMITE S
=l e B EURHERSEE - B AREIREE - (B R SCBRPRRT BUG A e FR B
N FEREHIRATR ©

WA BOERBEE A FE R - B IERATER - HETMEER © <2
FIEmZE2EN R - BRENET RESERETE - o] DEE BN BRI EECE -
HEATHEE - R SIS 5T EHEES - Agrawal and Knoeber (2001) 325 HBUAT =
REEGRKENE BHLE - RS 5B AR FEABUREITE » 596 @EING
FeRT + BOBRARRE Al B S RERTT B AN PR I B30 85050 15 5 Y 5 ik
HE ~ TEFFEr mEUSHMERE - fEF RN SR EEHFHESR - EERERNE
FETE - I B A S Rl SR RIS B e nI =Ry - JRRIEEE R iR (L,

1 FRECEEELZZE (2001) SRS HATEE RS - MEE RS IEE R EIREE - IR
BRI -

2 DRAM KRB R ZEEE S LB > [HEERERE SR 2012 4F 11 HYJEMAEET
S FH AT AR S0 R PR AR P 2 (T - A5 S HE Fh Bl [ o5 PR IS B (B oy A R GBS P S e B - (R4 12
H 6 H » FREMTIIALE B I AT R EGFE I I T - 28 ERERTT S M= T LA =
(EREEREHENE 447.8 (BITATIRIZE (BRIZER » 2012) -
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Meng, Wang, and Zhou, 2008; Goldman, Rocholl, and So, 2009) = 55 7k » Acemoglu,
Golosov, and Tsyvinski (2011) H$2 K& #EE BUE IHIE N BREERZ B E IR BC - FHILAT
H - BN RN BRI E S e R R W BUGEAS I - SRe R IMEERIE R E I
55BN RIE TS b2 B i - Mg INA RIRE [E SRS AL -

R WA ENEEIIEY - EREIEBTEENBEEREEEAFNLEAE
(BB BUF RS — T - BEEBUETE 2SR 18 R BOG RS 2 4= 1 (8
o EHE MR REEE I T R - S BN FE R B A LT 2 AR AR RS
& HEAL (Fan, Wong, and Zhang, 2007; Boubakri, Cosset, and Saffar, 2008) > 534 » Chaney,
Faccio, and Parsley (2011) 32 B0AE R FRE A R H B 45 NS AT BUAR
o Qe OSSR e R bt R B I A iR R E - S A FIRY B ERAE EE -
Shleifer and Vishny (2002) SCHH-H S EE H A AT 52 8 /N AR R DA R AN T A e
THRET » B TH8HLZ T ) (Grabbing Hand) HEaizd] - BUG A\ YE EE M EEN
AP FERAE G FIE B ER 5 - A5 F SR PE A SR A -

ERIBUAESS B A FIERIIR 2 Goldman et al. (2009) {5 fi i € BIREHHE #E 2 L
) - ANANE R SR AN RO A SR A RO - Mok s b B S E A 2
BUGHEAETIRE - B E U522 - Boubakri et al. (2008) DLK Fan et al. (2007) HIf
TR A RRIE R B L2 AR - RIS RO EEEE - HiE
9 e SR E AR EUR /1 A (BITHBUSTRIRE EEEAERHE ) A28 H LR
AR TSR R AP R REaE (BIARFEENDN 247%) - WIERETEL
BT ABRE L WIHIFE S22 - Faccio (2010) FEEEAMERS /N SR MBI IR & bE
LB Z B R BB R A N F - B G ERIBUEHATE - &S =il &
AR BANE] - IR EB R E AR REE RS (G105 AR E LG
%) KA L ERIREE R ERIR PR BUG AL SRR E AR - BIN SR
SRV (2005) HIMFZEER B E A A E & E RO ARG IE S0 - §EAERR
ISR - BURTRE AR B B BB < BOE R R 7] DU A FE(E B -

ASARBEA 2005 28 2011 FEEE R BT EMRA R ERA - EREMIREE - BE
TEEAG Y A FIHEA A BBOAHEAER A F] - BREEBGERTIGEA (Tobins Q) ARE
FHERL (ROE) » BURNE AR ES G HBURHEAGNR - B aeE 0 5B B A 38 oy
AE » MUFHB A A B BUGEASHY A B H B HIAER ; FLAG SR Ed Shleifer and Vishny (2002)
Erfy T F ) (Grabbing Hand) BHH—% »

AW FETHHIE LU T B E R © 25— - @R M MH R OB PR B g v A F R 52
& (5Ryil > 2005) - (HEZRCEFEE R EEMA 2L EE o ES - T5E
WFISCHE 5 TASCERNGE SRHUE RE S EIZ - (B EEEFRMNMERNEEERE -
BURBA R AR RIS 07 B SCRRE TR 2 5 =R RIBOEERS < HLAM » A0

3



FER G E T BUE R A PN 5] B B B

W E e HRIRTTEGHE (Tobin's Q) DUREEH#ERL (ROE) TSR UGG #0 F] #E R
P IR RBBUE T R E SRS NE - NIt ASCRTDMER A RS (s H
FHHCETHFGRERRENZS - B2 ASCGE— DT BOGER IR S 5 B
BAENFERRE - BfESTRENE &« BEEREREARF =N ENBEE
o FEEFGIEEER - DIRBUAERSE R ERAEAEE - AR RS
SN E A R B A A BN S R e AR A F R - SR =
R SCRREERE HH A B 2 BURE S n] DAE B F SR A s E K - EER A SRS
H R FIETR IS ZBUGREE - S E A REURRE N EEE  ASCE— Pk
AR FZ BUGERHR B 7 F AR ERET - MEFRRKUREREN =% &
A e A P, o MEEmEL R AR EN I - BUGENG B & A R AR EE - BB - ASURE
RAFNGHEASUREFTER - ARG —ERE B 2SR EiRAE#EE - (HIFEN
MR FERRET TR E N RET E R B R RS T S A R R IR SRR
B PGSR R IR EE B A RGBS - ARSI e 58 B0 SRR -

ASCRABFENZHRA0 T - SEECEN A EAH B SRR B R R (BER - SR 2 ENE T 72
Fik o WIREREER - BEUER - BREAA - SBERTRE EREGR - B OATEIT
BRI - SRREENTR SR o

8l ~ BRER{ERER

WEETFL SRS E B R AT RE R A ER B N FEN - §
BETRERFVWE TS - EERNE BT URCRENERERE - RHETE
LB - BURERT (FEEREAIZE 4R (Beasley, 1996) ~ R/ EARE T (Klein, 2002) ~ F2F 181
B E (MR B2 » 2007)  IEERBEMRIEE RIS AN BRI FEACHE (Weisbach,
1988) ° AN » IV EF 2SR FE B2 S a ny H M R B B RIS TR R - BFEE R G
HIFIIE (Yermack, 1996; Cheng, 2008)  # R EIEFHLE T H[E— A SR (Goyal and
Park, 2002) * 4NN EE AR LA (Beasley, 1996; Shivdasani, 1993) ~ DL B S FTEAZ
J& (Fich and Shivdasani, 2006) %5 - {HZE HAET 1L - SEAEE DT ES S TE
R EEE A BN R 72 -

