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Political Connections, Social Capital and Investment Efficiency
—-——-Based on Investment-Cash Flow Sensitivity
CHEN Xiao-yun** WU Chao-peng*

(1. School of Management, Xiamen University, Xiamen 361005;
2. School of Business, Jimei University, Xiamen 361000, China)

Abstract: From political connections and social capital perspective, this paper studies the impact of non-formal institutions on invest-
ment efficiency of listed companies in China. The results show that political connections and social capital alleviate underinvestment
problem arising from information asymmetries. The authors also find that political connections and social capital mitigate the
over-investment. In addition, overinvestment is more dominated distortion. There is a positive relation between political connection and firm
value. In high-social capital areas, Tobin’s Q of local firms is higher. This paper illuminates informal institutions, such as political connec-
tions and social capital, can be alternative mechanism of under-developed financial markets and poor investor protection in China and help
add value to firms, i.e., increasing investment efficiency.
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