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Abstract: Based on the sample of 2008-2011 A-share companies in China, This thesis empirically tested 

the relations between the excess credit of enterprises and political connection of senior executives, and 

studied the influences of political connection developed by listed companies on its debt financing under 

the background of transition economy system in China. The research found that the most of enterprises 

that have obtained over loan were state-owned enterprises, political connection of senior executives of 

state-owned enterprises has strengthened the formation of over loan of state-owned enterprises, some 

private enterprises obtained over loan, political connection was not a leading role, but rather bank-

enterprise relationships. The policy implications of thesis is that development of political connection help 

alleviate the credit discrimination on private enterprises, but political connection of senior executives of 

state-owned enterprises has strengthened the formation of over loan of state-owned enterprises and 

exacerbated the low efficiency of credit resources allocation. 
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I. INTRODUCTION  

In the stage of transition economy in China, most 

of the financial institutions are controlled by the 

government; however enterprises are divided into 

state-owned enterprises and private enterprises 

according to the ownership system. Government 

control makes resources allocation of financial 

institutions with obvious political nature, inherent 

property right feature of state-owned enterprises 

obtains an advantage on the aspect of financial 

resources allocation, although private enterprises have 

a higher efficiency compared with state-owned 

enterprises [6, 11], but on the aspect of financial 

resources allocation, private enterprises are heavily 

restricted. So for a long time, policy-based lending 

formed by financial regulation firstly supported the 

development of state-owned enterprises, only check 

from the bank loan and government funding 

accounted for the proportion of aggregate investment, 

the state-owned enterprises have reached up to more 

than three times as private enterprises [11]. 

Adverse selection caused by information 

asymmetry led to the result that credit market were 

unable to be spontaneously in cleaning state, credit 

rationing phenomenon is widespread [1], credit 

rationing evolved into “ownership system 

discrimination” on private enterprises in China. The  

 

property right feature of state-owned enterprises 

determines the closed political connection with the 

government, thus getting the priority position on the 

aspect of the credit resources allocation. At the same 

time, administrative intervention of capital market has 

further squeezed the financing space of private 

enterprises, the points that whether the enterprises has 

political relations and then obtained implicit guarantee 

of the government or not have already become the key 

for private enterprises to obtain credit funds. Based on 

the above, the thesis used the research logic of 

Richardson [2] for reference, on the basis of 

estimating the excess credit level for listed companies 

in China, and the sample of 2007-2010 A-share 

companies in China, empirically tested the 

relationships between the excess credit of enterprises 

and political connection of senior executives, and 

comprehensively studied influences of political 

connection developed by listed companies on its debt 

financing under the background of current system in 

China.  

II. INSTITUTIONAL BACKGROUND AND RESEARCH 

HYPOTHESIS 

China is in the economic transformation period, 

the market mechanism is imperfect, policy and non-

institutional factors still play a leading role, and it 

determines that Chinese enterprises financing is 

largely restricted by the government forces. The 

nature of property rights of state-owned enterprises, Corresponding author: huxiaoguang0412@126.com 



Hu, Advanced Management Science, 5(1): 1-6, 2016 

2 

executive nature of state-owned enterprises 

executives’ appointment determines closed political 

connection between their own and the government, 

resulting in the priority position of financial source 

allocation. Therefore, in order to obtain the benefit of 

the governmental intervention, actively seeking 

political connection has become the rational choice of 

most of the enterprises. 