TR BB REE R AR SR IE Y » B S B BUR R FF RAFRAGR - AT AR A H]
ok e o P A s s AT REMERFEL BUS IR GR - RN (2005) FIIFFRE] 78 2
RE 91 FHIABETAF » HETE AR ESEEREHEE K EE RN
By - IRE TSR E - R E HECGRAR R E SR §EAFEIRE
W - st R E AR B E A 2 BOA R AR By mT DUR T A BRI E. -

BN SCERE A N B R T B A BOARARH I R A 1B R R EAYER o B0 A T
5 1R4E Frye and Shleifer (1997) 3XHFEHY - BURFHIE B F (Helping Hand) FF Lk
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B e F EBUARE IR B B3 - (R e i) — e n] DU 3 E Y
FLE o WA SUENGE B BUGEAGTEE 7] DI A R KEF 2 B2 5 Goldman et al. (2009)
FEHBOE NP AT DUZE @ 0 ) E A 52 88 359550 5 38 B s A5 T (6 i o 8 RSP iR
JN A5 P REL 6 375 AL 25 [ 147 8 7 82 2 5 Leuz and Oberholzer-Gee (2006) DAEIE I
A FUBCR IR TR AN » TR A HE A B 1 2 Y B PR Rl & SRS A R B S 2 B v - E
Wrers SRR EBGARIRII A E - HIRTET S EAVRE AR - RHBEA iR R R
P R E3EEE 5 Liet al. (2008) $5HY - 7EHHE - ERAEMEEEGEE S I -
HA AT 2 A E A ERIRYREE  Acemoglu et al. (2011) 2 KBEEEUAT
=HEAN - NE RS IEBUMER LR - AR EEIRSERIGEST < [LAN - BUGHE
i 1t FE R 25 5 HUS BURE Y ER I 2240 K A 7547 IRl (Goldman et al., 2009; Faccio,
2006) - FEARM S » DZENE T LUESBUARI R A M E A5 FEE - JRa] DA HEE
S A S IR E AR TSR« SR SORVI TR la T -

BRla: EEERSKEITIBEHFZT RN A% -

R > EIRBUARRE A TSR AR B SURIEY - AR S FHE R
HIBGGEEAS TS 5A Al Re 2 — BT T-TE T 5861 F-B¢ + Shleifer and Vishny (2002) &
g THEEUZTF ) (Grabbing Hand) BiEgfEH - HHRABUN & TTHMEZERIR S » BFERK
HEHRAIIESE 2 AR B IR A ENAEE - R B EFE R g EEN A (%
HABEAERY  SETHEET DI ESRIREMETE ) BEHeEs -
B B B9 I ER A AL IR AR 2 » R 18 R AR 3% @508 E SCRRSZ B A
FEB A (S B AR AT RS 3 - Fan et al. (2007) BB ERZ LA T - #83 CEO
BEOGEE (YRIGAEERTBUNFE 2 ) WA EHEER CEO BB BUAELSIAHE
HRABZET (IPO) & HIYMSImEIEL - H IPO =HRINE B AR B SR
PHE R E DL BBV E - Boubakri et al. (2008) WFe#HR - EPUATLY SAVEE AT DL
R EER A L ERE R RIMEEEA S 2 BUERAEFEC » 8EERNEFEBUE
REAA TR - BB ERIE EHE% » Chaney et al. (2011) th3EH BUARI(RE #2351
BIEROLE TR -

Johnson and Mitton (2003) & 71 on i < @i E = HAR - A BUAEAGHY A FHE R
GEOAHEAERIAT » HEENTSEW - AR B REE RN RG B E KRB REZE
Ff - BURESEBESCRIVE BB » I EEERIA g A= - B - #ABELLE
EPOE R FREU S8 22 15 FHE S SR R EE - HEEZ R EUTECRRE T -
A REE S B 3%/ B RS E I AESCE (Gul, 2006; Bliss and Gul, 2012) - fR#E Filizms - 4
SR T ERRER 16 20°h -

BRI EFEXSREETZIRE T T ERRKA 43k -
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2\ MRLE
AR S R BOA T A T S R e B HET 2 B B A R B
AR RS - RGNS IR -

- EEE

AR PR RSP0/ NP7 B L R 98 A ) 2 B A S R
W - & RECATCRER E R U2 B R 077 » SOSTRMARDL o1 B2
ZRHIT R - FEROELA OWEORHOE TR R IR, » A AT -

TQ,,., = a,+ a POLITICAL_TOPMGT, (POLITICAL_BOARD,) +
a,DONATION , + a.FR  + a,SIZE, + a ADRD,, + o, GROWTH,, +
a,CGIUP + ¢, (1)
ROE,, = f,+ B POLITICAL_TOPMGT (POLITICAL_BOARD,) +
B,DONATION,, +  FR  + B SIZE, + f ADRD, +  GROWTH, +
B.CGIUP + ¢, )

e = ESENIERE » B (HEETE + FREEEE
+ EfERAEE) /%%i%?fﬂ%@%fﬁ  TH{EEE EEE
1%112&%—?&&51%0[@7‘ SN

ROE = FEHESHERE ‘Pﬁﬁ{ﬁﬁﬂﬂ/ SR A R

POLITICAL TOPMGT = E%&p{lkﬁxﬁ (FFEZED 10% ByiEHerE ) i
b (E%% , ;’FM«GE . f'sﬁ . Eﬂ%ﬁ) fﬁf@%iﬂ%f

BRI - S 1 EZ}% 0;
POLITICAL BOARD = ##EBEH 2 —(1k B IR EGE A PE S B0E fH R
BE o IEHS 1 K20

DONATION = HZERMEBUERM SHENA A E Bl 1 - B0

FR = RIAEE FEmLEER

SIZE = NFEIHIG - A FFEEMREZE 2 HREE

ADRD = EEMBREHRE  EBHESERITERREHGETEH
S HHEVRE

GROWTH = HEKRER B (EHHESHE - EFSE)
/ HITEASH B34
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CGIUP = HAP 2 AFNEEE SRR 8 (c6r) /NN —HA
(CGI,) HI%H 1 HHPR 0 - AFNAHEGSIETEEE
HEHE  ESHRMEEREERER MNIEERB XL
WIIERZRE  WILEENZRE - EEFRIEE
HNER R BRFF I FE R~ BRI S A\ Fr e bbaR ~ et B
B < SRR B B S5 LR B B - (LA -

T B2 R R R
(=) RE#
1. T8 (T0.,,)

