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Abstract

Based on data of Chinese Private Enterprises Survey (CPES) from 2006-2014, this paper uses OLS model and
other empirical methods to estimate the impacts of political connections on private enterprise performance in
China, as well as heterogeneous effects and mediating effects of different types of political connections on tax
burden and non-productive activities expense. The results show that, political connections contribute
significantly to private enterprises. Compared with previous political connections, like working experiences in
state-owned enterprises and government-affiliated institutions, current political connections, like deputies to the
NPC or members of CPPCC, have played better and further roles in enterprise performance. Tax burden and
non-productive activities expense have a mediation effect in the relationship between political connections and
enterprise performance. This study replenishes new evidence to describe how political connections affect private
enterprise performance in China, and partly explains why private enterprises are keen on setting up political
connections, which may provide valuable tips to foster a new type of cordial and clean relationship between
government and business in China.
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1. Introduction

Since the reform and opening up, private economy and private enterprises in China have made outstanding
contributions to the development of national economy. In recent years, there appears to be some dubious and
denial comments on the private sector, such as “the private sector out of the market” and “new theory of
public-private partnership”. In November 2018, Chairman Xi Jinping confirmed the importance of the private
sector and private enterprises in China’s economic system, and proposed supportive policies of abating the tax
burden, easing financing difficulty and financing costs, and fostering a fair and justice environment, setting up a
new type of cordial and clean relationship between government and business to reinvigorate future development
of private enterprises. Meanwhile, fruitful achievements have been brought from studies about private
enterprises concerned with social capitals (Yang et al., 2015), scale of enterprises (Zhang et al., 2015), political
connections (He, 2019) and tax subsidies from government (Peng et al., 2019). Under the background of
traditional Chinese culture and developing economy system, impacts and mechanism of political connections on
enterprise performance in China still draws much attention.

What kind of influence does political connections have on private enterprise performance in China? Existing
research finds that with incomplete formal structure such as law systems, political connections in private
enterprises, as an official and substituted mechanism, could gain policy resource and assistance, thereby
affecting allocation efficiency, protecting its own property right,relieving the financing constraint, lightening the
tax burden, dropping down the obstruction of access to government controlling system, and promoting enterprise
performance (Niessen & Ruenzi, 2010; Li & Xu, 2012). And also, some studies have arrived the conclusion that
political connections may increase enterprises costs, for example, with more risks on enterprises’ management
and more policy burdens (Peng et al., 2014), and harm enterprise credits and capital market efficiency (Li et al.,
2013). Previous studies mainly target at Chinese private listed companies. Actually, those unlisted private
companies have even stronger motivations to build up political connections. However, this paper finds that,
previous studies are still lack of adequate analysis that political connections’ influence on performance
mechanism in private enterprises. Different from previous studies, this paper is based on some existing theories
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and uses CPES data to focus on analyzing the role of the dual relationship between political connections and
private enterprise performance, as well as analyzing the role of tax burden and unproductive expenditure in the
relationship between them. This paper tries to further enrich theoretical research on political connections and the
performance of Chinese private enterprises.

2. Literature Review and Hypothesis

Empirical analysis shows that the phenomenon of enterprises seeking political connections is widespread
worldwide (Faccio, 2006). Under the background of China's transformational economy, political connections
have unique value to Chinese private enterprises. The inertia of traditional planned economy thoughts makes the
government departments still maintain the scarce resources which enterprises depend for survival, and private
enterprises still face obvious or rigid discriminations or development bottlenecks in property rights protection,
industry entry barriers and financing constraints, which leads to slow expansion of private enterprises. The
establishment of political connections helps private enterprises to gain access to credit loan, easier access to
government subsidies and supports, enter high-margin monopoly industries, expand business investment,
improve efficiency of enterprises investment (Li et al., 2007, Chen & Zhu, 2009), and boost enterprise
performance and increase values (Su et al., 2013).

