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This study examines the relationship between hierarchical political power and the value of cash hold-
ings. To model the power structure, we utilize the hierarchical civil service system in China to dis-
tinguish between the holders of high- and low-level political power. We establish that directors with
high-level political power increase the market value of cash, whereas those with low-level political
power have no impact. Such effects are more pronounced in non-state-owned firms, in regions where
politicians are subject to higher political pressure and in firms experiencing stronger agency conflicts.
Further analysis shows that directors with high-level political power can increase the value of cash
holdings through improved investment efficiency. Among directors with high-level political power,
shareholders benefit most from the presence of those ranked at the Bureau-Department level. Our
study provides original evidence that political hierarchy holds significance for investors’ valuation of
cash holdings and emphasizes the importance of the heterogeneous nature of boards’ political capital

in determining corporate value.

Introduction

Resource dependence theory emphasizes firms’ reliance
on the external environment for critical resources (Pfef-
fer and Salancik, 1978). Among diverse external agents,
governments are particularly influential, as they intro-
duce uncertainties that can significantly impact corpo-
rate operations. Appointing politically connected direc-
tors is a key strategy for managing these challenges,
but their influence on firm outcomes remains debat-
able. While some research suggests that political direc-
tors leverage their government expertise and networks
to reduce uncertainties and transaction costs, benefiting
the firm (Goldman, Rocholl and So, 2009, 2013; Hill-
man, 2005; Zattoni, Bozzolan and Di Donato, 2023),
other studies argue that they may engage in opportunis-
tic behaviour or make suboptimal decisions due to lim-
ited business expertise, possibly harming the firm (Sun,
Hu and Hillman, 2016; Wang and Xu, 2022; Zhang and
Truong, 2019). In this study, we aim to resolve this issue
by examining the heterogeneity of board political capi-
tal. Specifically, we consider individual political power

as a key differentiator and examine its impact on the
value of cash holdings.

We focus on cash value, as cash represents a sig-
nificant element of corporate wealth, affecting a com-
pany’s financial flexibility, investment capacity and risk
management strategies (Acharya, Davydenko and Stre-
bulaev, 2012; Denis and Sibilkov, 2010; Dittmar and
Mahrt-Smith, 2007; Rapp, Schmid and Urban, 2014).
As suggested by resource dependence theory, directors,
particularly those with specialized expertise or influ-
ential connections, may bring unique perspectives to
cash management. Thus, understanding the interplay
between board capital and cash holdings raises a crit-
ical research question. Prior studies have examined the
value of cash and its determinants, focusing on the ben-
efits and costs associated with cash reserves (Chen et al.,
2020; Faulkender and Wang, 2006; Sun, Yin and Zeng,
2022; Xu et al., 2016). Seminal research posits that the
market value of cash is influenced by adverse selection
between firms and outsiders (Myers and Majluf, 1984)
and the moral hazard between managers and sharehold-
ers (Jensen and Meckling, 1976). However, it remains
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unclear whether cash is advantageous or detrimental, as
this may depend on the resources available to the board
and the overall quality of corporate governance. We ad-
dress this gap by studying how heterogeneity in board
political power shapes market perceptions of cash man-
agement efficiency, reflected in the market value of cash
holdings.

We propose that the value of cash depends on whether
political directors possess sufficient political influence
and drive to maximize corporate performance. Prior
research often treats all political directors as of equal
value to firms, overlooking differences in their politi-
cal power. This oversight may stem from the complex-
ity of quantifying political directors’ individual power.
In this study, we address this challenge by modelling
political power heterogeneity through the civil service
system in China, which features a hierarchical rank-
ing structure from entry-level positions to senior lead-
ership roles. These different levels of political authority
reflect political directors’ diverse incentives and capabil-
ities in resource provision (Chan and Suizhou, 2007).
High-ranking political directors (HRPDs) with signif-
icant political embeddedness and authority may reduce
transaction costs, secure more critical policy resources
and protect cash assets from local government exploita-
tion compared to lower-ranking political directors (LR-
PDs). This capability could empower their firms to opti-
mize cash reserves, meet future investment demand and
capitalize on investment opportunities, enhancing in-
vestor perceptions of the firm’s market value as cash
holding increases. Conversely, LRPDs may face limi-
tations in accessing government resources, potentially
compromising their independence and exposing them to
collusion with rent-seeking officials. Thus, we hypothe-
size that the presence of HRPDs is more likely to in-
crease the value of cash than LRPDs.

Analysing a panel of Chinese listed companies with
16,706 firm-year observations from 2008 to 2017, we
find that appointing HRPDs significantly increases the
market value of cash, whereas we observe no impact
from the presence of LRPDs. The positive impact of
HRPDs is more pronounced in non-state-owned enter-
prise (non-SOE) firms where the demand for political
resources is higher in regions with heightened politi-
cal pressures. Additionally, their influence is stronger
in firms experiencing acute agency conflicts. Our re-
sults hold the following robustness tests, including a
difference-in-differences analysis utilizing an exogenous
regulatory shock, controlling for other omitted factors
and considering alternative measures of expected cash
changes.

Our research makes three original contributions
to the literature. First, the mixed effects of politi-
cal directors on firms highlight the need for further
research to fully understand the complex dynamics
involved, as a simple examination of the main effects
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may fail to capture organizational complexities (Kumar
and Zattoni, 2018). Hence, we employ a contingency
approach to better understand how political connec-
tions enhance corporate wealth, augmenting previous
research identifying optimal conditions, including life-
cycle stages, firm size and regulatory environments
(Fiegener et al., 2000; Zahra and Pearce, 1989; Zattoni,
Bozzolan and Di Donato, 2023). We demonstrate that
political directors can positively affect cash value, an
effect magnified by a firm’s geopolitical location and
government interdependence.

Second, this study improves understanding of the po-
litical resources and capabilities embedded in board po-
litical capital. The prevailing theory has advanced very
little beyond the fact that firms should ‘select resource-
rich directors’ (Boyd, 1990). However, a director’s hu-
man and social capitals are vital to the board’s resource
provision function (Hillman and Dalziel, 2003). Re-
search on corporate boards tends to view political direc-
tors as a homogeneous group (Faccio, 2010; Hu et al.,
2020), with few scholars distinguishing directors’ local-
government connections from their central-government
connections (Sun et al., 2015). However, China’s politi-
cal system, like those of many other countries, can grant
a local politician equal — or even greater — power than
that of a politician in the central government.! There-
fore, we employ the hierarchical civil service system to
model the political power structure and document the
varying contributions of high- and low-level political di-
rectors to corporate wealth.

Finally, prior research on the market value of cash has
focused on financial constraints (Faulkender and Wang,
2006), information asymmetry (Drobetz, Griininger
and Hirschvogl, 2010), CEO overconfidence (Aktas,
Louca and Petmezas, 2019) and various facets of cor-
porate governance, including institutional monitoring
(Dittmar and Mabhrt-Smith, 2007), product market
competition (Alimov, 2014) and internal control (Chen
et al., 2020). However, investors’ valuation of each ad-
ditional dollar is influenced by their perceptions of the
board’s ability to resource and monitor the efficient
use of cash. By integrating the role of political direc-
tors on the board, we can discern how differences be-
tween these directors in terms of their political power
shape market perceptions, as evidenced by the mar-
ket value of cash. A similar study by Chang et al
(2021) used the 2013 depoliticization regulation (Regu-
lation 18) as a source of exogenous variation to demon-
strate that firms hold more cash following political di-
rectors’ resignations. However, our study differs from

The positions of all politicians and administrators in the civil
service, whether in local or central government, are reflective of
the power they wield. For example, the city mayors and the di-
rectors of national-level ministry departments hold the ‘Bureau-
Department’ rank in the civil service system.
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Hierarchical Political Power and the Value of Cash Holdings

theirs in three important respects. First, we categorize
political directors based on their spectrum of political
power, instead of treating them homogeneously. Sec-
ond, rather than focusing solely on independent direc-
tors, as Chang et al. (2021) did, we broaden our scope
to include all directors, highlighting the significant in-
fluence of non-independent directors. Third, our anal-
ysis underscores the augmented market value of cash,
adopting a forward-looking valuation perspective.

Institutional background

In China, the government’s role extends beyond tradi-
tional regulation to influence resource distribution and
investment strategies. It exerts considerable control over
financial resources through state-owned banks, land al-
location and issuing licences and permits necessary for
business operations (Allen, Qian and Qian, 2005). These
resources are often channelled towards sectors and firms
that support the government’s strategic priorities, such
as innovation-driven enterprises or those contributing
to large-scale national projects, like the Belt and Road
Initiative. In the financial sector, state-owned banks
dominate and serve as instruments of the government’s
policies (Chen et al., 2011). The state’s strategic interests
often dictate the flow of capital, ensuring that industries
vital to national security or economic stability receive
priority access to financial resources. Additionally, the
government’s control over capital markets is reinforced
by its ability to directly influence corporate behaviour
and investment decisions (Hao and Lu, 2018). In this
way, the government’s role extends into corporate finan-
cial strategy, influencing not only where companies can
invest but also how they manage their internal resources,
such as cash holdings.

Political directors with strong government connec-
tions play a crucial role in this environment. Their in-
fluence can help firms navigate regulatory complexities,
secure resources and align corporate strategies with gov-
ernment priorities (Du, Zeng and Du, 2014; Hu et al,
2020; Wang, 2015). By obtaining favourable loan terms,
government contracts, subsidies, tax breaks or prior-
ity in strategic investments, political directors can en-
hance the firm’s financial flexibility, reduce transaction
costs and optimize cash reserves. In such an ethos, po-
litical directors can significantly affect how firms man-
age their cash reserves and optimize them to meet both
business and political demands. However, political di-
rectors may prioritize politically driven projects over
value-maximizing investments, potentially leading to an
inefficient use of cash.

