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NEEWRE
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4 7R o ATRUA B, AS M THE BA B AT R Al BT J A4 R A O, T 2 A 0 B B AT A A A
b B K L) 2 2 AR T 0. 009, [A] I SEBRBL A B TE T 0. 026, 1K B 8 A DAl R A ol B K L 91 B
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Government-enterprises Networks , Enterprise Resource Accessibility and

Economic Efficiency; Evidence from the Departure of Local Officials

LU Sheng-hua, WANG Hui
(School of Public Affairs,Zhejiang University , Hangzhou, Zhejiang,310058 , China)
Abstract: Officials promoted from local tend to form close networks between governments and enterprises, while their
departure will destroy the existing strong government-enterprises networks. On the other hand, enterprises in China to large
extent rely on governments for economic resource access. Therefore,we suggest that the destruction of the networks between
governments and enterprises caused by the departure of local officials would have impact on the resource accessibility and
economic efficiency of enterprises.

In the view that the appointment and transfer of officials are completely controlled by highly hierarchical governments,
we view the departure of locally promoted officials as an exogenous event to estimate the value of government-enterprises
networks for enterprises. By combining the detailed information of party secretaries and mayors in 332 municipal-level cities
and financial data of listed companies in Shanghai and Shenzhen, this paper finds that the departure of local officials will
significantly reduce the bank loans and government subsidies that companies receive, while at the same time increase the
effective tax rate of the company. Compared with the departure of mayors, the departure of party secretaries has a greater
impact. The results are quite robust facing a series of robustness checks,such as the change of dependent variables, dropping
of some special samples. We also confirm that the mechanism is indeed the destruction of government-enterprises networks,
rather than the uncertainty caused by the change of officials.

In the section of further discussion, we test the heterogenous effect of the destroy of strong government-enterprises
networks. We divide enterprises into sub-samples according to equity structure and industry respectively. Theoretically, we
conjecture that private enterprises and manufacturing enterprises are more dependent on networks,which means they will be
more severely affected facing the departure of local officials. This hypothesis is supported by empirical results, which prove
that the destruction of networks has greater impact on private enterprises and manufacturing enterprises. Finally, this paper
also finds that the total factor productivity ( TFP) of the enterprises has increased after the departure of locally promoted
party secretaries. We also prove that the increase of TFP is resulted by the mitigation of network-driven resource allocation.
The results imply the government-enterprise network will lead to the distortion of resource allocation,which is detrimental to
the sustainable development of enterprises.

This paper makes three major contributions. First, we address the endogeneity occurred in most papers that try to
estimate the value of political connections by taking the departure of officials as nature experiments. Such a research design
gives us an accurate estimate of the impact of the government-enterprise network relationship. Second , we make a preliminary
attempt to reveal how the resource allocation driven by networks effects the economic efficiency,which is overlooked in the
existing papers. Third , this paper provides a micro-evidence for how local officials influence economic development, which
enriches the literature on the interaction between officials and economic growth in China.

The empirical results also have significant policy implications. First, from the perspective of official governance, the
exchange of officials from different places could avoids the negative impact of long-term employment of officials in the same
place. Second, the separation of government and enterprise as well as the decentralization emphasized by the central
government is crucial for the sustainable development of enterprises. From a practical perspective,we believe that on the one
hand, it is necessary to establish a list of positive government powers as soon as possible. While doing a good job in
supervision , governments are supposed to simplify the approval procedures and fully respect the autonomy of enterprises. On
the other hand, a list of negative powers is also needed to avoid excessive government intervention in the operations of
enterprises. Only by separating the government from the enterprise can Chinese enterprises achieve high-quality and
sustainable development.

Key Words: government-enterprises network; economic resource; total factor productivity; local-promoted; departure
of official
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