Can various types of political connections have different effects on enterprise performance? This paper classifies
political connections into previous connections and current connections. Previous political connections refer to
the work experience of private entrepreneurs in government or public institutions or state-owned or collective
enterprises. Current political connections mainly refer to participation of private entrepreneurs in politics, such
as deputies to NPC or members of CPPCC. For those private enterprises with current political connections, the
status of a private entrepreneur’s deputy to the NPC or a member of the CPPCC can on the one hand enhance
their own reputation and status, and put an invisible label valued by the government on their enterprises. On the
other hand, entrepreneurs can thus participate in the research and design of major national policies and important
issues, understand the latest national policy resource orientation, seize the opportunity to obtain more
government resources, explore new business opportunities for corporate development, and find new growth
points for enterprises operating performance. Without current political connections, private entrepreneurs’ work
experiences in party and government institutions or state-owned collective enterprises also can obtain resources
by asking for a hand from former colleagues or friends who have powerful capability on political operation.
What’s more, current political connections are more stable and institutional connections than previous political
connections based on personal social network relationships. Based on that, this paper presents the following
hypothesis:

Hypothesis 1: For private enterprises with political connections are better in performance, and positive influence
of current political connections on performance of private enterprises is greater than that of previous political
connections.

From exiting literature reviews, we find that political connections can influence performance of private
enterprises through a variety of paths. This paper takes unproductive expenditure and tax burden as study point,
and discusses whether both have a role in political connections and the performance of private enterprises. At
present, many tax policies in China still have large flexibility, added with the tax competition between local
governments, so that local governments and government officials still have certain control power and
decision-making power on enterprise tax collections and tax concessions. In this case, political connections of
private entrepreneurs may further affect enterprises' performance by affecting tax burden. Zimmerman (1983)
applies “political power hypothesis” and “political costs hypothesis” on the effects of enterprises size on tax
burden. “Political costs hypothesis” considers that tax burden is a form of political costs. On the contrary,
"political power hypothesis™ holds that larger enterprises have more resources, form greater political power, and
enjoy lower actual tax rates. This paper prefers "political cost hypothesis”. Specifically speaking, private
enterprises with political connections, no matter previous connections in government or public institutions or
state-owned or collective enterprises, or being members of NPC or CPPCC with current political connections,
both are with higher social reputation or official network resources, which may gain greater attentions from
sectors included financial or taxation departments and affect the decision-making of private enterprise tax
planning. As taxes and fees are important sources of national fiscal revenue, local governments may intervene in
the tax planning and taxation of private enterprises, especially those with political connections, to alleviate lack
of local construction funds, thereby increasing the tax burden of private enterprises. When the unreasonable
burdens of taxes and fees exceed the scope of private enterprises, private enterprises may deliberately reduce
politically-related investment, and instead invest more energy and funds in production field, improve
independent competitiveness of enterprises, and then improve enterprise performance. In view of this, this paper
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presents the following hypothesis:

Hypothesis 2: Tax burden plays a mediating role in the process of the overall political connections and different
types of political connections to affect the performance of private enterprises.

Public relations hospitality and apportionment expenses are non-productive activities expenses that consume
resources and are an unreasonable burden on enterprises. On one hand, government controls the important
resources needed by enterprises, private enterprises based on the consideration of “Stockholders Interest First”
may be motivated to establish political connections, actively or passively participate in or accept government's
assigned tasks of public utilities such as poverty alleviation and infrastructure construction, and pay additional
“political connection costs”. On the other hand, private enterprises that already have political connections will
have a strong motivation to maintain hard-won political connections, especially when they lack competitiveness
of intangible assets such as technology and brand, they may choose to actively consume a lot of non-production
time and entertainment expenses for external public relations, resulting in private enterprises’ expenditures on
productive activities giving way to expenditures on non-productive activities, affecting corporate earnings. That
is to say, the closer the political connections, the greater the costs, which may offset the benefits generated by
political connection (Faccio, 2006). Even so, while increasing the expenditure of non-productive activities of
private enterprises, political connections also achieve the purpose of establishing or maintaining good relations
with the government, such as helping enterprises to improve efficiency of administrative agencies and obtain
higher quality services (Leys, 1965; Bailey, 1966).It is convenient to obtain other aspects of resource advantages,
and still has a positive effect on corporate performance. From the perspective of different types of political
connections, the channels and quality of access to information and resources with previous political connections
often depend on the degree of trust in the relationship between individuals and the government. Such political
connections that rely on personal trust require efforts and time, "public relations” and other non-productive
activities are spent to obtain information and resources. Current political connections can establish an
institutionalized trust relationship. Private entrepreneurs are more likely to have prior access to policy
information related to enterprise development, and reduce the time and energy to search for policy information.
In view of this, this paper presents the following hypothesis:

Hypothesis 3: Non-productive activity expenditure plays a mediating role in the process of the overall political
connection and different types of political connections to affect the performance of private enterprises.

