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Political Connection, Institutional Environment
and Capital Investment of Listed Companies

CHEN Yun-sen', ZHU Song”

(1. School of Economics & Management , Tsinghua University » Beijing 100084, China ;2. School
of Economics & Business Administration , Beijing Normal University » Beijing 100875, China)

Abstract: During the transition period, the governments in China have
great power in resources allocation, and the political connections between
enterprises and the governments affect the investment activities of enterpri-
ses. The paper finds that the political connections provide more external fi-
nancing convenience, loosen internal financing constraints, and reduce the
coordinative costs with governments, so it can raise the investment efficien-
cy and reduce the investcash sensitivity. As the external governance mecha-
nism, the institutional environment will influence the internal investment ef-
ficiency, not the effect of political connections on the enterprise investment.
The effects of the political connections between enterprises and local govern-
ments on the enterprise investment are stronger than the ones of the political
connections between enterprises and non-local governments. Furthermore,
the political connections and institutional environment of enterprises mainly
affect the problem of investment efficiency caused by financial constraints.

Key words: managerial political connection; institutional environment;

capital investment; investment-cash sensitivity
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