AT S8R (Morck, Shleifer, and Vishny, 1988) ££FH Tobin's Q (TQ) iUk
FERHEE - & 5 =0E ] Habib and Ljungqvist (2005) SCHRZ EHETG = » DUHAR S M
E ~ Fil s EEAED ;B EREEEARDEEEREDEE - ERERMSER
INFRAAE IR FHE « B A FINEBUAEAS By A F 2 —IHP & ER - AlPuaE
FHIEE Tobins QO 2IEMAIBA{FR (Kim, Pantzalis, and Park, 2012) ; ;.2 » #&HBUEEAS B EX
IR (S — T B - R E R SR AR -

2. FETER (ROE )

FHIA AT 957 1R 21| 25 55 iy 2 B e s o {8 T o B e SR 2 (RBRT R R A SR
R LA DR SRR (ROE) 1F Reflr E 3R E WM & 5HEEE (Bhagat
and Black, 1999) o HE+5 7 =08 AR 10H B DISEES I B A 4
(=) 22 H0%%

AT EH B HERNERETE S EABUAEL « ARG &
= 15—+ $85( Faccio (2006) HYJTE » 3% E —HE#EEE POLITICAL_TOPMGT * %/
HEZRD—ERER (FFF 10% DA ERyESIRRE) i miE T8 (EFRE - fERHE

s S 1 > K2R 0 - 55 » & Faccio (2006) HYEFE Rk 2 - A
SN —(H B BUAEAS E S W B S (POLITICAL BOARD) » 7558802 &
by BHAFIEFEG LMK S8 L H el E B EBUaHERR (P EBUNE &

By 1 HHIS POLITICAL BOARD £y 0 - tRIBASUERZBE - A SCAEERTEUEESS
B B BT - BURFEER o Bl B 23T o HBUREAG /A A AR B 5 K

3 aE LA FEHEESIPIREEFRESREEE - PIEALR R 30% (FEESEFREEEE
ERITEDL - BRI A S R ER 5 2 S5 = P 2 R BO GRS -
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JREFTEEAERIARBE AR - o B g BFRIE - [ » REHATRA -
(=) #EH%H

A 2EBINIMIFERERCZAERASTRR - R DL B A B ZEi AU R # A i
1. BUARELE: (DONATION) :

Cooper, Gulen, and Ovtchinnikov (2010) $§HESETEFE B R ER (508 A S FFAE B
INFIARA R 2B IEAHR o SORPERIBOE IS 3 A SR E - A SO BUEIK &
AR - N RMEBGEREREEIE A E - AR 1 [RI0 -

2. RUIE(EMRERREL (FR) ¢

Jensen and Meckling (1976) fEHHAEBIE S (HEMH EFZEHIHEE - h—ERE
AREFERERY T - B E BB ECE RERIIE A A R H & - 0] DRI A FIRERL -
SRIM - IRIBRIENE(FEES (Pecking Order Theory) @ & &HL/\ FJEFRE ] £ &A1 B R
(Morck et al., 1988) « ASCARIAEGELLER (FR) 1ERIEHI I B IEARE A EERIRE 12
s (BB E T AT TEY -

3. INFEIFEE (SIZE) -

N AR AR A AE s FUR AR - RO S s - RSO TE HA R R N ]
FEAU 2 IEAHRA (Demsetz and Lehn, 1985) » #ASSCER DU IEEHEE 2 R 1o (B (B U E 2R E 8
TE Rl &N AR FERE -

4. EEEEE = (ADRD) :

T 5e s e B 2R 5 B B & S AR AR A I U A AL VEEANE 2 F2KE - B
EIRZ /N TR Z RS (Agrawal and Knoeber, 1996) @ ¥\ B R K EWER 1EA .~
S OB T R IR S A B A FESIIR R - A DA S 3 B A S AR B
EEELLER (PLADRD o) {EREMRIPEER A ZIEE -

5. HERKEZ (GROWTH) :

N A FEEREROR IR HEE WA - A DA B R REHIH B a2
ACTEHATT IR RS IE -

6. ANFENEEAB R (CGIUP) :

SRR BN RN B IN Ry BN FIRE R BB A3 (e.g., Brown and Caylor,
2006; HLEEHE « BREFANEAMERES » 2007) - IR A FNAB G EIEE - ME B —i51E
A GBI RE - RIE AT T RIS fE 2 55 o 1 M Bl e RERS S i R T - 251550
JHEASR S22 (2009) ZHFFE - #ATUEL TGRS - R EE AR  fRSHR (T
EHRNERER (EERE) IMNIESEXL - BIIEERECHRE (EEREE) - Bi7
B N E (R - EERRER  INBRIE R EL R « BRI & AR
FesR ~ PEIAEEEER S SR R EEAR S - R R BB B LN 2 B B R R /T 1R [0,1]
HIE S AR B 1 RER A FNEHEE - 0 (RERAENAMEERSS %R LE 8 Bt
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TS HF S 1B Z 08 (CGI 5 HINAWT TR Z BB t+1 &K KILERE
—HEEEE CGIUP > #AM.Z CGI LT — L ® - 35 CGI 7 B N+ (CGI, >

t+1

CGI) " Hll% CGIUP By 1 » I CGIUP F5 0 » DA & /N NGB RS R a2 28 -

=~ HRIRIGBLERAS
(=) BRI AT H LR

ASCLA 2005 FEZE 2011 A ETHTEA RS EEMRE SR - HREUAR S 2 ERHE
2005 BRI EaE - KA L 2005 EBIMA - 2R ER 2R TRt - Fo1M
DIFTHENHFABBEEREF R EENAT RER  BaEFRENE & » RE{FRH
B S E BORRIS I N B R EEEREUAE RER ) IZE AR EEEHRERTY
A8 B AR NIE MR BOA TIE + 5 8 teE R HITEL E 5 & AR U B4 B sl B s A ik P
MEER  FRBUFE BB RERERIIE D ERII K BB L EE R T A RE T
BEUN SR .~ A ABZIRSE » FL/NRAMTIREREE M B B AL EUS 550y B S
FEAEBHEWNER - Bl AXAFERREEIGE RVER  REE i 05
TRFEIMEL © Bhoh - H A AR H E A S R #r il (TE)) ERHE -

(=) AR EEHSHE

ASCEEE FTEA R TUERA - BAEHEIEFZAFR 1 1Y Panel A AR - DLAF]/
- (Firm-year) 05— {EEIEE - AUEVE B &R & RHERE IS 2005 -2
2011 FFERIRRAH - 280 12,386 [MEHIE(E - R ER - (RIEEEE 25 3 B BN T2
HPUGEGIE i — R E S S R AR ER R E AR - 51 668 kA -
P PR s B R R 2 A A R 955 1% 0 ROE TR A R AR 10,763 {/
R IR B RRASET 1,233 (| » B 7O BERAYA B A Ry 9,530 @ -

7% 1 #9 Panel B Rl AH EZE S BECEN - ARWFFELL TE) ERHE 2 ZE B R
AL EZEDTE - RRPITEIEALAFFTET THEAS LERK & 59.52% » {4
RS AL TR DU b R FH R EERE N - (B HEERARRY 5.30% @ BURERAHA
M58 AR iE R E E R -