3. Empirical Analysis

3.1 Model Framework and Analysis of Regression

According to the above discussions, this paper formulates the equation (1) to examine the influence of political
connections on private enterprise performance. The main variable names and definitions are shown in Table 1,
and the results are listed in Table 2.

ROA = a + B, x; + p,empl, + B,agec, + B,alra, + gltass, + Sindc,

+4,9end; + g,age, + f,edu;, + year + prov +ind + g, M
Table 1. Variable names and definitions
code Name Definition
Depgndent ROA performance ROA means return on assets, which means dividing a company’s net income by
variables total assets.
If owners of enterprises have/had working experiences in government, public
pcon  All political connections institutions, state owned or collective enterprises, NPC and CPPCC, pcon=1; if not,
Independent pcon=0
variable . .. . Having working experiences in government, public institutions and state-owned or
fpoc  Previous political connections . . . ] _
collective enterprises, fpoc=1; otherwise, fpoc=0
cpoc  Current political connections  Having working experience in NPC and CPPCC, cpoc=1; cpoc=0
empl enterprises scale Natural logarithm of the number of employers
Enterprises ~ agec enterprises age Current year minus birth year
control alra  asset-liability ratio Total debt / total assets of the year
variables Itass  scale of assets Natural logarithm of total assets in this year
indc industrial position The proportion of the enterprise’s operating income to total revenue of the industry.
gend gender 1 for male, 0 for female
Entrepreneurs . .
control age age Current_year minus birth ygar o _
variables edu  education 1 for primary school, 2 for junior high school, 3 for high school and secondary

school, 4 for junior college, 5 for university, 6 for postgraduate education
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Table 2. Political connections and performance in private enterprises

dependent variables

ROA Model (1) Model (2) Model (3)
pcon 5.531***
(3.76)
fpoc 4.638***
(4.00)
cpoc 5.676***
(4.81)
empl 12.369*** 12.518*** 12.110***
(17.09) (17.32) (16.92)
agec 0.164 0.210* 0.134
(1.37) (1.74) 1.12)
alra -0.078*** -0.078*** -0.076***
(-4.06) (-4.07) (-3.97)
Itass -13.664*** -13.593*** -13.811***
(-21.86) (-21.74) (-21.83)
indc 0.639*** 0.639*** 0.642%**
(3.27) (3.28) (3.25)
gend -0.149 -0.008 -0.078
(-0.09) (-0.00) (-0.04)
age -0.078 -0.091 -0.046
(-1.10) (-1.28) (-0.66)
edu 1.592%** 1.548*** 1.708***
(3.06) (2.95) (3.28)
_cons 47.819%** 48.737*** 50.089***
8.77) (8.96) 9.22)
province control control control
industry control control control
year control control control
N 7872.000 7872.000 7872.000
r2 0.173 0.173 0.174

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

In Table 2, independent variables from model (1) to model (3) are total political connections, previous political
connections and current political connections, and the remaining control variables are the same. From the
regression results, both the overall political connections and the classified political connections have a significant
positive impact on the performance of private enterprises. Among them, the performance of politically connected
enterprises is significantly higher than that of non-politically connected enterprises, and the performance of
current politically connected private enterprises is significantly higher than that of previous politically connected
private enterprises. Therefore, hypothesis 1 is certified by the statistical results.

