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The Party Organization Governance in SOEs and
Supervision Inquiry: Evidence from Internal Governance
Inquiry Letters

Luo Kun" 2, Li Yachao’

(1. School of Accounting, Shanghai University of Finance and Economics, Shanghai 200433, China,
2. School of Economics and Management, Anhui Normal University, Wuhu 241002, China,
3. School of Accounting, Guangdong University of Finance, Guangzhou 510521, China)

Summary: As a unique supervision system in China’s capital market, supervision inquiry is one of the
measures taken by the exchange to conduct non-punitive supervision of listed companies. Therefore, explor-
ing the factors that affect the issuance of inquiry letters by exchanges has become an important proposition for
academic research. Based on China’s unique institutional arrangement, this paper discusses the factors that af-
fect listed SOEs’ inquiries from supervision from the perspective of the Party organization governance, which
is a heterogeneous supervision method. Specifically, this paper takes the internal governance inquiry letters is-
sued by Shanghai and Shenzhen Stock Exchanges from 2015 to 2019 as the research object, and discusses the
influence mechanism of the Party organization governance on the receipt of internal governance inquiry letters
by listed SOEs. Through the research methods of empirical analysis and text analysis, this paper mainly draws
the following conclusions: First, the Party organization governance can effectively reduce the probability and
frequency of listed SOEs receiving internal governance inquiry letters. This conclusion still exits under the
premise of controlling for endogeneity. Second, the results of the mediation effect show that the Party organiz-
ation governance is mainly achieved by reducing agency costs and increasing information transparency,
thereby reducing the probability and frequency of listed SOEs receiving internal governance inquiry letters.
Third, this paper uses Python to identify the heterogeneity and difference of internal governance inquiry let-
ters, and finds that the Party organization governance can effectively reduce the types of inquiry letters such as
shareholder meeting governance issues, board governance issues, and managerial governance issues. Fourth,
the results based on the moderating effect show that the effectiveness of the Party organization governance in
reducing internal governance inquiry letters is more significant in the samples of discussion of pre-implement-
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ation and high promotion expectation of executives. Fifth, the receipt of internal governance inquiry letters
will lead to a decrease in the cumulative abnormal returns (CAR).

The main contributions of this paper are as follows: First, it confirms that the Party organization gov-
ernance can regulate the management behavior of SOEs, and provides useful evidence for the correct under-
standing of the Party organization embedded in the corporate governance structure. Second, it confirms that
the Party organization governance is a supplement to the incomplete mechanism of market law, which can not
only improve the transparency of company information, but also monitor hidden agency costs. Third, it not
only verifies the effectiveness of pre-discussion system, but also verifies that attention should be paid to the
use of executive promotion incentives.

Key words: SOEs; the Party organization governance; supervision inquiry; internal governance
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had established Party organizations, and the construction rate of Party organizations has reached 99%. Party
organizations embedded in firms are a modern corporate governance mechanism with Chinese characteristics.
On the other hand, economic growth of China has significantly improved living standards, but the income dis-
tribution gap has been widened. Narrowing income gap and promoting common prosperity are important goals
of China’s economic system in the future and the cornerstone of building a harmonious society. If Party organ-
izations in private firms play a governance role, it can be expected that the income gap within private firms
will become narrow, which helps to improve social fairness and stability.

Based on the data of the Party organization activities of private listed companies, this paper examines the
impact of Party organizations on the governance of private firms from the perspective of internal income gap.
It is found that the greater the impact of Party organizations, the smaller the income gap within private firms.
The mechanism analysis shows that the negative relationship between Party organizations and income gap is
more pronounced when Party organizations in private firms have greater constraints on the management
power, and the management pays more attention to Party organizations and is more politically sensitive. In ad-
dition, the reduction of income gap within private firms is mainly due to the improvement of ordinary employ-
ees’ salary, rather than the reduction of the management’s salary. The impact of Party organizations on in-
come gap is also pronounced for firms taking part in aid-poor development projects and for Party organiza-
tions in private firms with provincial level honors.

This paper makes several important contributions: First, it enriches the research of Party organizations in
private firms. Prior literature mainly studies the economic consequences of Party organizations in state-owned
firms, while this paper focuses on the income gap within private firms. Second, it enriches the literature of
political parties and corporate governance, which helps to understand the advantage of Party organizations in
modern corporate governance with Chinese characteristics. Third, the conclusions of this paper have import-
ant policy implications on strengthening the construction of Party organizations in private firms, deepening the
reform of income distribution system, and promoting social fairness, justice and common prosperity.

Key words: Party organizations; private firms; corporate governance; income gap
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