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Abstract 
As the domestic capital market starts late, relative to perfect foreign capital markets, there is rela-
tively less study on Merger and Acquisition (M & A), and there is more lacking in related research 
on the impact of non-economic factors such as corporate culture and political connection on the 
performance of M & A. This paper supplements vacancy related fields through the study on impact 
of relations between enterprises and governments on the performance of M & A. Taking M & A 
events launched by China’s A-share listed companies from 2007 to 2011 as samples, this paper 
uses operating cash flow return on total assets to measure a company’s performance and testing is 
performed by multiple regression analysis; the results show that the political connection degree of 
general manager or chairman has no significant impact on the performance after M & A, while has 
a significant positive impact on the performance of M & A in private enterprises. 
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1. Introduction 
Enterprises often use internal resources or external resources to expand in their development process in order to 
achieve scale effect and to seek long-term development of enterprises. In expansion of Western companies, 
Merger and Acquisition (M & A) is a major way, and there have been numerous researches on the impact of M 
& A on corporate performance abroad. However, China’s capital market has started late, and the rules system is 
imperfect; thus research on the performance of M & A is also relatively lacking. 

Existing research on the performance of M & A focuses on two aspects; one is selection of measurement in-
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dex for the performance of M & A, and another one is study on factors influencing the performance of M & A. 
Study on factors affecting the performance of M & A mainly focuses on discussing impact of factors such as 
business ownership structure, capital structure and corporate governance on the performance of M & A, while 
there is less research on impact of political connection on the performance of M & A. In fact, because the Chi-
nese society is in special period of transition economy and has social and cultural traditions of stressing “human 
feelings” and “relationship”, social capital brought by government-relevance to the enterprises shows strong ex-
planatory power for phenomena in China’s economy and society. A large number of studies have shown that 
enterprises enjoy more advantages such as taxes, financing, and cross-industry business and so on with high po-
litical connections, but there are also deficiencies of lower operating efficiency. In addition, although there are 
few studies in this area currently, they only regard political connection as a dummy variable to study the rela-
tionship between the two, and there is no precise quantification of the variable—political connection. 

In view of the above discussion, this article will use Analytic Hierarchy Process (AHP) analysis method to 
build exquisite political connection index so as to study of the issue of the performance of M & A in govern-
ment-linked companies. In addition, we use AHP methods to measure the degree of political connection of 
chairman and general manager respectively. We use chairman-political connection and general manager-    
political connection to be the representation of the degree of political connection of chairman and general man-
ager in this study. 

Firstly, we will study difference in impact of political connection degree between chairman and general man-
ager on the performance of M & A, and then study difference in impact of political connection on the perfor-
mance of M & A in private-owned enterprises and non-private-owned enterprises. 

2. Literature Review and Research Hypothesis 
Currently, there are a growing number of researches on political connection, but there is temporarily no conclu-
sive data whether political connection will bring positive or negative impact on enterprises in short-term or 
long-term, and documents research results related to political connection are collected here to determine whether 
government-relevance will bring positive or negative impact on enterprises and to demonstrate research results 
by category. 

2.1. Political Connection Brings Positive Impacts on Enterprises 
A considerable part of scholars believe that political connection will provide convenience for corporate devel-
opment in all aspects to facilitate their better performance. For example, after the study on global 47 countries, 
Faccio et al. [1] have found that political connection is a common phenomenon, and especially in emerging 
market countries, government-linked companies often have stronger competitive advantages such as more fa-
vorable loan rates, lower tax rates and higher market share, while he has found that the higher the level entering 
the politics, the more intense the company’s market reaction will be. Li et al. [2] believe that relation is an in-
formal system, and there is certain substitutability between it and the formal system, and it can reduce corporate 
uncertainty to some extent and reduce transaction costs. Claessens et al. [3] believe that since the government 
holds the power of resources allocation, political connected enterprises can take higher priority to receive gov-
ernment orders, to get more subsidies and more tax breaks. Park and Luo [4] have found that political connec-
tion is the alternative of backward legal mechanism in some way, helping enterprises to protect their rights, so as 
to be conducive to increasing the value of the business. 

