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Does “Tongxiang Guanxi” Play a Role in Policy Burden?
A Test in the Local State-owned Enterprises
Li Weian (Tianjin University of Finance and Economics)

Sun Lin (Dalian Minzu University)

Abstract: “ Tongxiang Guanxi (relationship of fellow-townsman)” is a very important and naturally native concept in
Chinese society. It is full of geopolitical meaning. People always distinguish themselves from others by geographical
boundary in psychology. This feeling is perfectly real and the little stabs of home-sickness that is diffcult to thrust back will
come out. As a very common phenomenon, “tongxiang guanxi” is widespread and important between the government and
enterprises. Nevertheless, contrary to this phenomenon, there is little normative research. This is a very interesting yet less
studied issue. In previous study. social structures have some restricted effect on economic behavior. Therefore, “tongxiang
guanxi” as a universal and important social relationship may have influence on the behavior of micro-enterprise.

In the corporate governance transition from administractive governance to economic governance, the features of
administractive governance and economic governance do coexist in a long time. Although the overall trend of state-owned
enterprise’ s administractive governance is from strong to weak, the transition direction may turn around transiently.
Administractive governance still plays an important role in microeconomic order. Due to too much administrative
intervention and the immaturity of economic governance, the combination between administractive governance and economic
governance is lack of high contingency and complementarity. Administractive governance plays an important role, in some
cases, the dominant one. The features of administractive governance are obvious in state-owned enterprise’s operation. For
instance, the operation objective of enterprise is administrative. The appointment of people who are in charge of an
enterprise is administrative. The resource allocation of enterprise is administrative, Administractive governance has an
influence on various aspects of the micro-enterprise, and it provides a convenient condition for “Guanxi”.

“Guanxi(relationship)” is a very important tie between government and enterprises. This can be reflected in many
political connection studies. Although the political connection has unique value in the enterprises’ operation, the studies of
political connection focus on the executives” political background in existing academic research. Less attention has been paid
to congenital relationship. Even being involved, the speculative conclusions are the majority whilst normative conclusions

are the minority. The former is more than the latter. “Tongxiang Guanxi” is a special type of “Guanxi” in traditional
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Chinese society. It may directly have an influence on many hands of the society. In official circles, “Tongxiang Guanxi” is
a very important matter for official career. Along with the deepening study of government-enterprise relationship, more
attention should be paid to the “Tongxiang Guanxi” between official and entrepreneur. We measure political connection by
“Tongxiang Guanxi” between official and entrepreneur, and try to answer; Can “Tongxiang Guanxi” have an influence on
the policy burden of local state-owned enterprise? Will the effect of Tongxiang Guanxi be different with the changes of
official power?

Under the background of Chinese corporate governance is transiting from Administration Governance to Economic
Governance. Features of administrative objectives are difficult to be ignored. For instance, the operation objective of
enterprise is administrative, The appointment of people who are in charge of an enterprise is administrative. The resource
allocation of enterprise is administrative. In order to study. we choose the listed local state-owned enterprises from 2004 to
2014, have collected hometown information of local SOE’s chairmans and general managers. Hometown information is
employed to distinguish whether they are “tongxiang (fellow-townman)” with the secretary of municipal party committee
and the mayor. This paper explains whether “tongxiang guanxi” can impact policy burden. This paper obtained some
meaningful conclusions after empirical analysis, finding that “Tongxiang Guanxi” has a positive impact on the amount of
policy burden. “Tongxiang Guanxi” will perform more positive impacts on the amount of policy burden in the places where
less government intervention was found.

This paper has some theoretical significance: Firstly, it focuses on the guanxi heterogeneity of local SOE’s chairmans
and general managers, introduces “Tongxiang Guanxi” into the research of corporate governance, and expands the social
factors of policy burden; Secondly, based on Chinese traditional culture, this study measures the political connection with
the native characteristic of “tongxiang”, proposes a new research form of political connection, expands the literature and
provides Chinese evidence, and has a strong local significance; Thirdly, we analyse the operation mechanism of “Tongxiang
Guanxi” between official and entrepreneur, clarify and deepen the knowledge of “Tongxiang Guanxi”.

It also has some practices and implications. Independence is an important factor to measure governance effectiveness.
Although non-independent dominance factors should be restricted, independent recessive factors are hard to limit. At the
progress of state-owned enterprise transiting from administration governance to economic governance, it is easy to achieve
de-administration but hard to deconstruct “Guanxi”, especially congenital “Tongxiang Guanxi”. “Tongxiang Guanxi”
between official and entrepreneur is a combination of general “Tongxiang Guanxi” and political connection. The impact of
this kind of societal political connection is both positive and negative. So we should keep a close watch on the negative
impact through a series of measures to protect the same right, revise the negative influence, and stimulate the positive
influence. We argue that the reform should insist on the direction from administractive governance to economic governance,
and reinforce economic governance continually. The effect of “Tongxiang Guanxi” should be further filtered by institutional
construction with an emphasis on discipline. The interference should be restricted in policy burden and the goal of state-
owned enterprise should be more marketed.

Key words: policy burden; tongxiang guanxi; local state-owned enterprises; corporate governance
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