7% 1 B Panel C 8~ » TERRAMART - Hrf 2005 F-1E BB IE Faccio (2006) B2
BUGEAGRR » BB ARSI ER » AR ZBUGEM LR R - &{EH 3.85%

4 PERBEUNE BRESRTE - AFESREBEEGBEREVET (FEMEEREIEE - EiK - Bl
]~ BRESHEER D)~ fTER (BFE@EEXRRIEEXRBIFEES) MEBE (ST EENREIEE)D
HEHE - REREMBERE - AFEEREEERRERBERTR - I1EEE - BRAFRER
ARRTTRE S - B TIERIE - AFEEREEAIRAEIEES LB E LR « 8IEF - T
o Rz e -~ EAER S PSR ETERS AP EERENER RS - RER - 5B
Wbl ~ BRI ESE -
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PAKE 16.61% ° 22— KM SR Bl s 124 8 25 B AR B B R IS 2 A B R A AN
Ry 7.85% (845/10,763) ;5 (M /N F HE a8 25 8GR (L& (R BOBERR S HU AL 2 BRI 7R 4K
K5 18.96% (2,041/10,763) » JREI5 1 EiifEA FSEEIRIHE 19% ESEFEBIEE 5 ©
54N > (eI RIN AT E G E L TEA T2 BUSEE B I 2R IR S - Kk
THERM LR S E S E AR EEH 2 % -

2 - EEEREDNT
— ~ RO R 5

55 AT 10,763 (AR B B2 UL BN E 2 - LHGERNE
Tobin’s Q (TQ) {H.Z S8Ry 1.454 > th{i75] 1.185 » f2UERE 0.850 ; M HEIBIEM S
BB SRR (ROE) Z S0k 4.8% » HATEL 7.2% » 1FEHERE 20.1% @ BURERAS/AH]
IERCSE AT E R B - HRIBUGEFEA - AT IS H 19.0% BIEA
HBOH— (i EREPUALY S (POLITICAL BOARD) » TitR#% Faccio (2006) E%s » &/l
KR e S £ BBUATS & (POLITICAL TOPMGT) & » VA 4.0% ; BHE » AL
HE—FHEERRE T RRBEIAEE SEST IS @ BuaEEER e ES
Ji& X (POLITICAL_RATIO) HJ3.1% * F-¥JH 0.9% 1Y HE 55 5k B & 1368 BURF S FT T AE
(POLITICAL GOV RATIO) * S5 0.2% FIE SR B YE(TECE TEAHRARTES (POLITICAL
PARTY RATIO) * T~EIH 2.1% HIESE N EFETEREF (POLITICAL_ELE RATIO) °
DA ER]H] - AT Z A HARRDIBERERER I EERERRZ -

PERE L BGILHET BT - BURBSE (DONATION) 2S998 7.7% - RIHE
BELELER (FR) Z S8Ry 14.5% @ FFAIE0R 3.6% ° INEIFE (SIZE) 2 SF80R 14.86
AT 80R 14.69  BEES 282 SR (ADRD) 2 FH8UE 4.8% @ "I EUE 2.2% - $HERL
R (GROWTH) ZN¥80R 13.7% » FAIE0R 3.6% ° AENAEAERM: (CGIUP) Z 3¢
Y80k 0.465 ©

10



EREERE H27 £520

® 1 BRAEEBREER | FESEICR

Panel A : HEAREREBIE

2005 £ 2011 FREZ LM (HE) ARKEK 12,386
R EEh - R - FESE (668)
o EHIEEEREURZ B (955)
ROE #A&A&E#} 10,763
R EERZER (1,233)
TQ BAERN 9,530
Panel B : &AARIEESHIER
EXEE EEXE B 1EEEEAT S
KRBT % 11 49 0.46%
BRI 12 172 1.60%
BRI 13 194 1.80%
EaE 14 396 3.68%
B 15 571 5.30%
EREE 16 114 1.20%
{EBRE &R 17 810 1.05%
INIFDE 18 38 0.35%
ST 19 49 0.53%
e T 20 305 2.83%
LEYE S 21 83 0.78%
RETHE 22 35 0.37%
EFITE 23 6,405 59.52%
EMEE 25 465 4.32%
& 26 196 1.82%
] 27 120 1.12%
BZHEE 29 147 1.36%
HEMRE 97 91 0.85%
Hith 99 523 4.86%
a&t 10,763 100%
Panel C : X FEHMHIER
R ﬁ%;ﬁ?;;iz;iﬁffé EEREIABBOEE (%)  2WEA
2005 57 (3.85) 246 (16.61) 1,481
2006 57 (3.89) 249 (16.97) 1,467
2007 58 (3.87) 262 (17.49) 1,498
2008 63 (4.16) 302 (19.93) 1,515
2009 64 (4.14) 320 (20.70) 1,546
2010 64 (4.00) 326 (20.35) 1,602
2011 70 (4.23) 336 (20.31) 1,654
=L 845 (7.85) 2,041 (18.96) 10,763
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FERGM E A HUG R &N E) S BB

K2 BERASEH R MHEIEMESE SN

Panel A 288474 (n = 10,763)

B Fiog EAEE =/\MA BRAE F—HOMUEB PHUB F=UH

TQ 1.454 0.850 0.544 5.414 0.933 1.185 1.641
ROE 0.048 0.201 -0.877 0.512 0.001 0.072 0.155
POLITICAL

- 0.040 0.197 0.000 1.000 0.000 0.000 0.000
TOPMGT
POLITICAL

- 0.190 0.393 0.000 1.000 0.000 0.000 0.000
BOARD
POLITICAL

- 0.031 0.070 0.000 0.600 0.000 0.000 0.000
RATIO
POLITICAL_

0.009 0.039 0.000 0.000 0.000 0.000 0.000

GOV_RATIO
POLITICAL

N 0.021 0.060 0.000 0.500 0.000 0.000 0.000
ELE_RATIO
POLITICAL

- 0.002 0.015 0.000 0.200 0.000 0.000 0.000
PARTY_RATIO
DONATION 0.077 0.266 0.000 1.000 0.000 0.000 0.000
FR 0.145 0.249 0.000 1.529 0.000 0.036 0.196
SIZE 14.864 1.350 12.082 18.740 13.907 14.691 15.658
ADRD 0.048 0.083 0.000 0.563 0.004 0.022 0.054
GROWTH 0.137 0.672 -0.719 5.583 -0.119 0.036 0.215
CGIUP 0.465 0.499 0.000 1.000 0.000 0.000 1.000