There are also related researches on impact of political connection. Xuyang Hu [5] has conducted research 
with top 100 private enterprises in Zhejiang Province in 2004 as samples, and research results show that the po-
litical connected private enterprises can deliver positive signal of credit quality, thus they will obtain handier fi-
nancing. Guangyong Lei et al. [6] has taken A-share listed companies in 2003-2005 as the research object and 
found that in the case of the low level of government by law, political connection has greater positive impact on 
corporate value. Min Zhang and Jicheng Huang [7] have studied found that the government-linked companies 
have higher degree of diversification than the non-government-linked companies, which prove that government- 
linked companies can obtain more diversified resources. Danglun Luo and Xiaolong Liu [8] have conducted re-
search with private listed companies in 2004-2006 as samples, and the results show that government-linked pri-
vate enterprises can more easily enter the government-controlled high profit industries, thereby improving the 
corporate performance. Minggui Yu et al. [9] have found that when the capital occupying for controlling share-
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holders never occurs, political connection has a positive impact on the company’s performance. 

2.2. Political Connection Brings Negative Impacts on Enterprises 
Research on the negative impact of political connection on enterprises is basically expounded from the perspec-
tive of impact of political connection on operating decision and efficiency inside the enterprises. Faccio et al. [1] 
believes that although the government-affiliated enterprises have easier access to government support after 
plunging into a sorry plight, there is a significant decline in performance after gaining the support and it is sig-
nificantly lower than that in non-government-linked companies. Marianne et al. [10], taking listed companies in 
France as research subjects, has found that in order to reap the continued benefits of political connection, gov-
ernment-linked companies have to pay more associated costs to maintain the political connection, thereby re-
ducing the efficiency of corporate application of funds. 

There are some relevant literatures on the adverse effects of political connection on business operation in 
China. Jiaxing You et al. [11] have analyzed changes in 842 executives in1998-2008, and the results show that 
government-linked companies have increased the entrenchment effect of senior executive departing and reduced 
the company’s performance. Hongbo Pan and Minggui Yu [12] have carried out research on A-share listed pri-
vate enterprises in 2001-2005 and found that government-affiliated listed private enterprises have lower costs of 
shareholders’ interest transfer, thereby enhancing the possibility of their transfer of benefits and reducing corpo-
rate performance. Min Zhang et al. [13] has studied and found that although the government-linked companies 
can obtain convenient bank loans, they also make more excessive investments, thus reducing the using efficien-
cy of corporate credit funds. The study of Xingqiang Du et al. [14] has found that there is a significant positive 
relationship between political connection and corporate excessive investment. The study of Jianhua Guo [15] 
has found that government-affiliated private listed companies will bear more policy burdens relatively, increase 
unnecessary costs and reduce performance. 

In terms of the relevant literatures, political connection will truly influence the entrepreneurial behaviors of 
investment and financing and expansion, and has obvious impact on private enterprises; M & A is an important 
form of business expansion, and it will inevitably be associated with political connection to some extent. By ref-
erence to the conclusions of relevant literature, this paper makes the following several assumptions: 

Hypothesis 1: Chairman-political connection has significant positive impacts on the performance of M & A in 
listed companies. 

Hypothesis 2: General manager-political connection has significant positive impacts on the performance of M 
& A in listed companies. 

Hypothesis 3: Political connection has significant positive impacts on the performance of M & A in private- 
owned enterprises. 

3. Research Design 
3.1. Sample Treatment 
M & A studied in this paper include asset acquisition, share acquisition and consolidation by merger. The object 
of this study is listed companies in Shanghai and Shenzhen in 2007-2011, and the selection of 2007 as the start-
ing year mainly considers the implementation of the new accounting standards in that year, so as to ensure con-
sistency of accounting policies during the study period; selecting 2011 as the year of termination is out of the 
consideration that the study on performance in three years after the M & A is required. Data related to M & A 
are obtained from CSMAR database. Furthermore, referring to the operation of the relevant literature, this paper 
filters the original data as follows: 

1) Eliminate samples that bidders are financial and non-bank financial companies. 
2) The ratio of M & A transactions amount to total assets of acquiring firm is not less than 4%. 
3) The bidder achieves relative holding of the target company after M & A, and equity ratio of bidder after M 

& A is greater than 30%. 
4) For multiple M & A completed in the same company and at the same year, the sample of the largest 

amount is retained. 
5) Eliminate the relevant missing information and sample data of unknown resume information of executives. 
6) Eliminate samples of related transactions. 