Not all political directors hold equal importance
in China’s hierarchical political system. The Civil
Servant Law of China specifies ten distinct lead-
ership ranks, each representing different levels of

3

authority: State, Vice-State, Provincial-Ministerial,
Vice Provincial-Ministerial, Bureau-Department, Vice
Bureau-Department, County-Section, Vice County-
Section, Township-Division and Vice Township-
Division (see details in Appendix A). Generally,
positions at the Bureau-Department level or higher
are considered as high-ranking, while those below are
considered as low-ranking. Under this structure, high-
ranking politicians and low-ranking officials differ in
decision-making power and influence based on their
responsibilities, authority, compensation and benefits.
This hierarchy underscores the varying degrees of im-
pact that political directors have on firms, depending
on their rank and connections within the government.

Theoretical background and hypothesis
development

Resource dependence theory and political directors

Resource dependence theory (Pfeffer and Salancik,
1978) emphasizes that organizations rely on external re-
sources to survive, and boards play a crucial role in man-
aging these dependencies. Boards provide strategic ad-
vice, lend legitimacy and grant access to vital resources,
helping firms mitigate uncertainties and reduce transac-
tion costs. These benefits are closely linked to improved
firm performance (Hillman, 2005). One of the most
significant external dependencies for firms is the gov-
ernment (Hillman, Nicholson and Shropshire, 2008).
Uncertainty in business—government relations can im-
pose substantial transaction costs on firms (Williamson,
1991). Understanding the complex political environ-
ment is challenging, requiring specialized expertise to
navigate regulations and policies efficiently. Without
such guidance, firms may face high costs and lower re-
turns on investments due to regulatory uncertainties.

Appointing political directors is a strategic response
to external challenges. Owing to their unique political
capital and expertise, such directors can help firms min-
imize uncertainty, transaction costs and external de-
pendencies by accessing critical resources and navigat-
ing the political landscape (Goldman, Rocholl and So,
2013). Their regulatory knowledge can reduce uncer-
tainty and their influence in securing government con-
tracts and engaging with key officials can lower transac-
tion costs. This gives firms a cost advantage over com-
petitors, helping them operate efficiently in a politically
charged environment.

Hypothesis development

According to resource dependence theory (Pfeffer
and Salancik, 1978), political directors can help firms
establish strong connections with governments and
thus influence corporate policies. Empirical studies
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demonstrate that firms with political directors obtain
more government subsidies (Wang, 2015), more govern-
ment procurement contracts (Goldman, Rocholl and
So, 2013), preferential bank borrowing terms (Hu et al.,
2020), easier access to high-barrier industries (Du,
Zeng and Du, 2014) and reduced taxation (Kim and
Zhang, 2016). However, political connections also have
disadvantages, as determined by the ‘grabbing hand’
hypothesis (Cheung, Rau and Stouraitis, 2010). Gov-
ernment officials may exploit connections to extract
rents through licences, contracts or regulatory ap-
provals (Caprio, Faccio and McConnell, 2013; Shleifer
and Vishny, 1994). Moreover, agency theory (Jensen
and Meckling, 1976) suggests that political directors
may be less effective in monitoring management due to
their lack of business expertise and time commitment
compared to other board members (Shi, Xu and Zhang,
2018; Zhang and Truong, 2019).

Research on the relationship between cash holdings
and political connections is limited but revealing. Firms
with strong political ties, such as those heavily engaged
in lobbying or with independent political directors, of-
ten have preferential access to credit and thus face fewer
liquidity constraints, reducing the need for cash reserves
(Chang et al., 2021; Hill et al., 2014). In contrast, firms
operating in corrupt regions tend to hold less cash due
to the risk of political extraction, although political con-
nections can reduce this risk (Li, Xu and Gan, 2018).
However, during periods of political uncertainty, firms
may hold more cash to respond quickly to govern-
ment initiatives and investment opportunities (Xu et al.,
2016). These mixed findings suggest that the value of po-
litical directors varies depending on the specific context
of their influence and the resources they provide.

Combining resource dependence theory with the
political director literature, we reason that the political
power of connected directors affects the value of a
firm’s cash holdings. In China’s hierarchical political
system, leaders and ordinary politicians differ in power
and influence, as reflected in their responsibilities, au-
thority, compensation and benefits (Chan and Suizhou,
2007). We argue that this variation in political power
may influence the firm’s value of cash through following
two channels: reduction in the cost and need for exter-
nal finance and enhanced capitalization on investment
opportunities.

Drawing on resource dependence theory (Pfeffer and
Salancik, 1978), HRPDs offer significant advantages
over LRPDs due to their extensive government expe-
rience and political networks. HRPDs are more effec-
tive in leveraging their political capital to secure gov-
ernment grants and investment opportunities at lower
costs. Their political authority better empowers them to
protect firms’ cash from political exploitation, which is
crucial, as cash is readily accessible and transferable by
government officials (Caprio, Faccio and McConnell,

J. Liu et al.

2013). Conversely, LRPDs may have weaker connec-
tions, limiting their access to government resources.
Their close ties to local government, which holds great
discretion in resource allocation (Chen et al., 2011), may
compromise their independence and expose them to
collusion with rent-seeking officials. This imposes con-
straints on their ability to protect firms’ cash assets from
political extraction. Thus, HRPDs are more effective at
optimizing cash reserves and enhancing investors’ per-
ceptions of corporate value by increasing the value of
cash holdings. Therefore, we posit

H 1. Firms with directors holding high-level political
power have a higher value of cash than firms with directors
holding low-level political power.

According to resource dependence theory, the need
for environmental connections, such as those facilitated
by directors, is determined by the levels and types of de-
pendence that organizations encounter (Hillman, Can-
nella and Paetzold, 2000; Pfeffer and Salancik, 1978). In
China, state ownership is an important political charac-
teristic. SOEs, with stakes held by central or local gov-
ernments or their agencies, possess political connections
due to their ownership structure. They are subject to rig-
orous state oversight and are often leveraged as instru-
ments of political strategy (Firth, Fung and Rui, 2006).
Given their direct and frequent interactions with the
government, the influence of political connections on
the decision-making processes of these firms is likely to
be comparatively muted (Wu, Wu and Rui, 2012). Con-
versely, non-SOEs, free from direct government control,
have limited political capital and restricted resource ac-
cess. This limitation necessitates the establishment of
political ties, notably through hiring political directors,
to reduce external dependence on the government and
reduce the costs of external transactions. Therefore, the
strategic engagement of HRPDs can disproportionately
benefit non-SOEs by reducing their external financing
costs and needs and enhancing their capacity to capi-
talize on investments. Based on this rationale, we posit
that appointing HRPDs adds more value to the cash
holdings of non-SOEs. To test this conjecture, we ex-
plore whether the positive effects of high-ranking polit-
ical power on the value of cash vary across ownership
types, contending

H 2. The relationship between hierarchical political power
and the market value of cash is amplified in non-SOEs.

Furthermore, external environmental factors can also
impact political directors’ contributions to mitigating
resource dependence (Hillman, Cannella and Paetzold,
2000). One external factor that may highlight the value
of heterogeneous political directors is political pressure
from local governments.

© 2025 The Author(s). British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of
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The Chinese central government manages and mo-
tivates local officials through a cadre selection system,
promoting leaders for their social, economic and polit-
ical achievements (Gu, Tang and Wu, 2020). Economic
growth, fiscal revenues and investment are prioritized,
with success leading to political advancement (Green,
2013). Local officials are granted significant autonomy
in resource allocation and often intervene in local com-
panies to help them meet political objectives and allevi-
ate pressure, facilitating access to resources and invest-
ment opportunities to boost economic performance and
fiscal revenues in their region.

In high-pressure political environments, local offi-
cials have stronger incentives, significant power and
the autonomy to drive local economic growth (An
et al., 2016). Consequently, they tend to intervene,
promoting local investment and stimulating economic
activity. In such circumstances, HRPDs are better po-
sitioned than LRPDs to facilitate their firms’ prompt
responses to government initiatives and policies by
securing favourable investment opportunities. This can
minimize transaction costs, optimize cash utilization
and improve investors’ perceptions of corporate value
through increased cash holdings. Hence, we formulate

H 3. The relationship between hierarchical political power
and the market value of cash is amplified in regions where
politicians face greater political pressures.

While the resource provision perspective is prominent
in the board literature, agency theory can also explain
board behaviours. Directors act as fiduciaries, oversee-
ing management to ensure they operate in shareholders’
interests (Fama and Jensen, 1983; Jensen and Meckling,
1976). Maintaining excess cash reserves enables firms to
meet future investment demands but may incur agency
costs. For example, excess cash can be more rapidly
dissipated on less profitable investments, tunnelled by
controlling shareholders to other companies they own
or utilized by managers to entrench themselves (Chen
et al., 2020). Previous studies have found that rigorous
monitoring can mitigate agency costs and lead to more
efficient use of cash, thereby enhancing investors’ views
of firm value (Dittmar and Mahrt-Smith, 2007).

Given their high-ranking positions, HRPDs probably
have greater reputational concerns than LRPDs.? Con-
sequently, they may distance themselves from firms in-
volved in misconduct to safeguard their integrity (Lin

2We argue that the increased visibility, accountability, impact on
policies, media scrutiny and public expectation associated with
high-level politicians amplify the concern for reputation com-
pared to their low-level counterparts. As a result, any missteps
or controversies of high-level politicians are more likely to at-
tract widespread attention.

5

et al., 2012).> Conversely, the ‘grabbing hand’ hypoth-
esis suggests that political directors might exploit firms
for personal gain (Shleifer and Vishny, 1994). However,
directors’ rent-extracting capabilities vary according to
their distance from the central government and infor-
mation access. For example, remotely located political
directors might more often exploit firms due to weaker
government oversight, despite having fewer political re-
sources. Thus, taking an agency perspective, we focus on
monitoring incentives rather than capabilities.