3.2 Endogenous Test

Because the direct use of OLS regression may have problems of self-selection bias and missing variables, the
results obtained by the regression may not be consistent and effective. In order to alleviate these problems,
endogenous problem test is needed. This section uses two methods to test whether there is endogenity, including
propensity score matching method and proxy variable test method. (1) Propensity score matching method. When
estimating the impact of political connections on the performance of private enterprises, the endogenous problem
may be due to non-random selection of the two types of entrepreneurs with and without political connections,
and there are systemic differences. The method of propensity score matching attempts to match by certain
characteristic variables, and finds two sets of samples that are approximately random and comparable as much as
possible, so as to conduct causality testing. (2) Proxy variable test for missing variables. This method solves
problems caused by missing variables by looking for proxy variables. From a practical point of view, the
entrepreneur’s personal ability will affect whether he has political connection. If a suitable variable can be found
to reflect the entrepreneur’s ability, it can be seperated from the residual, so that the residual term is no longer
related to political correlations of the independent variables. Therefore, in this section, the entrepreneur and his
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family’s shareholding ratio (ownp) is used as a proxy variable to identify the entrepreneur’s personal ability, and
equation (2) is established. The lower the shareholding ratio of entrepreneurs and their family members, the
higher the external evaluation of their capabilities, which is more conducive to promoting the growth and
development of the enterprise. The results of the robustness test are shown in Table 3 and Table 4.

Table 3. Propensity score matching results

Variable Sample Treated Controls Difference S.E. T-stat

Total ROA Unmatched 23.028 21.592 1.436 1.410 1.020
Political connections ATT 23.028 18.432 4.596 2.203 2.090**
Previous Political ROA Unmatched 23.716 21.159 2.556 1.170 2.190**
connections ATT 23.716 19.569 4.146 1.499 2.770***

Current Political ROA Unmatched 23.294 22.146 1.148 1.139 1.010
connections ATT 23.294 18.754 4.540 1.530 2.970***

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

The regression equation (2) after adding the proxy variable (ownp) of the shareholding ratio of entrepreneurs and

family members is as follows. The regression results are shown in Table 4.
ROA = a+ gx, + p,empl, + B,agec, + S,alra;, + gltass; + g,indc;

2

+4,9end, + B,age; + f.edu, + S ,ownp, + year + prov +ind + g,

Table 4. The influence of political connections on the performance of private enterprises (proxy variable)

Dependent variables

ROA Model (1) Model (2) Model (3)
pcon 5.517%**
(3.75)
fpoc 4.398***
(3.75)
cpoc 6.035***
(5.08)
ownp -0.053*** -0.047*** -0.062***
(-2.69) (-2.37) (-3.14)
control variables yes yes yes
province control control control
industry control control control
year control control control
N 7872.000 7872.000 7872.000
r2 0.174 0.174 0.175

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

In summary, in order to alleviate the endogeneity of the basic model, this paper uses propensity score matching
and proxy variables respectively to deal with the endogeneity problem. The empirical results further support the
regression results of the basic model.

3.3 Robustness Test

In order to ensure the reliability of the basic regression results, this paper adopts two methods of adding
institutional environmental factor measurement indicators and replacing the sample size to test the robustness of
the basic model.

First of all, China's provincial marketization index measured by Fan Gang et al. (2011) and Wang Xiaolu et al.
(2017) is used to characterize the degree of marketization in each region, and the model is added for robustness
testing. Since the measurement indicators of the provincial marketization index have changed after 2008, this
indicator cannot be directly added to the model, and the variables of the provincial marketization index need to
be adjusted. The method is to set the dummy variable D and take the value after 2008 as 1. The previous value is
0, and the marketization index variable mard=marx*D is set. The slope of this variable is different in the two
time periods around 2008, thus controlling the impact of the marketization index measurement adjustment. From
the regression results in Table 5, after adding the marketization index, the overall political connections, previous
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political connections, and current political connections still have a significant positive impact on enterprise
performance, and the performance of private enterprises with political connections is significantly higher than
the performance of private enterprises without political connections indicates. It shows that the regression results

are robust.

Table 5. The robustness tests of the influence of political connections on enterprise performance (adding
marketization index)

variables Model (1) Model (2) Model (3)
pcon 5.370***
(3.75)
fpoc 4.452%**
(3.89)
cpoc 5.795%**
(4.97)
mard 1.249%** 1.209** 1.288***
(2.64) (2.55) (2.71)
control variables yes yes yes
province control control control
industry control control control
year control control control
N 7872.000 7872.000 7872.000
r2 0.167 0.167 0.168

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

Secondly, the anti-corruption movements may interfere with the behavioral motivation of enterprises to construct
political connections and their performance impacts. Therefore, this paper refers to the research of Dang et al.
(2015), Zhao and Meng (2016), takes the 18th National Congress of the Communist Party of China as the time
node, and excludes samples after 2012 to avoid the impacts of anti-corruption after the 18th National Congress
to retest the hypothesis of this paper. As shown in Table 6, the estimated results after transforming the regression
samples show that total political connections (pcon), previous political connections (fpoc), and current political
connections (cpoc) all have a significant positive impact on the performance of the company. It is proved that
former conclusion keeps robust.