Z. T. Zhong 
 

 
4 

7) Eliminate ST (Specialtreatment) and *ST listed companies. 
8) Eliminate B-share listed companies. 

3.2. Variable Description 
The methods to measuring the performance of M & A are mainly market approach and accounting law currently. 
Shanmin Li et al. [16] have pointed out that the market approach is to measure the performance of M & A with 
long stock returns in event period, but the premise is that stock market effective, while there is a gap between 
China’s capital market and foreign mature capital market. Therefore, this paper uses operating cash flow return 
on total assets to measure the performance of M & A, and this may also avoid distortion of accounting informa-
tion caused by changes in earnings management and accounting policy in addition to avoiding the validity of the 
securities market. Table 1 shows the type, name, symbol and measure method of variables. 

3.3. Model Specification 
To test the hypothesis 1 and 2, we have taken operating cash flow return on total assets as dependent variable 
and general manager-political connection index and chairman-political connection index as the independent va-
riables respectively, while five control variables including LnAsset (Natural logarithm of total assets), Leverage 
(Total debt/total assets), BM (Book-to-Market ratio), TQ (Tobin’s q) and Private (Whether the company is pri-
vate-owned) are introduced; additionally, annual dummy variables are added to control impact of economic 
trends at different years on the performance of M & A; 1 is taken as the dummy variable of year_1 to year_4 to 
indicate 2007 to 2010 respectively. Equation (1) established is as follows: 

, 1 0 1 2 3 , 1 4 , 1 5 , 1

6 , 1 7 8 9 10 ,_1 _ 2 _ 3 _ 4
i t i i i t i t i t

i t i i i i i t

CFR ChairPCIndex Private LnAsset Leverage TQ
BM Year Year Year Year

β β β β β β

β β β β β ε
+ − − −

−

= + + + + +

+ + + + + +
        (1) 

In Equation (1), i is the number of M & A events and t is the acquisition of the year; , 1i tCFR +  indicates the 
operating cash flow return on total assets exceeding corresponding value in the previous year one year after the 
occurrence of M & A event, showing improved conditions of business instances to measure the performance of 
M & A. When 1β  in Equation (1) is significantly positive, it indicates that the greater the degree of corporate 
Chairman-political connection is, the greater the degree of performance improvement after M & A will be. 

iChairPCIndex  is replaced for iCEOPCIndex  to establish Equation (2) as follows: 

, 1 0 1 2 3 , 1 4 , 1 5 , 1

6 , 1 7 8 9 10 ,_1 _ 2 _ 3 _ 4
i t i i i t i t i t

i t i i i i i t

CFR CEOPCIndex Private LnAsset Leverage TQ
BM Year Year Year Year

β β β β β β

β β β β β ε
+ − − −

−

= + + + + +

+ + + + + +
        (2) 

when in 1β  Equation (2) is significantly positive, it indicates that the greater the degree of general manager- 
political connection is, the greater the degree of performance improvement after M & A will be. Adding 

*i iPrivate ChairPCIndex  and *i iPrivate CEOPCIndex  in Equations (1) and (2) respectively to establish Equa-
tions (3) and (4) as follows: 

 
Table 1. Variable description table. 

Variable type Variable name Variable symbol Variable measure method 

Explained variable Operating cash flow return on total assets CFR Operating cash flow/total assets 

Explanatory variable Political connection index of chairman PCIndex_Chair Obtaining political l connection index of 
chairman and CEO by using analytic 
hierarchy process (ahp).  Political connection index of CEO PCIndex_CEO 

 Whether the company is private-owned Private If the company is private-owned, recorded 
as 1, otherwise to 0. 