FE 1 TQ BEAYEXES A 9,530 @ °
B 2 EBEREARERE

=~ MBS B

% 3 Ry B MR - HRPAIDIE 2D — R R & 8 BEBGE
S (POLITICAL_TOPMGT) LA 2/ —FE R EBUEERS (POLITICAL BOARD) %
B NMERHEANEEEHEIN (ROE) SELTTHERN (TQ) B EFE AN - rnEBus
G Z N H B A 2 AER o 32 3 BRI RREGE B E AR E 0.2 - HiEH B
R R RENG N B B o HHPAHRBR RS =B Ry POLITICAL_BOARD ¥ POLITICAL
TOPMGT » 5 0.422 > %ﬁt:ﬁ;&?&fﬁﬁZH*Mk FRE A AR R O AR
R o

E

= HENE
F 4 RPUAESTS SE A TIHISEN (T0) HHE HEN (ROE) ZEEFERE - 55 (1)
MAELES (2) 2 FER BB THIEAE I ERE » 55 (1) AS SRE/R POLITICAL_TOPMGT HIt%
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FER G E T BUE R A PN 5] B B B

HF -0.108 (t1{H = -2.33) » RnEBD— KRGS B8 BB E SR R 5
HEN A AT 5 (2) MiFS SR POLITICAL BOARD MR -0.049 (t{H =
-2.34) - AR —(IEFEAPBVAERSRGRIAE - HiiGEdEEes - 5 3) M
EEE (4) A2 0 & S HESGEE R BB - #5 5 8UR POLITICAL_TOPMGT WITR#L
5 -0.018 (t{H = -2.25) * POLITICAL BOARD WI{Z#0% -0.008 (t{H =-1.77) - HE
Fefn o A A AR A EBOEEAS E R - B AR SRR S EE SE RN A BPUA
BRI » X FRYTHESAE R & G B B B I UG A Y N T e 2 o

e s By B ) B AE R B KR S R A TR T A - EEEAGSLERBAAN T - HEGA
B2 AN F] > e s HESETT S ESE RIRBUAR S Z AR = - BfEHLERIRE
INFIRES R BEE MR » 5340 - N FEIHUEL (SIZE) UK - E S5 AR (ADRD) B
P ER T (GROWTH) 715 » N EIGHRIF AR &tk A EREHEE (CGIUP)
GiEEZATE  HAENERE » JRELEESURERF -

A ~ BURKIHERIEH

— > AEBIEE RYBZE

FHFA BT 3t 43 BT 4 SR B - SR B E S 1Y € F 2 DL POLITICAL TOPMGT %,
POLITICAL BOARD i - {55 & AH[E » & & POLITICAL BOARD HJE H# 12 (IR
B[l POLITICAL TOPMGT }s POLITICAL BOARD f—30 5y ) ASCHFEBUR AT 55
SERRHESRNE RS B A BRI ESS ; AR POLITICAL_BOARD Fy—E##8 -
AIREMEIIE R BUA EASTEE B A RIS Rk REIDEERBUAT B AR
(HE G R Z LB (POLITICAL _RATIO) {E Ry BUGHE AR B AR 8 - B REHER A
T~ (R#mZE) » POLITICAL_RATIO Z R E2EEHE » HILE BFEUAEGHIES
EARERGH LERANR - @A SHAFBENESEE N E -

AN > AT RE R G RIB A R BUAIES & - N FE— A g a2
BUAE & MR R pEE  E S A RN S ia - R A E— S BuaE &
SRR E B (POLITICAL GOV _RATIO) ~ IREZEMRFE (POLITICAL ELE RATIO) F:

5 FHEIEEREHBOAESS - H R AT A8 B ELLE AT LAY BUE S AS T AT R E - AT SRR
POLITICAL_ TOPMGT F:. POLITICAL_BOARD {RIRFY " HRAE | BIEEHREUFE & - REMRFRK
B EE B BOBAHRHIS & - JREDGIER TaEE ) BIBEEOEMERBS S (SRR B ATE
FHEFHESETEE) - 54 - BREIFZBOAER 2 HEREGEE A f e B E R R S fa T A
IFEE - FRDURED N B R A RIS ERESR DU R - S EOET 2B A FER AR I 72
B TR SOTNE—F WG POLITICAL_ TOPMGT Fe POLITICAL_BOARD {RFRFA " i@Z  HIEEHR

HRAB LEARAS T HEf TG B RGBSR 4 RS -
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SEREERE H27 £52 M

BN, (POLITICAL PARTY RATIO) ERNEMEGEE AR EESGFIILLE] - #Eit
BRI FBUE T R 2 BB A FIEM 2 - EEEERER - TmeiElhREusE
B  RERFRHEBE T FEZEERIPICES LGS » HAFEER ST HENETS

R B R A AR

Hl

ll

R4 BUEESHARIRMEEZAN
(1) 2) (3) “)

TRRART AR Q,, 7Q,, ROE,,, ROE,,,
POLITICAL _ TOPMGT +/- -0.108*** -0.018**
(-2.33) (-2.25)
POLITICAL_BOARD +/- -0.049*** -0.008*
(-2.34) (-1.77)
DONATION ? -0.064** -0.064** -0.010* -0.011*
(-1.97) (-1.98) (-1.71) (-1.68)
FR ? -0.443*** -0.443*** -0.263*** -0.262***
(-12.64) (-12.65) (-36.88) (-36.78)
SIZE + 0.053*** 0.013*** 0.033*** 0.033***
(8.02) (2.15) (23.56) (23.60)
ADRD + 2.208*** 2.217*** 0.390*** 0.389***
(19.51) (19.58) (17.85) (17.79)
GROWTH + 0.205*** 0.205*** 0.058*** 0.058***
(14.20) (14.21) (22.26) (22.29)
CGIUP + 0.039*** 0.037*** 0.007*** 0.007***
(3.36) (3.37) (3.15) (3.17)
YEAR =1 BRE =1 =1
INDUSTRY =1 -1 Hhg =1
CONSTANT ? 1.397*** 1.383*** -0.389*** -0.390***
(13.84) (13.68) (-18.66) (-18.70)
N 9,530 9,530 10,763 10,763
Adjusted R? 0.077 0.077 0.198 0.198

1 IESRABUE S 7 * BFIRTR 1% ~ 5% ~ 10% REFIKEE ©
5 2 BEERAZEME -

T BREE R E SRR A BR OR ZE
A — B G E G R S TR Z BURRRES T @ 7 - AT R A B i
%ﬂkﬁé@”ETi“ﬁﬁﬁﬁﬁﬂ%%(%m MELEREIEE > 2011) AR
BHEAS B R A A F 2 R B IR B S A SR A A RIS - RBI B A
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S F G ER SIS PN PTE