In this context, we argue that HRPDs are strongly
motivated to be more active monitors to signal to the
market their adherence to responsible governance prac-
tices compared to LRPDs. Thus, in situations in which
firms face significant agency conflicts, HRPDs’ active
engagement in monitoring could effectively prevent tun-
nelling and enhance the efficient use of cash, thereby in-
creasing the confidence of external stakeholders. Hence,
we argue

H 4. The relationship between hierarchical political power
and the market value of cash is amplified in firms with
stronger agency conflicts.

Research design
Data and sample

The Wind Financial Database and China Stock Mar-
ket and Accounting Research (CSMAR) database are
our primary sources of company-level data. These in-
clude cash holdings, each director’s political experience
and corporate governance measures. The initial sam-
ple comprises all firms listed on the Main Board of the
Shanghai or Shenzhen Stock Exchanges between 2008
and 2017. We begin sampling in 2008, the first-year in-
formation about an individual director’s political ex-
perience becomes available and ends in 2017, beyond
which political data are unavailable. We exclude finan-
cial firms due to their unique accounting characteristics
and firms with less than two firm-year observations. Our
final sample contains 16,706 firm-year observations.

3The reputation hypothesis contends that directors are mo-
tivated to establish reputations as diligent monitors, as this
can lead to additional directorships, thus furthering their ca-
reers (Yermack, 2004). Conversely, associations with corporate
wrongdoing can damage directors’ reputations, subsequently
reducing their chances of gaining future appointments (Fich
and Shivdasani, 2007). Therefore, to maintain their professional
standing, directors are likely to enforce self-discipline and en-
hance the quality of monitoring in their firms (Jiang, Wan and
Zhao, 2016).
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Main regression specifications

To examine the impact of high- and low-ranking politi-
cal directors on the value of cash holdings, we build on
the well-established method developed by Faulkender
and Wang (2006), which assesses the effect of changes
in cash on changes in the market value of equity. We
apply Faulkender and Wang’s (2006) model to value
cash, introducing measures of board political power
and their interactions with changes in cash holdings to
examine how they influence cash value.* The empirical
model is constructed as follows:

ACash; .
it — Ri]?t =a+ B W:t + BHigh_PD; ¢
.
. ACash;
+ B3High_PD; x —— 20t 4 6.1 ow_PD;,
M; 1
ACash; ¢ AEarn;
+ BsLow_PD; ¢ ~ 4+ :
UM M; -
+ ANAi’t + AIntlt + ADiVi’t
V2 V3 V4
M; -1 M; -1 M; -1
n AR&DLL Cashm_l n NFi,t
Vs Y6 V7
M; - M; - M; -

Cash; . ACash,;
Mi Mi
ACash;
M;

+ wLlevii+y

+ yioLev; * +ui+0 +s&,; (1)

where the dependent variable is the excess stock return.
1j¢ 18 the stock return for firm i during fiscal year t and
Rﬂ is the return of firm i’s benchmark portfolio in year
t. The benchmark portfolio is one of the value-weighted
Fama and French’s (1993) 25 size and B/M portfolios
that a firm belongs to each year. To capture the impact
of high- and low-ranking political directors on the
market value of cash, we include HRPDs (High_PD),
LRPDs (Low_PD) and their interaction terms with the
change in cash position, ACash;. A indicates changes
in variables from fiscal year t—1 to t. All control vari-
ables, except leverage, are scaled by the 1-year lagged
market value of equity (M), enabling us to interpret the
estimated coefficients as the change in firm value for one
CNY change in cash holdings. Our main variable of in-
terest is the interaction between the change in cash hold-
ings and high- and low-level board political power mea-
sures. The key coefficients for testing the effect of hier-
archical political power on the market value of cash are
B3 and Bs.To control for unobserved firm heterogeneity,
we employ a firm fixed effects estimator. Firm and year
fixed effects are denoted by u; and 6, respectively.

4This approach has been widely applied in the literature regard-
ing the value of cash (Alimov, 2014; Dittmar and Mahrt-Smith,
2007; Guo et al., 2023; Sun et al., 2022; Ward et al., 2018).

J. Liu et al.

Dependent variable

Aligned with prior research, we measure the excess
return as the difference between a firm’s stock return
and the benchmark return. Following Faulkender and
Wang (2006), we use the benchmark portfolio based
on Fama and French’s (1993) 25 size and B/M port-
folios to which a firm belongs each year. The return
of the benchmark portfolio is a value-weighted return
based on the market capitalization of each of the 25
Fama-French portfolios.

Independent variables

The main variable of interest is the interaction of the
change in cash holdings and board political power, cate-
gorized into high and low levels. China’s political power
structure has unique characteristics. In addition to gov-
ernment officers, leaders of not-for-profit public insti-
tutions (public universities) also have political power
corresponding to their rank in the political hierarchy
(Chen, Garel and Tourani-Rad, 2019). Therefore, we de-
fine politically connected directors as former or incum-
bent leaders of the following: (i) the Communist Party
of China, central or local government or its agencies; (ii)
the Chinese People’s Political Consultative Conference
(CPPCC); (iii) the National People’s Congress (NPC);
or (iv) non-profit (government-affiliated) public institu-
tions.

According to the leadership ranks in the Civil Servant
Law of China, we classify each connected director as
either a high-ranking leader (i.e. Bureau-Department
or higher) or a low-ranking leader (i.e. Vice Bureau-
Department or lower). This classification is used by
China’s government (Fan, 2021). Following prior litera-
ture on board composition (Adams and Ferreira, 2009;
Arifin, Hasan and Kabir, 2020), we employ two sets of
widely used measures to capture aggregated high- and
low-level board political power. The first set includes
the following two binary indicators: High_ PD_Dummy
and Low_PD_Dummy. These assign a value of 1 for
firms with at least one director with high-level political
or low-level political power, respectively, indicating the
presence of directors with varying boardroom political
power. The second set of measures focuses on the per-
centage of high- and low-ranking political directors on
a board (High_PD_Fraction and Low_PD_Fraction),
calculated by dividing the number of high- or low-level
political directors by the total number of directors.
Using these two fractional measures, we capture the
intensity of high- and low-level political capital within
a board.

Moderating variables

To test the moderating effect of ownership type (H2),
local political pressure (H3) and agency conflicts (H4),
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we construct the following variables. To assess state
ownership, we identify the ultimate owner of each firm.
Following previous studies (Li, Xu and Gan, 2018;
Wang, Wong and Xia, 2008), a state firm is defined as
one whose ultimate owner is either a local or central gov-
ernment (e.g. the Bureau of State Assets Management
or the Ministry of Finance). A non-state firm is defined
as one whose ultimate owner is a non-government unit.

We measure local political pressure using two pieces
of city-level information. In China, a politician’s career
advancement hinges on attaining social, economic and
political benchmarks (Gu, Tang and Wu, 2020), driving
officials to promote regional economic growth and fiscal
health (Chen and Kung, 2016). Therefore, we use local
GDP growth and fiscal deficit ratios to assess political
pressure. The variable GDP growth is measured as the
annual growth rate of city-level GDP, while fiscal deficit
is calculated as the difference between government ex-
penditure and revenue, scaled by GDP.

In China, ownership is highly concentrated, with
managers primarily accountable to controlling share-
holders. This arrangement often leads to conflicts be-
tween controlling and minority shareholders, resulting
in significant agency problems (Jiang and Kim, 2020).
We measure agency conflicts using excess control, de-
fined as the difference between control and cash flow
rights (Cao, Pan and Tian, 2011).

Control variables

Since the idiosyncratic movements of firm character-
istics could impact the cross-sectional fluctuations of
firm returns (Dittmar and Mahrt-Smith, 2007), we
follow Faulkender and Wang (2006) to include the
same set of firm-specific control variables correlated
with both firm returns and cash holdings. Given that
the main emphasis is on how changes in stock value
relate to changes in cash, we control for changes in
profitability, financial policy and investment policy,
as these factors could potentially affect expected cash
flows. Specifically, we include the annual change in
earnings before extraordinary items (AEarn), as more
profitable firms tend to achieve better performance. We
also include two variables related to investment policies:
the annual change in research and development expen-
diture (AR&D) and the annual change in the net asset
ratio (ANA). Our model also takes corporate financing
policies into account, including the interest-to-expenses
ratio (Alnt), dividend payment ratio (ADiv), leverage
ratio (Lev), cash ratio (Cash/M) and net financing ratio
(ANF). Like Faulkender and Wang (2006), we scale
these firm-level variables by the 1-year lagged market
value of equity.

We also incorporate corporate governance variables
suggested by previous studies to account for their poten-
tial influence on cash holdings and firm returns. Regard-

7

ing board composition, we first control for board gen-
der diversity using the percentage of female directors, as
they can mitigate managerial agency problems related
to excess cash holdings (Atif, Liu and Huang, 2019).
Since independent directors are associated with more ef-
fective monitoring and could affect corporate cash poli-
cies (Liu et al., 2015), we also control for the percentage
of independent directors (Board Independence). Board
age is calculated as the natural logarithm of the aver-
age age of all directors, as younger directors may bring
more energy and risk tolerance, while older directors of-
ten bring experience and stability to board deliberations
(Anderson et al., 2011). We also account for directors’
professional expertise by including the percentage of di-
rectors with a finance background (Finance Director)
and the percentage of directors with prior industry ex-
perience (Industry Director), as these factors influence
board functions and firm performance (Burak Giiner,
Malmendier and Tate, 2008; Von Meyerinck, Oesch and
Schmid, 2016). Additionally, we consider two other cor-
porate governance variables. CEO Duality is a dummy
variable taking the value 1 if the CEO is also the chair-
person, and 0 otherwise (Atif, Liu and Huang, 2019),
as powerful CEOs can compromise board monitoring
and negatively affect firm cash policies. We also include
Institutional Ownership, measured as the percentage of
shares owned by mutual funds and qualified foreign in-
stitutional investors, as these investors have strong in-
centives to monitor management and enhance the value
of cash (Ward, Yin and Zeng, 2018).