Table 6. The robustness tests of the influence of political connections on enterprise performance (deleting the
samples after 2012)

variables Model (1) Model (2) Model (3)
pcon 5.623***
(3.68)
fpoc 4.437***
(3.59)
cpoc 6.523***
(5.22)
mard 1.629*** 1.581%** 1.689***
(2.88) (2.79) (2.98)
control variables yes yes yes
Province control control control
industry control control control
year control control control
N 7872.000 7872.000 7872.000
r2 0.156 0.156 0.158

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

4. Mechanism of Influence and Empirical Analysis

The above analysis shows that the political connections of private enterprises effectively affect the performance
of the company. Next, we will further discuss the relationship between tax burden and non-productive activity
expenditure in the political connections and the performance of private enterprises.
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Tax burden (txfe) is measured by table of tax burden rate, which is tax of this year/operating income.
Non-productive activity expenditure (npex) has a complex construction, this paper uses the apportioned expenses
paid by enterprises and public relations and entertainment expenses to describe non-productive expenditures of
private enterprises, and uses operating income for standardized processing. Presently, the commonest method to
test mediating effect is step-by-step method studied by Baron and Kenny. Due to the continuous improvement of
testing methods and the increasingly abundant related theoretical research results, we use the intermediary
effects testing process proposed by Wen and Ye (2004) to carry out the analysis. In this paper, there are five
testing processes that are integrated into this detailed method. First, we estimate equation (3) to test the
coefficient Bl of the independent variable's political connections to the dependent variable's enterprise
performance. If it is significant, we continue to do work in intermediary effects. Second, we test coefficient B1 in
equation (4) and coefficient y in equation (5) in turn. If both are significant, it proves political connections
influence to enterprise performance by mediating factor, and then turn into the fourth step; if one of them does
not work well, just go into the next step. Third, we perform a sobel test on the significance of the cross term
coefficient. If it is significant, it may have mediating effects, just go into the fourth step; or indirect effects
should not be so significant, then stop analyzing. Fourth, we test coefficient Bl in equation (5), if it is not
significant, that means direct effects is not significant. If significant, there is partial mediating effects, and go
into the fifth step. Fifth, we compare the symbols of B1(equation 4)*y(equation 5) and p1(equation 3). If they
have the same symbol, we report the ratio of the partial mediation effects to the total effects ab/c; if the sign is
different, it is a cover effect, we report the absolute value of the ratio of the indirect effects to the direct effects
|ab/c|. A three-step regression model is as below:

ROA = a + g,x, + p,empl. + B,agec, + g,alra; + gltass, + fiindc,

+/,0end, + B,age; + f,edu, + S,,ownp, + year + prov +ind + &, ®)
M, = a+ g x, + g,empl, + g,agec, + B,alra, + gltass, + g;indc, @)
+/,9end; + Byage, + Byedu; + S, ,ownp; + year + prov +ind + ¢,

ROA =a+ B X, + yM, + p,empl, + pg,agec, + B,alra, + Sltass, + iindc, ©)

+p,9end, + B,age; + f.edu; + S ,ownp, + year + prov +ind + g

Table 7 and Table 8 respectively report the empirical test results of the overall political connections and different
types of political connections that affect the performance of private enterprises by affecting corporate tax
burdens.