Some scholars think that political connection has 

the “financing effects” that supports enterprises to 

obtain financial credit. This is because in the 

considerations of self-interest, political connection 

people prefer to work in the enterprises of better 

performance and strong profit ability [8]. Base on that 

better performance enterprises are easy to establish 

prior judgments of political connection, political 

connection could be regarded as a kind of reputation 

mechanism for reflecting business performance in 

future [7], or signal passing mechanism [12], bank 

may think that the enterprises that have political 

connection may get well operation performance in the 

future, thus amend the credit decisions. The 

enterprises of political connection could obtain more 

bank loan and longer length of maturity than those 

who have no political connection enterprises, and 

even in the region of the more backward financial 

development, the lower law rule level and more 

serious infringing on property rights by government, 

this kind of loan effect is more obvious [9]. However, 

there are also some scholars who propose their 

worried about the over loan might generate from 

“financing effects” of political connection intervened 

by government. Government extrinsically stimulates 

banks through direct administrative intervention, 

implicit guarantee and other manners, banks probably 

may neglect loan risk and self-interest to issue much 

more loan value than that in the normal condition. As 

a kind of alternative informal mechanism, political 

connection could alleviate hindering effect of 

backward institution to the development of private 

enterprises, and helps private enterprises obtain credit 

support of bank [10], but the “loan effect” of political 

connection also may lead to over loan of enterprises. 

Base on the above analysis, the thesis proposed the 

following hypothesis. 

Hypothesis One: Political connection helps 

enterprises obtain over loan, and even compared with 

the private enterprises, political connection has more 

obvious influence on the formation of over loan of 

state-owned enterprises. 

Hypothesis Two: Under the bank background of 

controlling senior executives, private enterprises with 

political connection also have the phenomenon of 

over loan. 

III. RESEARCH DESIGN 

This thesis firstly used the research logic of 

Richardson [2] for reference, estimated normal loan 

level of enterprises, and then the difference 

(regression residuals) between actual loan level of 

enterprises and estimated normal loan level of 

enterprises is the degree of over loan and degree of 

insufficient loan. At last, over loan estimated was 

regarded as explained variable, and used political 

background of senior executives and other relevant 

control variables for regression analysis to study the 

influences of political connection on the over loan 

behavior of enterprises. 

A. Variable Measurement and Model Building 

1) Measurement of over loan degree 

Richardson [2] estimated normal capital 

investment level of enterprises by a model, and then 

took the regression residuals as the proxy variable of 

over-investment and under-investment, studied the 

influences of free cash flow on fover-investment. We 

put this logic into the research of this thesis. So loan 

scale model of expected enterprises adopted in this 

thesis is as following: 
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In addition, we also added industry variable 

“Industry” and annual variable “Year” in the model to 

fully consider the industry effect and year effect. 

According to the industry classification standard of 

China Securities Regulatory Commission, there were 

22 industries in total, excluding financial industry, so 

there were 20 industries dummy variables in the 

model. Annual variable was used to control the 

influence of macro-economy; the thesis involved the 

data of four-year listed companies, so there were 3 

annual dummy variables in total. 

In addition, we also added industry variable 

“Industry” and annual variable “Year” in the model to 

fully consider the industry effect and year effect. 

According to the industry classification standard of 

China Securities Regulatory Commission, there were 

22 industries in total, excluding financial industry, so 

there were 20 industries dummy variables in the 

model. Annual variable was used to control the 

influence of macro-economy; the thesis involved the 

data of four-year listed companies, so there were 3 

annual dummy variables in total. 

Model 1 Meaning of each variable is as following:   
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Table 1. Variable declaration. 

 

2) Political connections and the over loan of 

enterprises 

After confirming over loan variables, the thesis 

adopted Model 2 to test Hypothesis 1 and Hypothesis 

2 as following: 
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In the Model 2, dependent variable “Over_loans” 

was the positive residual error in the Model 1. 