Control variable Company size LnAsset Natural logarithm of total assets 

 Leverage ratio Leverage Total debt/total assets 

 Book-to-Market ratio BM It is the reciprocal of the price/book value ratio 

 Tobin’s q TQ Enterprise value/asset replacement cost 



Z. T. Zhong 
 

 
5 

, 1 0 1 2 3

4 , 1 5 , 1 6 , 1 7 , 1 8

9 10 11 ,

_1
_ 2 _ 3 _ 4

i t i i i i

i t i t i t i t i

i i i i t

CFR ChairPCIndex Private Private ChairPCIndex
LnAsset Leverage TQ BM Year
Year Year Year

β β β β

β β β β β

β β β ε

+

− − − −

= + + + ∗

+ + + + +

+ + + +

            (3) 

, 1 0 1 2 3

4 , 1 5 , 1 6 , 1 7 , 1 8

9 10 11 ,

_1
_ 2 _ 3 _ 4

i t i i i i

i t i t i t i t i

i i i i t

CFR CEOPCIndex Private Private CEOPCIndex
LnAsset Leverage TQ BM Year
Year Year Year

β β β β

β β β β β

β β β ε

+

− − − −

= + + + ∗

+ + + + +

+ + + +

            (4) 

when 3β  in Equations (3) and (4) is significantly positive, it indicates that political connection has significant 
positive impacts on the performance of M & A in private-owned listed companies. 

4. Hypothesis Test and Regression Result Analysis 
4.1. Descriptive Statistics 
Table 2 divides samples into two categories according to whether the company is private-owned and lists the 
consequence of variables’ descriptive statistics. As can be seen from the mean from tCFR  to 3tCFR + , the per-
formance of M & A in private-owned enterprise at the year of M & A and a year after M & A is worse than that 
in non-private enterprises, but the performance of M & A in private-owned enterprises from the second year to 
the third year after M & A is better. Chairman-political connection index of private-owned enterprises is less 
than that in the non-private-owned enterprises, indicating that private-owned enterprises have relatively weaker 
degree of political connection. The average BM value of private-owned enterprises is lower, indicating its higher 
price/book value ratio. Private-owned enterprises have significantly higher leverage than non-private-owned en-
terprises, indicating that private-owned enterprises have higher debt ratio. At the same time, TQ value in pri-
vate-owned enterprises is also significantly higher, which can be considered that private-owned enterprises have 
higher investment spending. 

4.2. Correlation Test 
Table 3 shows the correlation between the variables by using Spearman correlation test. We can find that 
CEOPCindex and ChairPCindex are weakly negatively correlated with Operating cash flow return on total as-
sets(CFR1), but this is not significant, indicating that the impact of political connection level for corporate ex-
ecutives is small. LnAsset and BM are greater negatively correlated with Operating cash flow return on total as-
sets(CFR1) with higher significance. 

In addition, the correlation between the two independent variables of CEOPCindex and ChairPCindex is 
0.2151 and they are not highly correlated. At the same time, the correlation coefficient between the other control 
variables is no more than 0.4, indicating that there is no issue of multicollinearity in the model. 
 
Table 2. The result of descriptive statistics. 

Private  CFR0 CFR1 CFR2 CFR3 CEOPCINDEX CHAIRPCINDEX LNASSET BM LEVERAGE TQ 

1 

Mean −0.0226 0.0356 0.0471 0.0193 0.0043 0.0114 20.917 0.2061 398.95 10.130 

Median −0.0008 0.0018 −0.0028 0.0076 0.0000 0.0000 20.866 0.1906 45.676 2.3995 

Max 1.0324 4.0641 5.0192 2.5770 0.0860 0.2497 23.829 1.4918 101319 2123.8 

Min −14.915 −0.5450 −2.0863 −2.7789 0.0000 0.0000 12.314 −1.1041 1.7795 0.2409 

S.D. 0.6295 0.3083 0.5617 0.2987 0.0113 0.0315 1.2043 0.2101 5748.9 120.44 

0 

Mean 0.0725 0.0672 0.0035 −0.0865 0.0046 0.0182 21.787 0.2471 53.339 2.3026 

Median 0.0110 −0.0075 0.0002 −0.0068 0.0000 0.0000 21.672 0.2158 52.823 1.5329 

Max 37.8951 37.8094 37.8653 38.122 0.1244 0.2497 26.163 1.0477 674.05 35.145 

Min −1.8439 −1.6954 −24.291 −62.153 0.0000 0.0000 16.962 −0.4471 2.0744 0.1985 

S.D. 1.3497 1.3804 1.8191 3.3484 0.0134 0.0402 1.2956 0.1754 36.485 2.4975 
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Table 3. Spearman correlation test. 

