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Clan Genes in Private Companies: Evidence from Financial Constraints
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Summary: Clan culture has had a strong influence on China’ s social and economic development one that sets it apart
from other national cultures ( Hsu 1963) . Greif & Tabellini (2010) pointed out that in history China has been dominated
by clan culture while Europe has been dominated by city culture and this cultural difference has led to distinet institutional
systems in China and Europe. Freedman (1958 1966) a British sinologist and anthropologist was a notable early scholar
of Chinese clan culture. Later clan culture was widely discussed in the fields of sociology and anthropology and
considered to be an important factor affecting the autonomy of Chinese villages ( Watson 1982; Yang 1994; Kennedy
2002; Manion 2006; Su et al. 2011). In recent years the concept of clans has been introduced into the field of
economics and scholars have confirmed that clans have many economic functions such as allocating economic resources
and providing public goods ( Peng 2004; Xu & Yao 2014; Zhang 2017) . Regrettably there have been few clan—related
studies in the field of corporate finance.

Financial constraints are key factors that hinder the development of Chinese companies. According to the World Bank
report 75% of non-inancial listed companies in China report that financial constraints are the main obstacles to
development ( Claessens & Tzioumis 2006) . In particular Chinese private companies have frequently faced financing
difficulties ( Poncet et al. 2010; Guariglia et al. 2011; Cull et al. 2015)  which suggests that behind the rapid
development of the private economy in China there may be a unique mechanism that allows them to overcome these
constraints. Allen et al. (2005) pointed out that China’ s relationship and reputation mechanism can play an important role
in replacing legal protections and the financial system; clan culture which highly values relationships and reputation may
provide a new perspective for understanding the financial constraints of private companies.

Based on the work of Greif & Tabellini (2017) Zhang (2017) and Chen et al. (2017) this paper uses clan genealogy
to measure clan culture intensity and uses the financial data of listed companies to construct the KZ index ( Kaplan &
Zingales 1997; Luo 2011; Chen & Wang 2012; Kang et al. 2017) to measure the financial constraints of private listed
companies. The results show that in regions with strong clan culture the financial constraints of private companies are
smaller. We confirm these results using rice suitability and terrain slope as instrumental variables and company relocation of
companies as a lest scenario. Further we use the Chinese General Social Survey ( CGSS) to confirm that greater trust
information interaction and ethics are the three mechanisms by which clan culture affects companies’ financial constraints.
In addition we find that when companies face industry crises they experience fewer financial constraints in areas with strong
clan culture. Further research shows that in areas with strong clan culture more clan members participate in equity financing
of companies. Companies can also obtain higher commercial credit from upstream and downstream companies and are more
willing to trade with clan members even though they cannot obtain more credit support from formal financial institutions. In
addition an influential network of clans can enhance the mitigation effect of clan culture on financing constraints; however
when an entrepreneur operates a company outside his hometown or there is more immigration in the region this will reduce
the effect. Finally in areas with strong clan culture the financing cost of companies will be lower.

A cultural revolution is taking place in the field of finance and economics ( Zingales 2015) . China continues to
emphasize traditional culture and thus it provides an ideal focus for cutting-edge academic research in this area. This paper
focuses on China’ s unique clan culture and is the first to confirm its positive effect in alleviating financial constraints and
promoting economic development from the micro perspective of corporate finance. It also shows how clan culture affects
financial constraints by influencing equity financing and commercial credit. This paper provides empirical evidence for how
private companies overcome financing difficulties and achieve rapid development and will guide policy makers in using
traditional culture to encourage economic transformation and growth.

Keywords: Clan Culture; Private Companies; Financial Constraints
JEL Classification: G21 G32 Z13
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