Table 7. The results of the mechanism test of overall political connections affecting the performance of private
enterprises (tax burden)

variables ROA txfe ROA
pcon 5.517*** 1.877*** 4.829***
(3.75) (6.62) (3.29)
txfe 0.366***
(4.93)
empl 12.312%** 0.350*** 12.184***
(17.06) (3.62) (16.94)
ownp -0.053*** 0.004 -0.054***
(-2.69) (1.40) (-2.77)
control variable yes yes yes
province control control control
industry control control control
year control control control
N 7872.000 7872.000 7872.000
r2 0.174 0.082 0.178
Sobel Z 3.953***

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.
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Table 8. The results of the mechanism test of the previous and current political connections affecting the
performance of private enterprises (tax burden)

variables Previous political connections Current political connections
ROA txfe ROA ROA txfe ROA
fpoc 4.398*** -0.382* 4 547***
(3.75) (-1.78) (3.89)
txfe 0.390%*** 0.323***
(5.25) (4.25)
cpoc 6.035%** 4.586*** 4 554%**
(5.08) (22.08) (3.74)
ownp -0.047** 0.004 -0.049** -0.062*** -0.002 -0.061***
(-2.37) (1.21) (-2.45) (-3.14) (-0.79) (-3.11)
control variable yes yes yes yes yes yes
province control control control control control control
industry control control control control control control
year control control control control control control
N 7872.000 7872.000 7872.000 7872.000 7872.000 7872.000
r2 0.174 0.076 0.178 0.175 0.133 0.178
Sobel z value -1.684* 4.172%**

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

In the results of regression, the first column in Table 7 shows that total political connections have significantly
positive influence on enterprise performance (f1=5.517, p<0.01).The second column shows total connections
have significantly positively affects on its tax burden (B1=1.877, p<0.01), and coefficient vy in the third column
marks significantly (y=0.366, p<0.01), this shows that tax burden is an intermediary factor for political
connections to improve corporate performance. In the third column, coefficient $1=4.829 is remarkably positive,
and B1(equation 4)*y(equation 5) and Bl(equation 3) having the same code, showing part of mediating effects.
Mediating effects in all effects is 12.5% (=1.877*0.366/5.517).

Table 8 is the empirical testing result of different types of political connections influence on performance. For
previous connections, the first column shows that previous political connections have significantly positive
influence on enterprise performance. The second column shows the results that previous political connections
have significantly positive influence on its tax burden (1= 4.398, p<0.1). The second column shows that
previous political connections are positively correlated to private enterprise performance (B1=-0.382, p<0.01),
coefficient y in the third column marks significantly (y=0.390, p<0.01), this shows that tax burden is the
intermediary factors. Coefficient f1=4.547 in the third column is significantly positive, but the opposite symbol
between B1(equation 4)*y(equation 5) and B1 (equation 3) is a masking effect, and the absolute value of the ratio
of indirect effects to direct effects is 36.9% (|4.398*-0.382/4.547|). That is to say, the positive impacts of the
previous political connections on private enterprise performance is obscured by the tax burden. For current
political connections (cpoc), the results in the fourth column show that current political connection is
significantly positively correlated with the performance of private enterprises (f1=6.035, p<0.01). The results in
the fifth column show that current political connections significantly positively affect the corporate tax burden
(B1=4.586, p<0.01), and coefficient y in the sixth column is significant (y=0.323, p<0.01), which indicates tax
burden is also an intermediary factor for the current political connections to improve corporate performance.
Coefficient f1=4.554 in the sixth column is significantly positive, and Pl(equation 4)*y(equation 5) and 1
(equation 3) have the same sign. Part of the mediation effects are established, and the mediation effects account
for 25.5% of total effects. In summary, tax burden can be regarded as an intermediary factor for political
connections to improve corporate performance. Hypothesis 2 of this paper has been partly verified.

Table 9 and 10 respectively report the empirical test results of the overall political connections and different
types of political connections affect the performance of private enterprises by influencing the expenditure of
non-productive activities of enterprises.
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Table 9. The results of the mechanism test of the total political connections affecting the performance of private
enterprises (non-productive activity expenditure)

Variables ROA npex ROA

pcon 5.517*** 0.373*** 5.096%**
(3.75) (3.13) (3.48)

npex 1.130***
(10.77)

ownp -0.053*** 0.001 -0.053***
(-2.69) (0.56) (-2.72)

control variables yes yes yes

province control control control
industry control control control
year control control control