Descriptive statistics

Table 1 summarizes the descriptive statistics for the
main variables. Chinese firms tend to actively network
with politicians, as 65.6% of firms in our sample have
directors with a government background. Specifically,
17.4% of firms have at least one HRPD, whereas low-
level political power is more widespread (61.8%). Re-
garding board composition, the percentage of HRPDs
averages 2.0%, while the corresponding figure for LR-
PDs is 10.2%. Our financial variables are comparable
to those of previous studies. For example, the median
(mean) values of A Cash/M and ANA/M are 0.002
(0.010) and 0.057(0.097), respectively, while the corre-
sponding values are 0.002 (0.017) and 0.060 (0.151) in
Xu et al. (2016). The median value of the excess return
is —0.053 in our sample, while Xu et al. (2016) report a
median value of —0.030.°

We report the correlation matrix in Table 2. The ex-
isting literature suggests that a correlation exceeding
0.7 in absolute value signifies a multicollinearity. Our

’In the Online Appendix, we present the correlation analysis
in Table OA.1 and find no clear evidence of multicollinearity
among the variables.
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Table 1. Summary statistics

J. Liu et al.

Variable Mean Std P25 P50 P75 Obs. Definition

Panel A: Heterogeneous political directors

High_PD_Dummy 0.174 0.379 0.000 0.000 0.000 16,706  Equals 1 if the board has at least one
politically connected director at the
Bureau-Department level or higher (high
level), and 0 otherwise.

Low_PD_Dummy 0.618 0.486 0.000 1.000 1.000 16,706 Equals 1 if the board has at least one
politically connected director at the Vice
Bureau-Department level or lower (low
level), and 0 otherwise.

High_PD_Fraction 0.020 0.047 0.000 0.000 0.000 16,706 ~ Number of high-ranking political directors
divided by total number of directors.

Low_PD_Fraction 0.102 0.110 0.000 0.091 0.167 16,706 Number of low-ranking political directors
divided by total number of directors.

Panel B: Other firm-level characteristics

Cash 0.259 0.270 0.102 0.173 0.309 16,706 Cash and cash equivalents to net assets.

Excess return —0.017 0.349 —0.206 —0.053 0.119 16,706 Stock return — benchmark return, where
benchmark return is a value-weighted
return based on the market capitalization
of each of the 25 Fama—French
portfolios.

AEarn/M 0.003 0.035 —0.007 0.003 0.013 16,706  Yearly change in earnings before
extraordinary items, scaled by 1-year
lagged market value of equity.

ACash/M 0.010 0.067 —0.021 0.002 0.031 16,706  Yearly change in cash and cash equivalents,
scaled by 1-year lagged market value of
equity.

ANA/M 0.097 0.158 0.013 0.057 0.135 16,706  Yearly change in net assets, scaled by 1-year
lagged market value of equity.

Alnt/M 0.001 0.006 —0.001 0.000 0.003 16,706  Yearly change in interest expenses, scaled by
1-year lagged market value of equity.

Lev 0.436 0.201 0.276 0.434 0.591 16,706  Total liabilities to total assets.

AR&D/M 0.026 0.327 0.000 0.000 0.000 16,706  Yearly change in R&D expenditure, scaled
by 1-year lagged market value of equity.

ADiv/IM 0.002 0.010 —0.002 0.001 0.005 16,706  Yearly change in dividends paid by the
company, scaled by 1-year lagged market
value of equity.

NE/M 0.047 0.100 —0.001 0.013 0.069 16,706  Total equity issuance minus repurchases
plus debt issuance minus debt
redemption, scaled by 1-year lagged
market value of equity.

SOE 0.423 0.494 0.000 0.000 1.000 16,706  Equal to 1 if the ultimate controller is the
state, and 0 otherwise.

GDP growth 10.593 13.604 7.690 9.075 11.970 14,990  Annual growth rate of GDP.

Fiscal deficit —185.324  417.295 —0.016 0.012 0.032 14,481 Difference between government expenditure
and government revenues scaled by GDP.

Excess control 1.548 6.006 1.000 1.000 1.569 15,828  Control rights/cash flow rights.

Investment 0.072 0.162 0.000 0.009 0.053 16,706  Sum of capital expenditure and R&D
expenditure scaled by lagged value of
total assets.

Board age 3.909 0.069 3.864 3.910 3.956 16,706  Natural logarithm of average age for all
directors.

Female director 0.147 0.128 0.062 0.111 0.222 16,706  Percentage of female directors.

Board independence 0.340 0.071 0.300 0.333 0.375 16,706  Percentage of independent directors.

CEO duality 0.256 0.436 0.000 0.000 1.000 16,706 Equal to 1 if the CEO is also the chairman,
and 0 otherwise.

Institutional ownership 0.050 0.070 0.004 0.022 0.066 15,751 Percentage of shares owned by mutual

funds and qualified foreign institutional
investors.
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Tuable 1. (Continued)

Panel B: Other firm-level characteristics

Industry director 0.205 0.193 0.071 0.167

Finance director 0.122 0.128 0.000 0.100

0.300 16,706  Percentage of directors with industry
background.

0.200 16,706  Percentage of directors with finance
background.

Note: This table reports descriptive statistics of variables used in this study based on firm-year observations between 2008 and 2017. All continuous

variables are winsorized at the 1% and 99% levels.

analysis shows a correlation only between the metrics
concerning measures of high- and low-ranking political
directors (High_PD_Dummy and High_PD_Fraction,
Low_PD_Dummy and Low_PD_Fraction). We observe
no clear evidence of multicollinearity among the re-
maining variables.

Empirical results and discussion
Baseline estimates

We first assess how hierarchical political power influ-
ences the market value of cash, with findings detailed
in Table 3. From columns 1-3, we observe that the
coefficients on the interaction term (High_PD_Dummy
* ACash/M) are positive and significant at the 5%
level, suggesting that HRPDs enhance the value of
cash holdings. Specifically, in column 3 the marginal
value of cash is about 0.281 CNY higher for firms with
HPRDs. However, the coefficients of the interaction
term (Low-level% * ACash/M) are statistically insignif-
icant, indicating that LRPDs do not affect the market
value of cash. From columns 4-6, we use the alternative
measures for heterogeneous political power. The coef-
ficients on the interaction term (High_level_Fraction *
ACash/M) are positive and statistically significant, but
the interaction terms with LRPDs remain insignificant.
The consistent results across different specifications
support H1.

With respect to other control variables, we obtain re-
sults comparable to prior studies (Ward, Yin and Zeng,
2018; Yu and Wang, 2020). In line with Faulkender and
Wang (2006), we find that the value of cash decreases
with an improved cash position and greater leverage be-
cause firms with limited cash reserves derive the great-
est benefit from hoarding funds when external financ-
ing is expensive. Consistent with other studies on China
(Xu et al., 2016; Yu and Wang, 2020), we also find that
changes in profitability and investment are positively re-
lated to excess returns, whereas an increase in net financ-
ing can reduce excess returns.

In columns 7 and 8 we re-estimate the model after in-
cluding an additional set of corporate-governance vari-
ables as a robustness test. The coefficient estimates for
the interaction terms (High_ PD_Dummy * ACash/M
and High_level Fraction * ACash/M) are still positive

and statistically significant. These findings provide ro-
bust support for our results.

Addressing endogeneity

Our study considers the possibility that endogeneity in-
fluences the positive relationship between HRPDs and
the market value of cash, since firms with a higher mar-
ket value of cash are more likely to hire and attract
HRPDs. To isolate the causal effects of HRPDs and
LRPDs concerning the value of cash, we utilize an exo-
geneous regulatory shock, Regulation 18.

On 19 October 2013 the Organization Department
of the Central Committee of the Communist Party of
China (CPC) introduced Regulation 18 to separate busi-
ness from politics, aiming to reduce corruption and pro-
mote transparency. The regulation forbids current offi-
cials to hold corporate roles and bars recent government
retirees from joining firms in areas they once served.® Its
enforcement led to a wave of resignations from politi-
cally affiliated directors, causing affected firms to lose
political capital. Thus, by utilizing this exogeneous reg-
ulatory shock, we apply the difference-in-differences es-
timator to identify the impact of the loss of HRPDs and
LRPDs on the value of firms’ cash holdings.

Using the WIND database, we track directors’ res-
ignations post-Regulation 18, identifying 2848 cases.’
Among these, 642 had political experience and cited
Regulation 18 as their reason for resigning. We further
differentiate 153 high-ranking from 489 low-ranking
resignations in 510 firms, excluding financial firms or
those with missing data. Firms are grouped into high-
treatment (loss of at least one HRPD), low-treatment
(loss of LRPDs only) and control groups (firms with-
out political directors). To estimate political power’s
impact on cash value, we employ propensity score
matching (PSM) to pair high-treatment (low-treatment)

Specifically, the first key provision of Regulation 18 stipulates
that incumbent government officials are strictly prohibited from
holding any positions within companies. The second provision
is that individuals who have retired from official government po-
sitions within the past 3 years are not allowed to accept posi-
tions in companies located within the jurisdictions where they
had previously worked.