RAE 2 ZHER 11 E 2008 475 18 TR R A < MR 2% » Ryt 0 50 FH 2008 F-F Ry EURE R
E S B S A I HERH (Noise) » ARWFFEARERHSEAFFEE - 2L 2008 FAEHT
B E Ry BUMER IR & 53 AR e 35 B W (8 R S L - 5 AR Ry 2005 22 2007 4
H DDPTIME =1 » ZtEAHBART Ry 2009 £ 2011 4F - H KMTTIME = 1 - 35 R (&2 80
ATZERHRAL o [LAN - (RIRE B 2 BUEEA & 5 Rz RAEE K S (POL_DDP) FIZER
BB (POL_KMT) @ (ZBIRER ERIBEARRE - HIRESGEEE P RN E
B~ BEE B R REASR - Mz RAEE R B AR5 B R el i s s s 2~ R BT
HE  BEEERRERE - SAEGTES 2 BEEA IR R B - LA R
REAFIESCE S AT S o [REERAIR 2 POLITICAL_BOARD U POL_DDP %
POL KMT > ififili A\ POL_DDP*KMTTIME LLF; POL KMT*DDPTIME (#2231 7 »
HHEEETINES -

TR HEEEANZBUEEF B RESE (POL_DDP) K - Al RERE
BRIBI ) Bl B R S S AR - BREOA T S EE N BRI B R - 55— 5 0 TO
¥ POL_KMT WS (RS & (tfH = -1.93) » FrERREMECHN > EEE
TMABEOEEBRIEZBERER  BUGE RHE A FAENEAREE ; T POL_
KMT*DDPTIME WI{RERAIEEZE y1E - BN E BUREE IR ROE S R - BuAE REA
FIRE R MRRE EEGL - SRR K BN E E S POE R EB AN
AFEBUT &2 37 B B 55 S B (R B R M B B o AR g aEEILZ
FHIRTRENE - HEEENEE EE 2 BUAMHEAB R PBERT - HAFRENE AT -

<>

=~ N

A FEDRIE R A FIFRFE R Ry B BUG R R EL A FIRE R S AR B B - AR
Agrawal and Knoeber (2001) $EHI/A EIAR B BRFE BN G BUARI AR N AEMERTE
IEAH T R FE T B 8 il $ 524 & Difference-in-difference (DID) A2l A 2R 1 K152
HAMICE S G R -

Tt © Agrawal and Knoeber (2001) ZHE TR % - HAEbRr e ¥ g E A H
HEGERIRIIES S » K ASCFES | Laeven and Levine (2009) 5z Lin, Ma, Malatesta, and
Xuan (2011) * FFEE—EEBOEEM A TG ELESE 2R A FIEAI LR - DU EERIE R

6 BOREREMRIE YR 1 EEHKAREARZERRMEZRERKE - TLASIER ; 2. HEEG
J% 5 e 2L ORI (R R R O — B e R R - T LARIRR 5 3. TR AR oG s S B 4R
B - PIANTERERIGERTEGE R A B BUREAS - BRI 7115 L BOR 8 AE B Bt Jag MR P
B TSI -

7 (FEREGEE R AR - AR BE SR - EE 2 ABNGBR AR T BN IR
R - FACAEFEINE S -
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SREERE F27 552 H

Ry T EEE s FEGRER CR#ZFE) POLITICAL _TOPMGT J POLITICAL _
BOARD ZFREUEBAZ B (p < 0.05) » Bl 4 FERAHRT -

* 5 BEEEMBEABUARMEHARBRZEE
FEHATFSE (1) 1Q,, (2) ROE,,,
POL_KMT ? -0.054* -0.011
(-1.93) (-1.85)
POL_DDP ? -0.032 -0.012
(-0.66) (-0.96)
KMTTIME ? 0.092* 0.020*
(1.89) (1.91)
DDPTIME ? -0.073 -0.013
(-1.42) (1.50)
POL_DDP*KMTTIME ? -0.013 0.028
(-1.23) (1.55)
POL_KMT*DDPTIME ? 0.030* 0.036*
(1.75) (1.83)
DONATION ? -0.070** -0.002
(-2.18) (-0.38)
FR ? -0.413%** -0.267***
(-11.95) (-37.30)
SIZE + 0.013* 0.035***
(1.97) (25.02)
ADRD + 1.929%+* -0.412%**
(16.95) (-18.41)
GROWTH + 0.199*** 0.055***
(13.87) (21.15)
CGIUP + 0.058*** 0.033**
(2.87) (2.40)
YEAR HHg HHg
INDUSTRY =1 =1
CONSTANT ? 0.685*** -0.491***
(4.28) (-14.09)
N 8,786 8,786
Adjusted R? 0.127 0.218

1 IERAAUE 7 T DBIRTR 1% ~ 5% ~ 10% FEEIKE o
5E 2 I BEERAFSEIE -

Reiss and Wolak (2007) & Larcker and Rusticus (2010) 585 - & S1H/FZE 22558 A 38 & 1Y T BB N
K5 - AH I SBEREEE Y T B A B AR B P AR A3 A A = FEAERE - T B AR SRR - B DL B R B
A VERIEN I AT ik - ARSCRRA & EE PG ESI IR R TS EREEE - RSERBUE
SEASHIELEREL POLITICAL THRA (GE p < 0.01) - {HEL/A FIFEABARHE(L - RS — P EL R R 4R
Z POLITICAL THHIE - W]5E B FPOAT SEL A TRECZ BT -

7
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FER G E T BUE R A PN 5] B B B

F& » 2% Boubakri, Cosset, and Saffar (2012) . ZHF5E » A FJ Near Neighbor [
Ji=0 0 JRENEE NG —(E TEIME -

Pro(Political) = k+ k AGE + k SIZE+ k LEV + k BM+ k CROSS + ¢, 3)

Hob e iR ErE Y - ERREGERERRE R 1 - TR 0 » 1B ZE 55
FyINEIROL S (AGE) ~ AN FIHAEL (SIZE) ~ AE LR (LEV) ~ AEIREEET{ELL (BM)
FRE I BT (CROSS) & - ASCHEEE (3) AR EGARITHINE - HIZRECY
Fi=0 0 REI—EBEEBURRRIVERAR (FHIE) BCE—ENBEBOERI R HAEAETE
FRERIERAS - DARCZEEEHS &8 2 B A - IR ARRE AL (1) & (2) MG - &
iafn e CRfmZE) - BEAEURRRZ % CHEEATRBEEEEKRERE
TR B AR AR T G R B B BT AR

% AKW9EDA Difference-in-difference 2 51 - #FEAE B 1 (1) HAFE
FEURR - W EBUARIRE ST (Non-connected Board) & pl f BLEGARRIVE S
(Connected Board) » ASHEEZEHR AT R EEH - Q) GAFEFGUHHER - HES
TR HEFF A B BUEARITRE Y (Non-connected Board) » HIFZEEARA R FZEHIMH © - 5
7 N IR A A A

TQ(ROE),,, = y;+ 7,POST + y,CHANGE, + y POST, *CHANGE, + y FR +
ySIZE, + y ADRD, +y, GROWTH + y,CGIUP + ¢, (4)

