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Anti-Corruption and Firms’ Innovations: An Explanation from Political
Connections

DANG Li, YANG Rui-long, YANG Ji-dong
(School of Economics, Renmin University of China, Beijing 100872, China)

Abstract: Based on the fact that China has adopted a sever anti—corruption campaign since the 18" Party
Congress in China, this paper tries to explore the effect of anti—corruption on firms’ R&D investments from the
perspective of political connections. The results find that in China, seeking for political connections and
strengthening innovation are two substitutive ways for firms to develop themselves. After this anti —corruption
campaign, firms with strong political connections increase their level of R&D investments, and anti—corruption has
a good effect on firms’ innovation. The further results also show that for different types of firms, anti—corruption
has different effects on firms’ innovation investments. For SOEs, anti —corruption can only enhance the R&D
investments of firms when their managers are former officers in governments, while for Non-SOEs, anti—corruption
have more bride positive effects on firms’ R&D investments. Additionally, for firms in provinces with strong anti—
corruption campaign, the increases of R&D investments of firms with strong political connections are much more
than that of firms without political connections. This paper lays a micro—foundation for the suggestion that anti—
corruption is good for firms’ innovation, providing a new idea about the effects of this anti—corruption on economic
development.
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