"We focus on the period between 19 October 2013 and 31 De-
cember 2015.
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Table 2. Correlation table

1) ) (3) ) (5) (6) (W] ®) (©)] (10) an (12) 13) (14) s)
(1) High_PD_Dummy 1.00
(2) Low_PD_Dummy 0.15%%* 1.00
(3) High_PD_Fraction 0.971 %% 0.12%#%  1.00
(4) Low_PD_Fraction 0.16%%*  0.73%kx  (.15%k* 1,00
(5) Excess return —0.01 —0.02¢  —0.00 —0.02%* 1.00
(6) ACash/M —0.01 0.03%**% —0.01 0.03%#%  (.10%**  1.00
(7) AEarn/M —0.01 0.01 —0.01 0.01 0.19%#%  (.15%** 1.00
(8) ANA/M 0.04#5%  ,03%kx  (,03%kx  (0,02%%  0.17%%F (.13%xk 017+ 1.00
(9) AlInt/M 0.02%* 0.02% 0.02% 0.02%+  —0.01 0.05%#% —(.09%**  (.25%k* 1,00
(10) ADiv/IM 0.02% 0.02%*  0.01 0.03%#%  (,03%**  0.08** 0.00 027k 0.27%%*  1.00
(11) AR&D/M —0.00 —0.00 —0.00 —0.01 —0.01 0.01 0.00 0.04%5%  (.03%%*  0.02%* 1.00
(12) Cash 0.05%k%  0.05%#k%  (,04%%%  0.04%F*  (.16%** —0.07%*%* 0.01 0.25%%%  (,05%**  0.12%k* (.01 1.00
(13) NF/M 0.02% 0.02%*  0.01 0.03%%%  0.09%3k  (.45%k%k —0.02%*  .59%kx  (28%kx  (.26%%*  0.02%*  0.13%  1.00
(14) Lev 0.02% 0.09%*+ (.00 0.09%#* —0.02%* 0.17%*+% —0.01 0.26%%%  (.24%%*  (.]15%%+ (.01 0,18k (. 28*%**  1.00
(15) Board age 0.09%k% (. ]4%k%  0,07+%%  (.]5%k* —0,03%%F  (0.02%% —0.01 0.00 0.02%*+  —0.00 —0.00 0.09%*% 0.01 0.03%*+ 1.00
(16) Female director —0.02%  —0.06%** —0.01 —0.04%** 0.01 —0.02%*%  0.01 —0.01 —0.02* 0.00 —0.01 —0.05%#* —0.01 —0.08#% —(,09%*
(17) Board independence 0.05%#% (.03%k%  (,05%**  0.04%k* (.01 —0.01 —0.00 0.01 0.01 —0.00 0.00 —0.00 0.00 —0.05%k% (] ]
(18) CEO duality —0.02%%  —0.08***  0.02%* —0.07*** 0.01 —0.04*** 0.00 —0.01 —0.01 —0.01 0.02%  —0.03*** —0.01 —0.12%#% —(, Q7%
(19) Institutional ownership —0.00 —0.01 —0.01 —0.02%%  0.08%%k  (,09%k** (. ]1%k*F  (.08%** —0.02% 0.03%k%  0.02%  —0.05%%*  0.05%* (.00 —0.05%**
(20) Industry director 0.01  —0.04%**  0.03%%% —0.06%** 0.02%% —0.02* 0.01 —0.02*  —0.01 —0.02%%  0.03%%*k —(.05%k** —0.02%* —0.10%**  0.02*
(21) Finance director 0.06%#%  (.12%k%  (,05%**  0.14%k* —0.01 0.01 0.02% 0.03%*+% (.01 0.04%#% —0.00 0.02%*%  (.03%**  0.04%k* —0.07*%** —0.01

0l

Note: This table presents the correlation among main variables in the sample. ***, ** and * denote significance at the 1%, 5% and 10% levels, respectively.
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Table 3. High- and low-level political power and the value of cash

11

Excess return

)] (2) (3) ) (5) (6) (7 (®)
ACash/M 1.557%** 1.601%** 1.576%** 1.548%** 1.624%%* 1.585%** 1.483%** 1.498%**
(0.148) (0.159) (0.159) (0.148) (0.153) (0.152) (0.160) (0.153)
High_PD_Dummy —0.008 —0.008 —0.012
(0.010) (0.010) (0.011)
High_PD_Dummy * ACash/M 0.275%* 0.281%* 0.265%*
(0.118) (0.119) (0.123)
Low_PD_Dummy —0.005 —0.004 —0.003
(0.008) (0.008) (0.008)
Low_PD_Dummy * ACash/M —0.004 —0.037 0.005
(0.096) (0.097) (0.096)
High_PD_Fraction —0.075 —-0.070 —0.102
(0.088) (0.088) (0.093)
High_PD_Fraction * ACash/M 2.841%** 3.032%** 2.903%**
(0.954) (0.976) (1.043)
Low_PD_Fraction —0.035 —0.031 —0.023
(0.036) (0.036) (0.039)
Low_PD_Fraction * ACash/M —0.318 —0.506 —-0.299
(0.398) (0.402) (0.402)
AEarn/M 1.474%%* 1.478%%* 1.474%%* 1.474%%* 1.478%%* 1.474%%* 1.497%%* 1.498%**
(0.099) (0.099) (0.099) (0.099) (0.099) (0.099) (0.106) (0.106)
ANA/M 0.292%%* 0.291%%* 0.292%%%* 0.292%%* 0.290%** 0.292%%* 0.253%%* 0.253%%*
(0.033) (0.033) (0.033) (0.033) (0.033) (0.033) (0.032) (0.032)
Alnt/M 0.111 0.121 0.104 0.101 0.114 0.082 0.206 0.187
(0.546) (0.546) (0.547) (0.546) (0.546) (0.546) (0.558) (0.558)
ADiv/IM 0.118 0.112 0.121 0.125 0.114 0.129 0.218 0.226
(0.329) (0.329) (0.329) (0.329) (0.329) (0.329) (0.327) (0.327)
AR&D/M —0.001 —0.002 —0.002 —0.001 —0.002 —0.001 0.001 0.002
(0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007)
L.Cash/M 1.165%%* 1.162%%* 1.165%%* 1.166%** 1.161%** 1.166%** 1.311%%* 1.313%%*
(0.047) (0.047) (0.047) (0.047) (0.047) (0.047) (0.052) (0.052)
NF/M —0.125%**  —0.121%* —0.125%**%  —0.126%**  —0.119%* —0.124%**  —0.147%%* (. 147***
(0.047) (0.047) (0.047) (0.047) (0.047) (0.047) (0.048) (0.048)
Lev -0.019 -0.019 -0.019 -0.019 -0.019 —0.021 —0.007 —0.008
(0.033) (0.033) (0.033) (0.033) (0.033) (0.033) (0.036) (0.036)
ACash/M * L.Cash/M —1.371%¥*% ] 357%%*  _1.360%*¥*  —1.364%*F*  —].345%¥*%  _]344%*%* 1 407**¥*  —].390%**
(0.331) (0.332) (0.331) (0.331) (0.333) (0.331) (0.337) (0.338)
Lev * ACash/M —0.941%**%  —0.940%**  —(0.935%**  —(.939%**  _(.929***  _(.919%**  _(.828***  —(.8]]1%**
(0.270) (0.271) (0.270) (0.270) (0.271) (0.270) (0.271) (0.271)
Board age 0.164* 0.169*
(0.086) (0.086)
Female directors 0.003 0.003
(0.045) (0.045)
Board independence 0.050 0.049
(0.051) (0.051)
CEO duality —0.008 —0.008
(0.011) (0.011)
Institutional ownership 0.012%** 0.012%**
(0.001) (0.001)
Industry directors 0.012 0.013
(0.034) (0.034)
Finance directors —0.009 —0.008
(0.036) (0.036)
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Obs. 16,706 16,706 16,706 16,706 16,706 16,706 15,751 15,751
R? 0.125 0.125 0.125 0.126 0.125 0.126 0.163 0.163

Note: This table reports the results of regressions that examine the effect of high- and low-level political directors on the market value of
cash. High_ PD_Dummy is a dummy variable which equals 1 if the highest political connection of the board is Bureau-Department level or
higher (high ranking), and 0 otherwise. Low_PD_Dummy is a dummy variable which equals 1 if the firm has at least one low-ranking political
director. High_PD_Fraction and Low_PD_Fraction are percentages of high-ranking and low-ranking politically connected directors on the board,
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Table 3. ( Continued)

respectively. Constants are included in the estimation but not reported.
The robust standard errors clustered at the firm level are reported in
parentheses. ***, ** and * denote significance at the 1%, 5% and 10%
levels, respectively. All the variables are defined in Table 1.

firms with similar control firms, pre-regulatory change.
Matching is based on variables affecting the outcome
(Caliendo and Kopeinig, 2008). This yields 757 high-
level and 1494 low-level matched firm-year observations
between 2012 and 2015.8

We compare the market value of cash between the
matched high-treatment (low-treatment) and control
firms using the following equation:

rj,‘ _ th = o+ ,81 AC;\ShLl 4 ﬂzPOSt[ % ngh(LOW)l " ACash; ¢

Mj -1 M;

‘asl tv7
+ fiPost, « High(Low), + fPost, + 5
1,t—
+ BsHigh(Low), *

ACash; ¢ AEarn;
M Mj

Cas 7‘. — Fi ¢
v T
1L,I— N
Cash; | ACashi_t

+nlevit Mj M -1
L+ i+ 0+ e

(=1

+ yioLev *

ACash;
M;

2

Similar to Equation (1), the dependent variable repre-
sents the excess return. High (Low) is the high-treatment
(low-treatment) firm dummy, equalling 1 if the firm has
one or more high-ranking (low-ranking only) political
directors who resigned because of Regulation 18, and 0
otherwise. The post-treatment period is denoted as Post,
with year and firm fixed effects captured by w; and 6, re-
spectively.