Hr POST BEB G KB NGRS - SCEFTR 0 UUER R 1 3 CHANGE Rl
EREKERUCER - HEENAEENESY - B EFEUGEGIESY » AR
1 A PCERR MR RBOGEASAIE S - HIEE R 0 - i y, ZARERN R AT RA LAY EES -
TEBEFR I R R B R BR BT 2 A B % - 75 o] DURGHEI HH 2B 8 O R 0 2 A B0 B A
TR HA A FIEM A B ENR - EEERET CRIER) 1y, ZRBBgEE A
FRFARABBUGESIAT - GEFSGICER - HABUAEENEE2 B\ ERE -
N B AR B TR R -

9 HUBRAETEARDE TAUEAD « 1. $ B BRAH BRSO T 2 JE IR AR A HET T B 5 2. BBt B e
INFEIESGERT ~ RE T EAEE SRR 5 3. IERCARIHM BOAE S R R EECHE - FIANEA R
VEBTREEE FIRA BRI R - RIS -
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SREERE F27 552 H

P~ F I BGE ERS A Z B

HEAA SR E S B POREER A A RES g EE AT E - A FERE
B B BUAEASE R - RIREENR N EEIEE - A FISCER AT - TR HES
ZBUARIRE IS IRTER - FIGHMREES - RIS A AR S 2 AR
BT » AR ARKMET K - SRACETHERAR RS - & T aed = A FHEBOA EAER
AIREME - AR LB T EA ZBUEEE N —EH A TN EamwE » FASHE
FLEI M E R AR EFH R - BUAEAG SR E (] - Ri9eE & =1EaH
RRILENRE ~ RRME T KU EHAY -

AP BT E B IR E(E LR (MB) KRB - I DA A7 80E S AR
Rt GRS B DU R G B - WS R s e B = (i e 8 - HEUA
HAEHE R H ORI EE 5 (POL_BD MBH) ~ B BU&EGEE S H AR KRR E G K
(POL_BD MBL) ~ #EBUEHEAS ARG ERE = (NONPOL _BD _MBH) ° RAEMETE
K (FIN) RRUAAEIE T RS HETHSNE SR T AFERE R » I E =
EEE - GRUAEMSES HARKERETE K (POL_BD_FINI) ~ HEUAHEGES HARK
A& TR K (POL_BD_FINO) ~ fEBGHE:EAE HARKEBIETT K (NONPOL_BD_FINI) °
Wtk AXBEFEHZED (2010) ZWFFE - DA 22 5 e 8 A0 N &0 B & B 1T
Ry - BLRGE 7 AR B MR E I 5 & 31 PSPk B SR f P 5 R DL E - g s
%8 (BTDR) » WA I EGEITESY » BTDR K (/IN) AL B iR R FE A B AR e

(&) - WES(EEEEE . AEusESES HMMIEES (POL_BD TAXH) ~ BiX
TG S BRI AR AR (POL_BD_TAXL) ~ SEEAHAE H AR S (VONPOL_BD_
TAXH) - Rt » F 858 =HEhi% » [ AIH 2 POLITICAL_BOARD 435 LA_Fiit
—(ERE BB UL - TR - EEERIRER6 -

£ 65 (1) (2) WMIEFRETR » AEBUAEMGE R ZAH » EimkRhElg sl
B\ FER S R AfHR (POL_BD MBH < 0 * POL_BD MBL < 0) » [fii NONPOL
BD_MBH HIRE RN F E - FRoRBIHE A BRI R AR SR & IS A BOA G 2 #E
F HER R EBUEEGS S BE - 7 6 25 (3) (4) MF5HEEE R - POL_BD FINI 1Y
REEEZE A - FRABURER B A RKBEFR K AT » HE e HEEE i Em i
B2 5 [ 0 (R R 2K & 75 oKk (H M Bys 3 G HL B A R ] s B 3 TR A
(NONPOL_BD_FINI > 0) » #RE A A RKBET KT » B EEOEGE S HER
MEABEMRZE - 32 6 25 (5) (6) MAGHRER » POL_BD_TAXH HIRBEE A (p <
0.01) - REFHBUHESS LMMER S AF - EENEEZAMN - F52 0 &N
FLEENARKILER T - RKBE T REFER B mFHBoGER - ARETEE SR
R BBUGEASE S N FERCE IR BOA A A F R
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FERGM E A HUG R &N E) S BB

® 6 AEIBUAERENHRIR A BIIEN Z BARIE

FRHA REIREHE REMEFR K ARER
M TQ,, ROE, 7Q,, ROE,, 7Q,, ROE,,,
POL_BD_MBH +/  -0.037* -0.010*
(-1.77) (-1.66)
POL_BD_MBL +/  -0.080***  -0.041***
(-3.16) (-4.79)
NONPOL_BD_MBH  +/ 0.124**  0.012***
(7.68) (4.34)
POL_BD_FIN1 +/ -0.158***  -0.021**
(-3.93) (-2.50)
POL_BD_FINO +/ -0.032 -0.008
(-1.26) (-1.62)
NONPOL_BD_FINT  +/ 0.177***  -0.014***
(8.06) (-3.00)
POL_BD_TAXH +/ -0.160***  -0.048***
(-4.57) (-6.67)
POL_BD_TAXL +/ -0.030 -0.014*
(-1.13) (-2.47)
NONPOL_BD_TAXH +/ -0.131***  -0.049***
(-6.66) (12.08)
DONATION ? 0.019 0.004 0.031 0.005 0.026 0.003
(0.66) (0.59) (0.95) (0.71) (0.81) (0.43)
FR ?  -0.307**  0.245"*  -0.491***  -0.259***  -0.419***  -0.255**
(-10.03)  (34.00)  (-13.93)  (-36.01)  (-11.96)  (-35.90)
SIZE + 0.016**  0.035***  0.050***  0.033***  0.012***  0.032***
(2.77) (25.49) (5.06) (23.65) (5.34) (22.99)
ADRD + 1.568***  0.388**  2.177***  0.386**  2.353**  0.347***
(15.79) (16.64) (19.29) (17.62) (20.56) (15.80)
GROWTH + 0.094***  0.046***  0.190***  0.059***  0.199***  0.056***
(7.42) (15.55) (13.12) (22.52) (13.79) (21.61)
CGIUP + 0.048**  0.004***  0.138***  0.101***  0.406***  0.061***
(4.52) (5.28) (8.45) (10.16) (9.39) (9.16)
YEAR =1 =1 =1 =L =1 =10
INDUSTRY =1 1 =1 =1 -1 =10
CONSTANT ? 1.270**  -0.478**  1.371*** -0.388***  1.470** -0.359***
(14.41)  (-23.08)  (13.62)  (-18.63)  (14.48)  (-17.25)
N 9,499 9,499 9,530 10,763 9,530 10,763
Adjusted R? 0.302 0.264 0.084 0.198 0.082 0.210

1 IEEARAUE M T HBRHIRTR 1% ~ 5% ~ 10% FEEIKEE -
5E 2 BEERAIREE -
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.~ H AL

