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Economic Effects of Dual Employment Regulation during Economic Transition
LONG Xiao—ning'?, ZHANG Xun—chang’, YANG Jin’

(1. Wang Yanan Institute for Studies in Economics of Xiamen University; 2. School of Economics of Xiamen University ;

3. School of Public Finance and Taxation of Southwestern University of Finance and Economics)

Abstract: Using the release of Document No. 18 by the Organization Department of CCP as a natural
experiment, this paper empirically studies how the ban on the hiring of government officials and college leaders in
listed firms affects their stock return and financial performance. We conduct a survival analysis and find that the
regulation significantly increased the daily departure rate of independent directors who are targeted by 38.72%.
Based on this result, we study how the regulation affects targeted firms’ stock returns by employing the event study
approach. We find that the cumulative abnormal stock returns of firms in treatment group is 1.14% lower than that
in the control group in the event window (-5,+5) after release of Document No. 18. The effects are significantly
negative for both government—connected firms and university—connected firms. Finally, we adopt the difference—in—
different method to explore how Document No. 18 affects firm financial performance based on quarterly data. We
provide evidence that the release of Document No. 18 significantly reduced loan access and sale growth of affected
firms but increased their expenditure on R&D activities. These results suggest that the dual employment regulation
is shutting off the channels through which government officials, university leaders and firms exchange interests,
which is crucial for straightening the government—firm relationships and restraining the rent—seeking behaviors of
government officials and university leaders.

Key Words: dual employment regulation; government connection; university connection; event study method
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