Table 4 presents the results of the difference-in-
differences regression. In column 1, the coefficient on
High * Post * ACash/M is negative and statistically sig-
nificant. The result suggests that after Regulation 18,
firms with HRPDs saw a significant drop in cash value,
reflecting lost political connections and an increased
risk of cash mismanagement. In column 2, we extend
our difference-in-differences sample period to between
2011 and 2016 and obtain similar results. Regarding
the matched low-treatment sample in columns 3 and 4,
the coefficients of interaction terms are both insignif-
icant, indicating that after the regulatory change, the
loss of LRPDs has no influence on the value of cash.
The results provide robust evidence that the presence of

8In Appendix Table A2, we report the univariate test of the dif-
ference in key variables for high-level and low-level matched
groups.

J. Liu et al.

HRPDs benefits companies and helps them to optimize
the perceived value of their cash holdings.’

Ownership type

We next explore whether the effect of HRPDs on the
cash value varies with company ownership. In Table 5,
firms are grouped into state-owned and non-state-
owned firms. In line with our H2, we observe the pos-
itive effect of HRPDs on the market value of cash
only in the case of non-SOEs, as indicated by the posi-
tive coefficient of High_ PD_Dummy * ACash/M and
High_PD_Fraction * ACash/M. Specifically, in col-
umn 1 the marginal value of cash is about 0.451 CNY
higher for non-SOEs with HRPDs. In column 3, a one-
standard-deviation increase in High_PD_Fraction leads
to a 0.182 CNY increase in the value of cash. Overall,
our results support H2.

Localized political pressure

In this section, we assess whether the relationship
between cash value and political power is condi-
tional on local political pressures. Cities with annual
GDP growth below their sample medians — or fis-
cal deficit ratios above their sample medians — are
categorized as high political pressure areas, and vice
versa. Regression results in Table 6 show that the
coefficients on High_PD_Fraction * ACash/M and
High_PD_Dummy * ACash/M are positive and statis-
tically significant in firms located in such high political
pressure regions. Specifically, the marginal value of
cash is about 0.423 CNY higher for firms with HRPDs
in column 1, while a one-standard-deviation increase
in High_PD_Fraction leads to a 0.204 CNY increase
in the value of cash in column 3. In high fiscal deficit
regions, the corresponding values are 0.077 CNY and
0.089 CNY in columns 5 and 7, respectively. These find-
ings support H3, which posits that political power can
enhance cash value, particularly in politically pressured
regions.

Agency conflicts

We next investigate the impact of HRPDs from the
agency perspective. A firm is assigned to the strong
(weak) agency conflict subgroup if excess control is
above (below) the annual median value. Table 7 presents
the subgroup analysis. We find that the coefficient of

%In the Online Appendix, we perform a dynamic difference-in-
differences regression to test the pre-trend assumption. The co-
efficient estimates plotted in Figure OA.1 suggest a pre-existing
similar trend between treated and control firms and exhibit a
gradual reduction in the value of cash for high-treated firms
compared to control firms following the regulatory shock.
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Hierarchical Political Power and the Value of Cash Holdings 13

Table 4. Effects of regulatory shock

Excess return Excess return Excess return Excess return

2012-2015 2011-2016 2012-2015 2011-2016
1) (2 (3) “)
ACash/M 2.236%* 1.439%* 1.665%* 1.547%%*
(1.087) (0.684) (0.790) (0.472)
High * Post * ACash/M —2.189% —1.631*
(1.303) (0.926)
High * ACash/M —0.231** 0.067
(0.095) (0.054)
Post * ACash/M —0.169 -0.299
(0.655) (0.435)
High * Post 0.201 0.496
(1.230) (0.833)
Low * Post * ACash/M 0.851 —0.127
(0.803) (0.517)
Low * ACash/M 0.024 -0.022
(0.051) (0.040)
Post ¥ ACash/M -0.210 —-0.071
(0.489) (0.319)
Low * Post —0.634 0.118
(0.723) (0.426)
AEarn/M 2.25]%%* 1.751%%* 1.155%%%* 1.690%**
(0.636) (0.414) (0.355) (0.290)
ANA/M 0.308* 0.083 0.383%* 0.199%**
(0.177) (0.119) (0.156) (0.093)
Alnt/M 0.237 —2.669 —1.065 0.857
(1.806) (2.418) (1.641) (1.586)
ADiv/IM —0.981 1.743* —0.643 —0.096
(1.922) (1.051) (1.250) (1.077)
L.Cash/M 2.254%%* 1.243%%* 1.576%** 1.393%%%*
(0.389) (0.161) (0.228) (0.176)
NF/M —0.068 -0.017 —0.143 —0.097
(0.258) (0.192) (0.217) (0.130)
AR&D/M —0.063 —0.078* —0.042 0.001
(0.132) (0.046) (0.075) (0.029)
Lev 0.352 —0.084 0.447%* 0.062
(0.348) (0.136) (0.220) (0.114)
ACash/M * L.Cash/M —1.692 —-0.374 —0.822 0.517
(2.155) (1.352) (1.475) (1.070)
Lev * ACash/M —0.683 0.054 —0.661 —1.428%**
(1.392) (1.025) (0.742) (0.657)
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Obs. 757 1097 1494 2184
R2 0.229 0.148 0.146 0.147

Note: This table reports the results of the difference-in-differences regressions that examine the effect of losing high- and low-ranking political
directors on the market value of cash following the imposition of Regulation 18. Columns 1 and 3 show the results between 2012 and 2015, while
columns 2 and 4 show the results between 2011 and 2016. High (low) is the high-treatment (low-treatment) firm dummy which equals 1 if the firm
has one or more high-ranking (low-ranking only) political directors who resigned because of Regulation 18, and 0 otherwise. Post equals 1 for the
post-treatment period, and 0 otherwise. Constants are included in the estimation but not reported. The robust standard errors clustered at the firm
level are reported in parentheses. ***, ** and * denote significance at the 1%, 5% and 10% levels, respectively. All other variables are defined in
Table 1.

the interaction term (High_PD_Dummy * ACash/M)
is positive and significant at the 10% level only in firms
with strong agency conflicts. While the interaction term
(High_PD_Fraction * ACash/M) also carries a positive
coefficient in column 4, the magnitude and significance
levels are lower than those in column 3. In summary,
our results demonstrate significant support for H4:
when firms are exposed to acute agency conflicts, the

stronger reputational concerns and sense of responsi-
bility of HRPDs motivate them to undertake diligent
monitoring, increasing the value of cash.

The role of political director characteristics

We examine how political directors’ characteristics
moderate the link between political power and cash
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Table 5. Ownership type

J. Liu et al.

Excess return

Excess return

Non-state firms State firms Non-state firms State firms
(1) (2 (3) )
ACash/M 1.850%** 1.114%%%* 1.913%%* 1.135%%%*
(0.232) (0.227) (0.226) (0.217)
High_PD_Dummy —0.005 —0.013
(0.015) (0.014)
High_PD_Dummy * ACash/M 0.45]%*%%* 0.179
(0.174) (0.158)
Low_PD_Dummy —0.000 —0.008
(0.010) (0.012)
Low_PD_Dummy * ACash/M 0.003 0.043
(0.141) (0.139)
High_PD_Fraction —0.087 —0.085
(0.123) (0.125)
High_PD_Fraction * ACash/M 3.876%** 2.110
(1.360) (1.395)
Low_PD_Fraction 0.012 —0.064
(0.052) (0.049)
Low_PD_Fraction * ACash/M —0.763 0.055
(0.689) (0.517)
Controls Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Obs. 9643 7063 9643 7063
R? 0.166 0.115 0.167 0.115

Note: This table reports the results of high- and low-ranking political directors by ownership type (state ownership and non-state ownership).
High_PD_Dummy is a dummy variable which equals 1 if the highest political connection of the board is at the Bureau-Department level or higher
(high ranking), and 0 otherwise. Low_PD_Dummy is a dummy variable which equals 1 if the firm has at least one low-ranking political director
and no high-ranking directors. High_ PD_Fraction and Low_PD_Fraction are percentages of high-ranking and low-ranking politically connected
directors on the board, respectively. Constants and control variables are included in the estimation but not reported. The robust standard errors
clustered at the firm level are reported in parentheses. ***, ** and * denote significance at the 1%, 5% and 10% levels, respectively. All other variables

are defined in Table 1.

value. Specifically, we analyse directors’ age, gender and
tenure to estimate variations in reputational incentives
and resource provision by HRPDs. We calculate the av-
erage tenure, age and percentage of female directors for
high- and low-ranking directors, conducting a triple in-
teraction terms regression analysis.

In column 1 of Table 8, the estimated coefficient
on High PD_Fraction * ACash/M * Characteris-
tics_for_High_PD is positive and statistically signifi-
cant, suggesting that the positive impact of a high
level of political power and cash value is stronger
when the HRPDs are more experienced (have longer
board tenures), probably due to their better under-
standing of the firm’s operations and more effective re-
source provision and monitoring roles. Notably, the di-
rectors’ age and gender do not significantly alter this
relationship.

Investment efficiency

Our evidence on the importance of high-level political
power for the value of cash indicates that the political
influence of HRPDs may give them the ability to secure

extra investment opportunities, enabling firms to utilize
cash more efficiently. To evaluate this contention, we
assess investment efficiency by calculating the deviation
of actual investments from expected levels (Biddle,
Hilary and Verdi, 2009), using the following model:

Investment; ; = « + B ASales; —| + & 3)

where Investment is the sum of capital expenditure and
R&D expenditure is scaled by the lagged value of total
assets. ASales is the annual percentage change of sales.
We then define Investment Efficiency as the absolute
value of the residuals from model (3) multiplied by —1.

