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Abstract

Since the reform and opening up, China's private firms have obtained enormous
achievements in development, private economy has become an important part of the
national economy, In-depth study of the factor of Chinese private firms’ performance
is not only theoretically significant, but also practically important. We analysis how
political connections have the influence on private firm performance at the
background of regional competition. The competition brought by Fiscal
decentralization and government officals’ promotion between regions is an important
reason for privatization, and still an important background for Chinese private firms
performance and its political connections. About the theory of the impact of political
connections on firm performance,”helping hand” and ”grabbing hand” is still under
debate. From the perspective of the regional competition, this paper study the
relationship between Chinese private firms’ executives’ political connections and firm
performance, and attempt to analyse the relationship between political connections
and regional competition.

In this paper, we use 2003 — 2008, 270 listed private enterprises in the panel data
analysis, results show that: (1) If we use financial expenditure to measure the regional
competition, it will improve the performance of private enterprises, the higher the
level of per capita expenditure, the better enterprise performance; political
connections will reduce corporate performance, and political connections and firm
performances are negatively correlated, “grabbing hand” to support the low efficiency
of political connections. The study also find that the relationship between firm
performance are firm negative with leverage, positive with growth, and are not
relevant with firm size and rates of top shareholder. (2) The firms in low levels of
fiscal expenditure are more eager to build political connections, while regions with
high levels are not. The study also found that large-scale, low leverage and monopoly
industries are more likely to form political connections, while the proportion of top

shareholders and firm growth are not.



This paper suggests: (1) We should transform government functions, reform
governmence, create a good political connections, so that the entrepreneurs can put
more energy on the business, rather than maintaining the relationship with the
government. (2) Increasing the level of financial expenditure of local government,
the appropriate regional level of competition will help improve business performance,
and enhance the economic vitality. (3) Speed up the process of the market, reducing
government regulation, according to market allocation of resources for private

enterprises to provide a platform for fair competition.
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