R R iR A A RRAR T - AT E T EMEE - RERRER
PRGBS = R AE i - HLET . BB R ARYIFR 2 o ERIALT  F— - A
IR Rl fE i - RIRE BRI A MR8 » (R FE R R A 0 Ty e Al
IFE AR ATEL A7 - 23Ry 2005 2 2007 FELAK 2009 28 2011 4F » 3lf7#F 2008 SEAHIFR
PR T R 2R IR - B R R RS R F - IR EER e e Rl A pi el 4
% - BERBURERGZAF - HES SR E -

B BUNBECE FTRE RN E A AP RIEHBERRBHERZZE T - AKE
Hofp o R HK RS IEANES - UEESE L HEFREKENAT  BUFEEEE
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1. Purpose/Objective

The incentive for corporations to become politically connected has been recognized
among economists for many years (Faccio, 2006). The value of political connections can
take various forms, including preferential treatment by government-owned enterprises,
lighter taxation, preferential treatment in competition for government contracts, relaxed
regulatory oversight of the company in question, and many other forms. From this
perspective, the government plays the role of a “helping hand”. On the other hand, however,
political connections may help the government and affiliated politicians to extract political
benefits at the expense of the wealth maximization of stakeholders in the firm. This view is
called a “grabbing hand” of the government (Shleifer and Vishny, 2002). Building upon the
two perspectives, this paper examines how political connections affect firm performance.

It has been found that political connections help firms to secure favorable regulatory
conditions and access to resources such as bank loans (e.g., Agrawal and Knoeber, 2001;
Faccio, 2006). Politically connected firms are also more likely to resort to the courts in
business disputes (Li et al., 2008). It has also been documented that the quality of earnings
reported by politically-connected firms is significantly poorer (Chaney et al., 2011). While
Goldman et al. (2009) show a positive abnormal stock return following the announcement of
the nomination of a politically-connected individual to the board in the U.S., others find that
among China’s newly-privatized firms, those with political connections underperform their
non-connected counterparts (Boubakri et al., 2008; Fan et al., 2007). Although studies have
examined the implications of political connections in different countries, limited research in
Taiwan investigates whether the marginal benefits of connections outweigh the marginal
costs. Since the capital markets development as well as the economic and political
environment in Taiwan are distinct from those of other countries, we believe it is important
to examine this issue using Taiwanese settings. Given the competing theoretical arguments as
well as mixed empirical evidence, we think political connections can either enhance or

diminish firm performance.
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2. Design/Methodology/Approach

Our sample includes publicly-traded companies in Taiwan during fiscal years 2005—
2011. In contrast with prior studies, we enlarge the scope of political connections to include
the board of directors in addition to large shareholders and top management. More
specifically, we adopt two definitions of political connections: (1) POLITICAL TOPMGT,
which follows Faccio (2006) to define a firm as “politically connected” if one of the firm’s
large shareholders (at least 10% ownership) or top executives (CEO, president, or vice-
president) is a member of parliament, an officer of central government, or is closely related
to a politician or party; (2) POLITICAL BOARD, which defines a firm as “politically
connected” if one of the firm’s directors has served positions related to the parliament,
central government, or political parties. Both definitions consider past and current
connections.

We use two measures of firm performance: Tobin’s Q (7Q) as a measure of market
performance and the return on equity (ROE) as a measure of accounting performance. Since
these effects of political connections on firm performance may not be contemporary, the two
performance measures are computed using the next-year value. After controlling political
donations (DONATION), leverage (FR), firm size (SIZFE), advertising, and R&D
expenditures (ADRD), sales growth (GROWTH), and changes in corporate governance

(CGIUP), the main empirical models are as follows:

TQ, = a,+ a POLITICAL_TOPMGT (POLITICAL BOARD )+
@,DONATION ,+ a. FR  + a SIZE ,+ a ADRD,, + a GROWTH,, +
a,CGIUP +¢, (1)
= B, + B POLITICAL_TOPMGT (POLITICAL_BOARD ) +

B,DONATION,, + 3 FR  + BSIZE, + f ADRD, +  GROWTH +

B,CGIUP + ¢, )

ROE[,[+

1

3. Findings
The main empirical results of this study support the “grabbing hand” argument that
politically-connected firms exhibit weaker accounting and market performance. To enrich
our analysis as well as ensure the robustness of the results, we perform several additional
tests. First, we calculate the number of politically-connected directors as a percentage of the

board, and separate the different types of political connections. The results indicate that firms
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have weaker performance when they have higher proportions of directors serving as central
government officers or as legislative body representatives. Second, we test whether the
documented association varies with transitions between ruling parties or with an individual
director’s political affiliation. We find that firm performance is negatively related to directors
with a KMT affiliation but is not related to directors with a DDP affiliation. In addition, this
negative association is moderated when the ruling party switches from KMT to DDP. Third,
to resolve the potential endogeneity of political connections, we test our main model using a
two-stage instrumental variable approach as well as a difference-in-difference design (DID).
The DID design considers the changing status of the board of director’s connections after
election of new directors. Regardless of the approach taken, the findings are qualitatively
similar. Fourth, we consider firms’ differential incentives of having political connections,
including their future growth opportunities, financing needs, and preferences for tax
avoidance. We partition the sample based on these incentives and find that the negative
association between firm performance and political connections are consistent across
subsamples with high and low incentives. Finally, we find that our results exist both before
and after the 2008 financial crisis, after removing government-owned enterprises, and that

the results are not sensitive to directors’ level of professional knowledge.

4. Research Limitations/Implications

Using Taiwanese sample firms as the context for research, we provide consistent
evidence that political connections are negatively associated with firm performance. The
findings are informative for capital market participants in making their investment and
lending decisions. The results also provide implications for firms’ corporate governance
practices. In particular, firms should consider the possible negative impact of political
connections when hiring or electing top managers and directors.

However, our findings are subject to several limitations and should be interpreted with
some caveats. First, this study does not consider the potential differential effects of industrial
life cycles as well as the macroeconomic environment. Second, while we consider firms’
incentives to become politically connected, the analysis may be incomplete. For example, we
do not include firms that use political connections to conduct fraud or to avoid regulatory
investigations. Third, due to data limitations, our measures of political connections include

only those available from public sources.
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These definitions may not be inclusive, since political connections can also be obtained

through friendship and social networks that are difficult to measure.

5. Originality/Contribution

We expect our paper to make the following contributions. First, this study augments
Jang (2005) event-study approach to examine market reactions to firms’ appointments of
executives who are also legislators. We enlarge the scope of political connections and
consider the effect on long-term performance rather than just the announcement effect.
Second, this study further analyzes the influences of different types of political connections
as well as considers directors’ political affiliations and professional knowledge. Third, we
extend prior research that examines firms’ incentives to become politically connected. We
test and discover that firms with political connections have weaker performance regardless
of their incentives. Finally, our study also contributes to the corporate governance literature.
Prior literature generally examines various board and manager characteristics, focusing on
how composition and ownership structures might affect firm performance. However, none of
these studies investigate the political ties of the board of directors and top managers. We
believe the findings of our study have important implications to capital market participants

as well as corporate practices.
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