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Can Tongxiang Guanxi Play a Role in Executive
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centive contracts, and the differences of the above effect under different political connec-
tions. It shows that the longer the pyramidal layers of state-owned enterprises is, the
stronger the correlation between executive compensation and accounting performance is
and the more manages are likely to be replaced owing to bad accounting performance;
meanwhile, in the sample of managers without political connections, the above phenome-
non is more obvious. These above results indicate that the pyramid structure of state-
owned enterprises is a kind of institutional arrangement of government decentralization,
and reduces the political costs state-owned enterprises face. However, it also finds that for
enterprises with good performance, too long pyramidal layers may lead to excessive power
of managers, resulting in executives’ compensation manipulation. These findings provide
policy implications for deepening the reform of state-owned enterprises.

Key words: pyramidal layer; executive compensation; executive turnover; political

cost
(RS R 1D
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administration governance to economic governance, the feature of administrative executive
appointment and dismissal in SOEs is difficult to be ignored. This paper has a hand collec-
tion of hometown information and position changes of provincial SOEs’ chairmen and gen-
eral managers from 2004 to 2014, and employs hometown information to distinguish
whether they are tongxiang with the secretaries of provincial party committees and the
heads of organization departments. It explores the effect of tongxiang guanxi on provincial
state-owned enterprises’ executive promotion for the first time. It {inds that tongxiang
guanxi has a positive impact on the promotion probability of the heads of provincial state-
owned enterprises, and this positive impact is more obvious in the sample of the heads of
provincial state-owned enterprises with political connections. Additionally, it uses the cut
of deputy leaders as an exogenous event and tests whether there are differences in the posi-
tive effects of tongxiang guanxi with the heads of organization departments on the promo-
tion probability of the heads of provincial state-owned enterprises before and after the cut
of deputy leaders. It shows that the heads of provincial state-owned enterprises with tongx-
iang guanxi with the heads of organization departments have higher promotion probability
after the cut of deputy leaders, further confirming the rationality of hypotheses.

Key words: provincial state-owned enterprises’ executive promotion; tongxiang

guanxi; political connection; corporate governance
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