Next, we estimate the following model to investigate
the effect of the presence of HRPDs and LRPDs on in-
vestment efficiency:

a + BiHigh_PD;
+ BoLow_PD;¢ | + X;, 18
+ 0{ + Mi + Eit

Investment Ejciency; ; =

“4)

Table 9 reports the regression results of model (4). In
columns 1 and 2, we observe strong evidence of a pos-
itive relationship between HRPDs and investment effi-
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Table 6. Local political pressure

Excess return

Excess return

Excess return Excess return

Low GDP High GDP Low GDP High GDP High fiscal Low fiscal High fiscal Low fiscal
growth growth growth growth deficit deficit deficit deficit
) @ &) ) ®) ©) () ®)
ACash/M 1.277%%* 1.714%%* 1.363%** 1.691%*** 1.461%%* 1.796%*** 1.434%%%* 1.840%**
(0.278) (0.196) (0.272) (0.187) (0.212) (0.236) (0.206) (0.225)
High_PD_Dummy —0.040** 0.017 —0.010 0.009
(0.018) (0.016) (0.014) (0.017)
High_PD_Dummy * 0.423* 0.178 0.426%** —0.052
ACash/M (0.237) (0.144) (0.158) (0.185)
Low_PD_Dummy —0.009 —0.003 —0.008 —0.004
(0.013) (0.012) (0.011) (0.013)
Low_PD_Dummy * 0.102 —0.089 —0.081 —0.000
ACash/M (0.166) (0.130) (0.129) (0.151)
High_PD_Fraction —0.336%* 0.216 —0.109 0.117
(0.166) (0.134) (0.118) (0.153)
High_PD_Fraction * 4.330%* 2.089* 4.217%** 0.375
ACash/M (1.839) (1.215) (1.223) (1.654)
Low_PD_Fraction —0.013 —0.054 —0.064 —0.030
(0.063) (0.055) (0.049) (0.060)
Low_PD_Fraction * —0.681 —0.441 —0.372 —0.680
ACash/M (0.743) (0.520) (0.555) (0.651)
Controls Yes Yes Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Obs. 7495 9211 7495 9211 9460 7246 9460 7246
R? 0.139 0.137 0.140 0.136 0.118 0.146 0.119 0.147

Note: This table reports the results of high- and low-level political directors by regional expropriation risk measured by economic and fiscal conditions,
as captured by the annual GDP growth and the fiscal deficit ratio at the municipal level. High_ PD_Dummy is a dummy variable which equals 1 if the
highest political connection of the board is at the Bureau-Department level or higher (high ranking), and 0 otherwise. Low_PD_Dummy is a dummy
variable which equals 1 if the firm has at least one low-ranking political director. High_ PD_Fraction and Low_PD_Fraction are percentages of high-
ranking and low-ranking politically connected directors on the board, respectively. Constants and control variables are included in the estimation
but not reported. The robust standard errors clustered at the firm level are reported in parentheses. ***, ** and * denote significance at the 1%, 5%

and 10% levels, respectively. All other variables are defined in Table 1.

ciency, which is in line with our prediction that they have
the power and desire to optimize performance. How-
ever, we find no evidence that low-ranking political di-
rectors are associated with investment efficiency. Over-
all, the findings support our contention that HRPDs can
increase the value of a firm’s cash holdings through im-
proved investment efficiency.

In this section, we use a more granular approach to
explore the heterogeneous effects of political power.
Specifically, we drill down to five major leadership
ranks and regroup political directors into each tier in
Table 10.'° In column 1 we observe a positive and signif-
icant coefficient of Bureau-Department_level_Dummy
* ACash/M, indicating that Bureau-Department-level
political directors drive the positive relationship be-
tween HRPDs and the market value of cash. In column
2 we obtain consistent results using an alternative

10We also re-categorize political directors according to the ten
leadership ranks, ranging from State to Vice Township-Division
level. Our analysis consistently shows that the presence of
Bureau-Department-level directors is associated with an in-
creased market value of cash holdings.

measure. Further results show that political directors
from the Vice Bureau-Department to the Township-
Division tiers have no effect on the market value of
cash. Overall, these results support our segregation of
HRPDs and LRPDs in the primary specification. This
reinforces our finding that shareholders benefit only
from the presence of highly ranked political directors,
particularly those at the Bureau-Department level.
In contrast, the presence of political directors from
various lower-ranking tiers has no influence on cash
value.

Discussion and conclusion

Our paper investigates how hierarchical political power
affects the market value of corporate cash holdings.
Based on a sample of Chinese listed firms, we distin-
guish between two categories of directors: those with
high-level and those with low-level political power, uti-
lizing the hierarchical civil service system in China.
We find that the value of cash increases when a firm
appoints high-ranking political directors, particularly
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Table 7. Agency conflicts

J. Liu et al.

Strong agency conflicts

Weak agency conflicts

Strong agency conflicts

Weak agency conflicts

() @) 3) )
ACash/M 1.516%%:* 1.662%%* 1.573%%* 1.632%%*
(0.228) (0.223) (0.218) (0.214)
High_PD_Dummy —-0.014 —0.013
(0.014) (0.017)
High_PD_Dummy * 0.336* 0.238
ACash/M (0.187) (0.163)
Low_PD_Dummy —0.006 —0.004
(0.011) (0.012)
Low_PD_Dummy * 0.048 —-0.072
ACash/M (0.139) (0.139)
High_PD_Fraction —0.143 —-0.072
(0.114) (0.144)
High_PD_Fraction * 3.889%** 2.326*
ACash/M (1.509) (1.293)
Low_PD_Fraction —-0.014 —0.027
(0.053) (0.054)
Low_PD_Fraction * —-0.517 —-0.187
ACash/M (0.596) (0.544)
Controls Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Obs. 8539 8167 8539 8167
R? 0.136 0.125 0.137 0.125

Note: This table reports the results of high- and low-level political directors conditional on agency conflicts. High_ PD_Dummy is a dummy vari-
able which equals 1 if the highest political connection of the board is at the Bureau-Department level or higher (high ranking), and 0 other-
wise. Low_PD_Dummy is a dummy variable which equals 1 if the firm has at least one low-ranking political director. High_PD_Fraction and
Low_PD_Fraction are percentages of high-ranking and low-ranking politically connected directors on the board, respectively. Constants and con-
trol variables are included in the estimation but not reported. The robust standard errors clustered at the firm level are reported in parentheses. ***,

** and * denote significance at the 1%, 5% and 10% levels, respectively. All other variables are defined in Table 1.

those at the Bureau-Department political rank, whereas
investors are indifferent to the involvement of low-
ranking political directors when evaluating a firm’s cash
holdings. Further analysis reveals that such effects are
greater in non-SOEs, in regions where politicians face
heightened political pressure and in firms with more
pronounced agency conflicts. The results indicate that
the power conferred on political directors according to
their government ranking is an important factor in de-
termining corporate wealth.

Theoretical contributions

This study addresses the complex and inconclusive rela-
tionship between corporate outcomes and political di-
rectors, contributing to the literature in several ways.
First, we extend resource dependence theory by
demonstrating how individual attributes of political di-
rectors, particularly their hierarchical political power,
influence their ability to provide resources and shape
corporate political strategies. Resource dependence the-
ory posits that firms seek directors adept at managing
government—firm interdependence (Pfeffer and Salan-
cik, 1978). Appointing politicians to boards reduces un-

certainties, transaction costs and dependencies. Unlike
previous studies that treat political directors as a ho-
mogeneous entity (Hillman, 2005; Zhu and Yoshikawa,
2016), our research shows that their hierarchical power
plays a crucial role in their effectiveness at managing
government—firm interdependencies.

Second, our findings advance the resource depen-
dence literature by contextualizing the influence of
political directors. Prior research has examined opti-
mal scenarios for firms to benefit from board-level re-
source provisions, often focusing on internal contin-
gency factors such as lifecycle stages (Lynall, Golden
and Hillman, 2003; Zahra and Pearce, 1989) and firm
size (Daily et al., 2002), or external factors such as
industry regulation and national institutions (Zattoni,
Bozzolan and Di Donato, 2023). We introduce geo-
graphical location and ownership type as critical con-
textual factors affecting the role of political direc-
tors in resource provision. Our research shows that
firms in regions with strong political pressure and non-
SOEs benefit more from the political power of these
directors.

Third, we integrate agency theory with resource
dependence theory to advance the understanding of

© 2025 The Author(s). British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of

Management.

ASUADIT suoWWO)) dAnear) qedrdde ay) £q pauIdA0S a1 SR Y() 9SN JO SN 10§ AIeIqr aurjuQ £3[IA\ UO (SUOTIPUODI-PUB-SULI) /W0 K3[1m " K1eIqijaur[uo//:sdny) suonipuo)) pue s, 3y S [6707/10/Lz] uo Areiqry aurpuQ £[ip 1SoL AQ €6871°1SS8-L9F1/1111°01/10p/wiod K3[im*Areiqrjaurjuo//:sdpy woiy papeojumo( ‘0 ‘1SS8.9t 1



Hierarchical Political Power and the Value of Cash Holdings 17

Tuable 8. Political director characteristics

Tenure Female director Age
Excess return Excess return Excess return
(1) (2) 3)
ACash/M 1.559%%* 1.591%%* 1.594%*%*
(0.160) (0.151) (0.156)
High_PD_Fraction —0.102 —0.062 0.202
(0.108) (0.090) (0.530)
High_PD_Fraction * ACash/M 3.227* 3.048%** 10.007
(1.739) (1.014) (6.527)
Characteristics_for_High_PD 0.000 0.067 0.000
(0.005) (0.090) (0.000)
High_PD_Fraction * Characteristics_for_High_PD 0.006 —0.680 —0.006
(0.036) (0.881) (0.010)
ACash/M * Characteristics_for_High_PD —0.145** —1.528 —0.002
(0.072) (1.807) (0.005)
High_PD_Fraction * ACash/M * 1.033* 13.304 —0.105
Characteristics_for_High_PD (0.592) (15.495) (0.118)
Low_PD_Fraction —0.058 —0.040 —0.087*
(0.210) (0.039) (0.045)
Low_PD_Fraction * ACash/M 1.781 —0.802* —0.000
(2.467) (0.429) (0.704)
Low_Characteristics_for_Low_PD —0.000 —0.009 —0.001
(0.000) (0.030) (0.003)
Low_PD_Fraction * Low_Characteristics_for_Low_PD 0.001 0.124 0.024
(0.004) (0.215) (0.016)
ACash/M * Low_Characteristics_for_Low_PD 0.002 —0.127 —0.022
(0.002) (0.511) (0.035)
Low_PD_Fraction * ACash/M * —0.047 3.226 —0.091
Low_Characteristics_for_Low_PD (0.046) (2.923) (0.244)
Controls Yes Yes Yes
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
Obs. 16,706 16,706 16,706
R? 0.126 0.126 0.126