 CFR1 CEOPCINDEX CHAIRPCINDEX BM LEVERAGE LNASSET TQ PRIVATE 

CFR1 1.00        
CEOPCINDEX −0.02 1.00       
CHAIRPCINDEX −0.02 0.21*** 1.00      
BM −0.05** −0.01 0.00 1.00     
LEVERAGE 0.00 −0.01 −0.02 −0.09*** 1.00    
LNASSET −0.10*** 0.08*** 0.14*** 0.35*** −0.26*** 1.00   
TQ 0.00 −0.02 −0.02 −0.09*** 0.37*** −0.27*** 1.00  
PRIVATE 0.015* −0.01 −0.09*** −0.10*** 0.04* −0.32*** 0.04* 1.00 

Note: *, ** and *** show that test result is respectively significant at level 10%, 5%, 1%. 

4.3. Empirical Result Analysis 
This article will examine the impact of relations between enterprises and governments on the performance of M 
& A in acquiring company through the establishment of multiple linear regression model. Table 4 shows OLS 
regression result. Second and third columns of the table primarily test the impact of chairman-political connec-
tion and general manager-political connection on the performance of M & A in listed companies. In the fourth 
column and the fifth column, we have added cross multiply items of political connection and private-owned or 
not (CEOPCindex∗Private and ChairPCindex∗Private), in order to examine the differences in impact of political 
connection on the performance of M & A in private-owned enterprises and non-private-owned enterprises. In 
the second and third columns, the coefficients of ChairPCindex and CEOPCindex are negative (−0.325005 and 
−0.817529) but not significant, which indicates that compared to listed companies without political connection, 
listed companies with political connection have even worse performance of M & A, but this difference is not 
significant. That is, the government-backed executives do not bring a significant impact on the performance of 
M & A in listed companies, thereby rejecting the Hypotheses 1 and 2. 

With respect to the insignificant impact of political connection on the performance of M & A in listed compa-
nies, the reason is that the costs paid by enterprises to establish and maintain political connection and gains 
brought by political connection offset each other. Political connection can ease financing constraints of enter-
prises, providing important financial support for the implementation of M & A, but also can help enterprises to 
enter the government-regulated industry, thus contributing to its implementation of diversified M & A, which 
have helped improve the performance of M & A. However, at the same time, establishing and maintaining po-
litical connection needs to pay certain costs. Relaxed financing environment may cause overconfidence in en-
terprise managers, thereby inducing its implementation of M & A bad for long-term development of enterprises; 
in addition, political connection makes easier government intervention in business, forcing enterprises to im-
plement some unscientific M & A bad for their own development in order to improve performance of govern-
ment officials, thus reducing the performance of M & A. Therefore, ultimate impact of political connection on 
the performance of M & A in listed companies depends primarily on the comparison between two forces of po-
litical connection. Seen from the regression results of this paper, the various costs paid by enterprises to estab-
lish and maintain political connection are likely to have offset the various beneficial effects of the political con-
nection on the enterprises, thus we obtaining negative correlation of political connection and non-significant 
impact. 

In the fourth and the fifth columns of the table, we have added cross multiply items of political connection 
and private-owned or not (CEOPCindex∗Private and ChairPCindex∗Private). As can be seen from the regres-
sion results, coefficient of ChairPCindex∗Private and CEOPCindex∗Privateat is significantly positive (0.793494 
and 1.039044) at confidence level 10 %, indicating that in the M & A of private-owned enterprises, the political 
connection can significantly increase the performance of M & A in private-owned listed companies, thus hypo-
thesis 3 holds. It is worth noting that after the addition of cross-multiplication term, the coefficient of ChairP-
Cindex and CEOPCindex becomes smaller (−0.577372 and −1.175469), which shows that direct impact  
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Table 4. Regression results of model (1)-(4). 

