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Political Participation of Executives in State — owned Enterprises
Political Incentive and Overinvestment

Yu Wenchao Li Renyu and He Qinying

( Research Institute of Economics and Management Southwestern University of Finance and Economics)

Abstract: Using state — owned listed companies from 2004 to 2009 as sample this paper studies the effect of executive’ s political
participation on the overinvestment of state — owned listed companies. We find that executive’ s political participation has a significant
effect on reducing the overinvestment of free cash flow and that the worse the institutional environment is the stronger the effect is.
These results suggest that executive” s political participation implies the political incentive. From the view of executive’ s political
participation this paper studies the effect of political incentive on the corporate governance which is different from the literature
focusing on the compensational incentive. Meanwhile the reform of stated — owned companies has garnered particular attention our study
provides useful policy suggestions to enhance the investment efficiency of stated — owned companies and standardize investment system
of state — owned companies.
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