Note: This table reports the results of regressions that examine the moderating effects of high- and low-level political directors’ characteristics.
High_PD_Fraction and Low_PD_Fraction are percentages of high-ranking and low-ranking politically connected directors on the board, respec-
tively. In column 1, Characteristics_for_High_PD is the average board tenure for high-ranking political directors. Characteristics_for_Low_PD is
the average board tenure for low-ranking political directors. In column 2, Characteristics_for_High_PD is the average percentage of female high-
ranking political directors. Characteristics_for_Low_PD is the average percentage of female low-ranking political directors. In column 3, Charac-
teristics_for_High_PD is the average age of high-ranking political directors. Characteristics_for_Low_PD is the average age of low-ranking political
directors. Constants are included in the estimation but not reported. The robust standard errors clustered at the firm level are reported in parentheses.
*** ** and * denote significance at the 1%, 5% and 10% levels, respectively. All other variables are defined in Table 1.

board political capital. While both theories serve as
principal frameworks for board dynamics, neither fully
captures how boards operate in reality. Despite the
conceptual work of Hillman and Dalziel (2003), limited
empirical studies integrate both theories. Our research
bridges this gap by examining political directors’ dual
roles, spanning the ‘helping hand’ resourcing role to the
reputational role in internal monitoring. This integrated
approach enhances our understanding of how political
capital on boards affects corporate governance and
investor perceptions, particularly in relation to cash
management.

Lastly, our findings contribute to the cash holding
literature by highlighting the role of board political
power in effective cash management, which is crucial to
a firm’s success. In a perfect capital market, firms would

hold only the cash needed for immediate operating re-
quirements, relying on external capital for investments.
However, various frictions and information asymmetry
make external capital costly and difficult to obtain
(Leland and Pyle, 1977). Cash reserves are an essential
hedge against shocks, capitalize on investment oppor-
tunities and minimize transaction costs (Myers and
Majluf, 1984), although large cash holdings can lead to
agency problems (Jensen and Meckling, 1976). Despite
this, the influence of interactions between firms and the
external environment, particularly governments, on the
value of cash has been largely overlooked. We examine
the interplay between political governance and tradi-
tional corporate governance mechanisms, highlighting
how the political environment influences cash man-
agement. Specifically, the presence of certain political
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Table 9. Investment efficiency

Investment efficiency Investment efficiency

M @

High_PD_Fraction 0.086**
(0.034)
Low_PD_Fraction —-0.012
(0.015)
High_PD_Dummy 0.006*
(0.004)
Low_PD_Dummy —0.004
(0.003)
Board size —0.006 —0.006
(0.010) (0.010)
Duality —0.006 —0.006
(0.004) (0.004)
SOE 0.008** 0.008***
(0.003) (0.003)
Cash flow —0.006 —0.006
(0.006) (0.006)
Firm age —0.026* —0.026*
(0.015) (0.015)
Tangibility —0.026%** —0.026%**
(0.007) (0.007)
Debt ratio 0.036%** 0.036%**
(0.013) (0.013)
ROA 0.037*** 0.037%%*
(0.011) (0.011)
Firm FE Yes Yes
Year FE Yes Yes
Obs. 11,816 11,816
R? 0.135 0.134

Note: This table reports the results of high- and low-level political di-
rectors on investment efficiency. High. PD_Dummy is a dummy vari-
able which equals 1 if the highest political connection of the board is
at the Bureau-Department level or higher (high ranking), and 0 oth-
erwise. Low_PD_Dummy is a dummy variable which equals 1 if the
firm has at least one low-ranking political director and no high-ranking
directors. High_PD_Fraction and Low_PD_Fraction are percentages
of high-ranking and low-ranking politically connected directors on the
board, respectively. All independent variables are lagged by 1 year. Con-
stants are included in the estimation but not reported. The robust stan-
dard errors clustered at the firm level are reported in parentheses. ***,
** and * denote significance at the 1%, 5% and 10% levels, respectively.
All other variables are defined in Table 1.

directors can enhance a firm’s ability to secure resources,
improve governance and capitalize on investment op-
portunities, thereby increasing the value of corporate
cash.

Managerial and policy implications

Our study on the impact of directors’ political power of-
fers crucial insights for governments, regulatory bodies
and companies seeking to strengthen corporate gover-
nance and optimize investment and growth strategies. It
reveals how political directors, particularly those with
high-level political connections, help firms secure key
investments and manage cash efficiently, enhancing the
perceived market value of cash holdings. This insight

J. Liu et al.

helps boards and management to craft better political
strategies and governance practices.

Decision-makers must recognize the multi-faceted
nature of political authority in their decision-making
processes. Instead of regarding political directors as
a single class, firms can benefit from a clearer un-
derstanding of the diverse attributes of each indi-
vidual, cultivating those whose political ties can best
augment corporate value and operational efficiency.
Our research is relevant internationally, including cen-
tralized and hierarchical governance systems typical
of emerging economies, and in developed economies
where political connections are strategic business
assets.

Whilst our attention in this study concentrates
primarily on political directors, we believe that the di-
mensions of human and social capital discussed could
potentially be applied to director candidates from a
range of professional backgrounds, including those
with expertise in accounting, finance and legal fields. By
considering a wider range of directors’ heterogeneous
human and social capital, boards and top manage-
ment teams can access a richer pool of knowledge and
skills, enhancing corporate governance and decision-
making.

Limitations and future research

While a direct comparison between China’s political
system and that of developed Western countries is
infeasible, our analysis of China’s hierarchical power
structure suggests that similar complications may ex-
ist in various constitutional frameworks worldwide.
This implies a need for further research in diverse
institutional contexts to explore and clarify these
dynamics.

Nevertheless, caution must be exercised when gener-
alizing these results to other settings. From an agency
theory perspective, our study endeavours to shed light
on the ‘helping hand’ provided by political directors,
highlighting variations in monitoring incentives — as op-
posed to monitoring the abilities of high-ranking and
low-ranking political directors. We argue that the abil-
ity of political directors to manipulate resources for
personal gain is inconsistent across political hierarchi-
cal levels, as this is influenced by external contingen-
cies such as geographical proximity to central govern-
ment and the extent of information asymmetry. For in-
stance, despite their lower rank and limited access to
political resources, political directors in regions distant
from Beijing may find it more feasible to pursue per-
sonal interests at the corporation’s expense, given the
less-developed infrastructural system in more remote re-
gions. This calls for a careful consideration of the appli-
cability of our findings beyond the specific institutional
context of our study.
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Table 10. Five-tier administrative hierarchy

Excess return (dummy) Excess return (fraction)

(1) )
ACash/M 1.585%** 1.573%**
(0.155) (0.152)
Provincial-Ministerial_level 0.016 0.177
(0.026) (0.243)
Provincial-Ministerial_level * ACash/M —0.234 —0.502
(0.376) (3.251)
Bureau-Department_level —0.014 —0.151
(0.011) (0.092)
Bureau-Department_level * ACash/M 0.374%%* 4. 1171%%*
(0.126) (1.143)
Vice Bureau-Department_level —0.011 —0.051
(0.009) (0.076)
Vice Bureau-Department_level * ACash/M —0.074 —0.073
(0.112) (0.803)
County-Section_level 0.003 —-0.010
(0.007) (0.045)
County-Section_level * ACash/M —0.053 —0.790
(0.095) (0.507)
Township-Division_level —0.015*% —0.075
(0.009) (0.061)
Township-Division_level ¥ ACash/M —0.034 0.282
(0.112) (0.811)
Controls Yes Yes
Firm FE Yes Yes
Year FE Yes Yes
Obs. 16,706 16,706
R? 0.126 0.126

Note: This table reports the results of heterogeneous political directors by a five-tier leadership hierarchy. In column 1, Vice Provincial-Ministerial
level to Township level are five dummies. Provincial-Ministerial_level Dummy equals 1 if the firm has at least one Provincial-Ministerial or Vice
Provincial-Ministerial-level political director. Bureau-Department_level Dummy equals 1 if the firm has at least one Bureau-Department-level
political director. Vice Bureau-Department_level Dummy equals 1 if the firm has at least one Vice Bureau-Department-level political director.
County-Section_level Dummy equals 1 if the firm has at least one County-Section or Vice County-Section-level political director. Township-
Division_level_Dummy equals 1 if the firm has at least one Township-Division or Vice Township-Division-level political director. In column 2, hierar-
chy in political connection is measured by the percentage of Vice Provincial-Ministerial to Township-Division-level political directors. Vice Provincial-
Ministerial_level_Fraction is the percentage of Vice Provincial-Ministerial-level political directors. Bureau-Department_level_Fraction is the per-
centage of Bureau-Department-level political directors. Vice Bureau-Department_level_Fraction is the percentage of Vice Bureau-Department-level
political directors. County-Section_level_Fraction is the percentage of County-Section or Vice County-Section-level political directors. Township-
Division_level_Fraction is the percentage of Township-Division or Vice Township-Division-level political directors. Constants and control variables
are included in the estimation but not reported. The robust standard errors clustered at the firm level are reported in parentheses. ***, ** and *
denote significance at the 1%, 5% and 10% levels, respectively. All other variables are defined in Table 1.
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