N 7872.000 7872.000 7872.000
r2 0.174 0.048 0.179

Sobel Z 3.005***

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

Table 10. The results of the mechanism test of previous and current political connections affecting the
performance of private enterprises (non-productive activity expenditure)

variables Previous political connections Current political connections
ROA npex ROA ROA npex ROA
fpoc 4.398*** 0.173** 4.201%**
(3.75) (2.10) (3.59)
npex 1.142%** 1.122%**
(10.86) (10.56)
cpoc 6.035%** 0.311*** 5.686***
(5.08) (4.79) (4.79)
ownp -0.047** 0.001 -0.048** -0.062*** 0.000 -0.062***
(-2.37) (0.75) (-2.42) (-3.14) (0.09) (-3.15)
control variable yes yes yes yes yes yes
province control control control control control control
industry control control control control control control
year control control control control control control
N 7872.000 7872.000 7872.000 7872.000 7872.000 7872.000
r2 0.174 0.047 0.179 0.175 0.048 0.180
Sobel Z 2.066** 4.360***

Note. t statistics in parentheses, * p<0.1, ** p<0.05, *** p<0.01.

In Table 9, the results in the first column show that total political connections are significantly positively
correlated with the performance of private enterprises (B1=5.517, p<0.01). The results in the second column
show that total political connections significantly positively affect non-productive activity expenditure of
enterprises ($1=0.373, p<0.01), and the coefficient y in the third column is significant (y=1.13, p<0.01), which
shows non-productive activity expenditure is an intermediary factor for political connections to improve
corporate performance. The coefficient $1=5.096 in the third column is significantly positive, and f1(equation
4)*y(equation 5) and B1 (equation 3) have the same sign. Part of the mediation effects are established, and the
mediation effects account for 7.6% of the total effects.

In Table 10, in terms of previous political connections, the first column results show that previous political
connections are significantly positively correlated with private enterprise performance (B1=4.398, p<0.01). The
results in the second column show that previous political connections significantly positively affect
non-productive activity expenditure of enterprises (f1=0.173, p<0.01), and the coefficient y in the third column
is significant (y=1.142, p<0.01), which indicates non-productive activity expenditure is an intermediary factor.
Coefficient f1=4.201 in the third column is significantly positive, and B1(equation 4)*y(equation 5) and 1
(equation 3) have the same sign. Part of the mediation effects are established, and the mediation effects account
for 4.5% of the total effects. In terms of current political connections, the results in column 4 show that current
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political connections are significantly positively correlated with the performance of private enterprises
(B1=6.035, p<0.01). The results in the fifth column show that the current political connections significantly
positively affects enterprises’ expenditure on non-productive activities (31=0.311, p<0.01), and coefficient y in
the sixth column is significant (y=5.686, p<0.01), which shows that non-productive activity expenditure is also
an intermediary factor for current political connections to improve corporate performance. In the sixth column,
coefficient p1=1.122 is significantly positive, and B1(equation 4)*y(equation 5) and Bl (equation 3) have the
same sign, part of the mediation effects are established, and the mediation effects account for 29.3% of the total
effects. In summary, non-productive activity expenditure can be regarded as an intermediary factor for political
connections to improve corporate performance. Hypothesis 3 of this paper has been proven.

5. Conclusions

According to the analysis above, three main conclusions can be drawn in this paper: firstly, enterprises with
political connections have better performance than those without political connections; secondly, different types
of political connections all have positive effects on the performance of private enterprises, and compared with
previous political connections, current political connections have more positive effects on the performance of
private enterprises; thirdly, tax burden and non-productive activity expenditure are mediating factors in the
relationship between and private enterprise performance.

The relevant empirical results also have important implications for Chinese government and Chinese private
enterprises. Firstly, the government should pay attention to the law of industrial development, simplify the
structure of government, continue to explore and build a perfect institutional environment, promote
marketization and energize the competitiveness in market with less impacts of non-price competition. Secondly,
private enterprises should rationally construct appropriate political connections. Judging from the results of this
paper, although both types of political connections can improve corporate performance, previous connections are
unstable and expensive to maintain; current political connections affect enterprise more significantly but it
doesn’t mean certain profits. Therefore, to intensify the real ROA in enterprises, private enterprises need to pay
attention to the acquisition of various core resources, control their various operating costs (including
politically-related costs), build their own core competitiveness and truly increase the return on assets. At the
same time, the conclusions of this paper also imply policy implications. There is a trade-off between political
connections and enterprise government. Entrepreneurs should devote more time to the management and
operation of enterprises, reduce the amount of unnecessary time spent on government and other external factors
due to maintaining political connections.
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