“Politics” was the dummy variable whether 

enterprises have political connection or not, according 

to Fan, etc. [5], Minggui Yu and Hongbo Pan [9] and 

other definitions related to political connections, the 

thesis took the chairman or general managers who 

were former and current government officials, 

representatives of NPC or members of CPPCC as the 

substitution variables of political connection, when 

they had political connection, Politics=1, otherwise 

Politics=0. “State” was dummy variables of 

controlling shareholder category, if final controller 

was government or state-owned enterprises controlled 

by government, then value of State were 1, otherwise, 

value of State were 0. “Market” was marketization 

index, refer to LLSV [4], Minggui Yu and Hongbo 

Pan [9] and other researches. In addition, we also 

added bank background (Bank) of senior executives 

and capital occupying (occuppy) by major 

shareholders in the Model 2 to control the effect of 

bank background (Bank) of senior executives and 

capital occupying (occuppy) by major shareholders on 

the over loan of enterprises. In the same way, we also 

added the industry variable and annual variable in the 

model. 

B. Sample Selection and Data Sources 

The thesis used the total of four years from 2008 

to 2011 of all A-share listed companies in China’s 

Shanghai and Shenzhen stock markets for the original 

sample, excluding the following companies: a. Listed 

companies of financial industry. b. Value of 

accounting interval was less than 2. It was because 

most of variables in the Model 1 need to use the data 

Variable name  Variable declaration 

dependent variable Loans It indicates long-term loan scale of enterprises; it’s the ratio of long-term loan 

of enterprises to total assets. 

Over_loans It’s excess part in the long-term loan of enterprises, and indicates with 

positive residual error after regression for Model 1. 

explanatory variable Politics It indicates dummy variable whether enterprises have political connection or 

not. When enterprises have political connection, the value is 1; otherwise, the 

value is 0. 

State Category of listed company controlling shareholder, if final controller is 

government or state-owned enterprises controlled by government, then value 

of State is 1, otherwise, it’s 0. 

 

 

 

 

control variable 

Cash Ratio of the sum of year-end cash and temporary investments to total assets. 

Size Napierian logarithm of total assets. 

Lev Assets liabilities ratio, it’s the ratio of gross liability to total assets. 

Liquid Liquidation value ratio, it’s the ratio for net value of fixed assets to total 

assets. 

Roe Return on equity, it indicates profitability of enterprises. 

Growth Growth rate of sales revenue 

ZJ Napierian logarithm of construction in process 

Top1 Share proportion of the largest shareholder 

Herfindahl It reflects the degree of enterprises check-and-balance ownership structure, 

quadratic sum of shareholding proportion of the top three largest 

shareholders. 

Dividend It’s the dummy variable whether issuing cash dividends or not, if yes, the 

value is 1, if no, it’s 0. 

Bank It reflects bank-enterprise relationship of enterprises, if company director or 

general manager has the bank background, the value is 1, otherwise, it’s 0. 

Occuppy It’s ratio of other payables to total assets. 

Market It’s the marketization index of credit funds allocation. 
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with one year of time lag. c. Gross debt ratio was 

more than 100%. d. Characteristic of ultimate 

controlling shareholder was unknown. Moreover, in 

order to eliminate the influence of extreme value, the 

thesis also eliminated the sample of extreme value 

between 0-1% and 99%-100%, after selection, the 

thesis finally got 3721 annual observed values. 

The data used in this thesis included enterprise 

characteristic data and external institutional 

environment data. Among them, the enterprise 

characteristic data was from CCER database and 

CSMAR database developed by Shenzhen Guotaian 

Information Technology Co., Ltd., institutional 

environment data of each region was from the 

marketization index of each region (including 31 

provinces, autonomous regions and municipalities 

directly under the central government) in China 

compiled by Gang Fan and others (2011) in NERI 

INDEX of Marketization of China’s Provinces 2011 

Report. 

IV. EMPIRICAL RESULTS AND ANALYSIS 

A. Estimation of Anticipated Loan Model 

Table 2 has reported the regression result of 

Model 1; explained variable of model was the ratio of 

enterprises long-term loan to total assets, the purpose 

was to get estimated value both of over loan and 

insufficient loan for enterprises according to 

regression residuals estimated by Model 1. From the 

regression residuals, some enterprises still got over 

loan under the situation of widespread “sparing loan” 

phenomenon in China’s banking industry. 