 (1) (2) (3) (4) 

 CFR1 CFR1 CFR1 CFR1 

Constant 1.732338*** 1.746577*** 1.72752*** 1.748788*** 

 (3.00475) (3.044064) (2.995151) (3.046455) 

CHAIRPCINDEX −0.325005  −0.577372  

 (−0.422224)  (−0.620999)  
CEOPCINDEX  −0.817529  −1.175469 

  (−0.366406)  (−0.427233) 

CHAIR∗PRI   0.793494*  

   (1.74532)  
CEO∗PRI    1.039044* 

    (1.72836) 

BM −0.076057 −0.075192 −0.078376 −0.074963 

 (−0.470814) (−0.465582) (−0.484831) (−0.464005) 

LNASSET −0.079019*** −0.079703*** −0.078531*** −0.079717*** 

 (−3.00285) (−3.04649) (−2.9813) (−3.046011) 

LEVERAGE −0.000429* −0.000427* −0.000428* −0.000426* 

 (−1.73665) (−1.729319) (−1.730768) (−1.723678) 

TQ 0.020096* 0.019996* 0.020038* 0.019942* 

 (1.700283) (1.692818) (1.694787) (1.687367) 

PRIVATE 0.106593* 0.105375* 0.117046* 0.109979* 

 (1.764342) (1.744362) (1.823974) (1.721822) 

YEAR_1 0.079864 0.077047 0.080435 0.076505 

 (0.880079) (0.853549) (0.886067) (0.846963) 

YEAR_2 0.013809 0.010738 0.011098 0.010137 

 (0.154006) (0.119851) (0.123492) (0.113044) 

YEAR_3 0.14915 0.148611 0.148362 0.148862 

 (1.59597) (1.590443) (1.586874) (1.592495) 

YEAR_4 0.034429 0.033703 0.034132 0.033451 

 (0.387327) （0.379154） (0.383874) (0.376157) 

Note: *, ** and *** show that regression result is respectively significant at level 10%, 5%, 1%; T statistics are shown in brackets. 
 
of political connection on the performance of M & A in listed companies is negative; however, impact on the 
performance of M & A in private-owned listed companies is positive. This is mainly because most of the private 
enterprises are lacking in political connection. Therefore, government-linked private-owned enterprises have 
more advantages in loans, tax and other aspects. 

5. Conclusions and Suggestions 
From an overall perspective, the government-backed executives fail to bring significant impact on the perfor-
mance of M & A in listed companies. Although political connection can ease financing constraints of listed 
companies and help businesses access to government-regulated industry so as to improve long-term performance 
of M & A, political connection may also cause excessive investment in listed companies; thus they would be 
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engaged in some M & A projects bad for corporate long-term development, and government intervention 
brought by political connection would also bring a negative impact on the performance of M & A in listed com-
panies. Therefore, positive and negative effects of political connection may cancel each other out, thus the im-
pact of political connection on the performance of M & A becomes non-significant. 

In M & A of private enterprises, the political connection can significantly increase the performance of M & A 
in private-owned listed companies. In China, some high-profit industries have been under strict control of the 
government. With the unceasing deepening of reform and opening up, the government is gradually relaxing bar-
riers to enter these regulated industries. Strong government background can help private companies get easier 
access to these high-profit industries to gain broader spaces for development, thereby improving the perfor-
mance of M & A. 

Study in this paper shows that although political connection can bring a positive influence on the performance 
of M & A in the private-owned enterprises; however, when more private-owned enterprises win political con-
nection, the advantages of tax, financing and other aspects will disappear, and the negative impact of political 
connection will appear. Therefore, private-owned enterprises should view the various effects caused by political 
connection in more comprehensive and rational manner. More importantly, private-owned enterprises should 
focus on their core business to achieve various development strategies through their own efforts, rather than to 
seek to build and maintain political connection in search of various rents with single-minded purpose. Only in 
this way can private-owned enterprises obtain long-term sustainable development. 

The government should take and strictly implement various policies and measures to eliminate phenomena of 
discrimination against the private economy in the real economy and to continue to improve property rights and 
the system of legal protection. Only with a favorable external environment, private-owned enterprises can 
mainly focus on their own production and business activities, instead of excessive pursuit of political connection. 
Excessive pursuit of political connection for private enterprises is not only easy to breed corruptions, but also to 
lead to distortions in social allocation of credit resources, thereby reducing the benefit level of the entire society. 
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