Table 2. Regression result of anticipated over loan model. 

Notes: Do regression for the loan scale (Loans) that dependent variable is t years, data in the table is the regression coefficient of respective variable, the value in the bracket is T of test 

value, model is amended by White heteroscedasticity robustness, *,**,*** respectively indicates the obviousness in the level of 10%, 5% and 1%. 

 

B. Empirical Results and Analysis 

Table 5 has listed the regression result of complete 

sample of ownership system, political background of 

senior executives and over loans of enterprises. 

Among them, Model1 hasn’t considered the result of 

political background of senior executives and quantity 

of regional listed companies. Model2 has introduced 

political background (Politics) of senior executives; 

the purpose was to study the influence of political 

background of senior executives on enterprises over 

loans under the government intervention. It was easily 

found in the Model1 of Table 5 the positive 

correlation between over loan and nature (State)of 

enterprises ownership system (significance level is 

1%), it indicated that state-owned enterprises 

controlled by government has got more over loans 

compared with private enterprises. Model 2 in the 

Table 5 is the regression result for effect of political 

background of senior executives on over loan. 

Political connection (Politics) in Model 2 was 

obviously positive (significance level is 5%), it 

indicated that the enterprises with political connection 

could easily obtain over loan than the enterprises 

without political connection. It was consistent with the 

hypothesis that political connection helped enterprises 

obtain excess credit in the above. 

The above empirical evidence indicates that, for 

the state-owned enterprises, state-owned enterprises 

Variable Anticipation Symbol Coefficient t-value  

Intercept  -0.578*** (-14.606) 

Cash I, t-1 - -0.133*** (-7.570) 

Lev I,t-1 + 0.193*** (16.790) 

Size I, t-1 + 0.024*** (12.027) 

Liquid I, t-1 + 0.115*** (11.450) 

Roe I, t-1 + 0.102*** (9.217) 

Growth i, t-1 + 0.004* (1.793) 

ZJ i, t-1 + 0.001** (1.904) 

Top1 i, t-1 - -4.49E-04 (-1.125) 

Herfindahl i, t-1 - -0.054 (-1.062) 

Divident i, t-1 + 0.006* (1.706) 

Area  control 

Industry  control 

Year  control 

N  3371 

Adj.R2  0.332 

F value  99.339*** 
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with political connection have obtained over loan 

from banks, and the closer political connection (the 

smaller Num), the more serious phenomenon of over 

loan. For the private enterprises, although they could

Table 3. Regression result of ownership system, political connection and over loans. 

Notes: Do regression for dependent variable to be scale of over loan (Over_loans), data in the table is the regression coefficient of respective variable, the value in the bracket is T of test 

value, *,**,*** respectively indicates the obviousness in the level of 10%, 5% and 1%. 

 

also find some way to establish the political 

connection, but in the process of forming over loans 

of private enterprises, bank relationship is the leading 

role, rather than political connection. 

V. RESEARCH CONCLUSION  

The empirical result in the thesis found that some 

enterprises still got over loans under the situation of 

widespread “sparing loan” phenomenon in China's 

banking industry; the further research found that the 

enterprises having obtained over loan were mostly 

state-owned enterprises, and political background of 

senior executives of state-owned enterprises 

strengthened the formation of over loan of state-

owned enterprises, although some private enterprises 

also obtained over loans, the bank-enterprises 

relationship was the leading role, rather than the 

political connection. The research conclusion of this 

thesis means that under the background that Chinese 

enterprises are widespread facing credit constraints, 

the development of political connection could help 

alleviate the credit discrimination faced by private 

enterprises; but the political background of the state-

owned enterprise executives strengthened formation 

of over loan of the state-owned enterprise, thus 

exacerbating low efficiency of credit resource 

allocation. Therefore, promoting function 

transformation of local government, and accelerating 

the pace of monetary system reform are still the key 

point of Chinese marketization reform and 

development. 
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