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Abstract

Do businesspeople that win elected office use their positions to help their firms? Busi-

nessperson politicians are common worldwide, but little is known about the consequences of

their entrance into politics. Using an original dataset of 2,706 firms in Russia, I employ a

regression discontinuity design to identify the causal effect of firm directors winning seats in

subnational legislatures in 2004-2013. I show that having a connection to a winning candidate

increases a firm’s revenue by 60% and profit margin by 15% over their term in office. I then

test between different mechanisms, finding that connected firms improve their performance by

gaining access to bureaucrats, and not by signaling legitimacy to financiers. The value of win-

ning a seat increases in more politically competitive regions, but falls markedly when more

businesspeople win office in a convocation. Politically connected firms extract fewer benefits

when faced with greater competition from other rent-seekers.
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1 Introduction

Businesspeople occupying higher political office are commonplace around the world. Though lit-

tle systematic data exists, high levels of business penetration of national-level parliaments have

been noted in the last decade in such places as Thailand, Benin, China, and Ukraine. Work on

so-called ‘moonlighting politicians’, members of parliament that continue to work in the private

sector after election, has documented numerous policymakers with outside employment in Den-

mark, Ireland, New Zealand, the United Kingdom and Canada, among many others (Geys and

Mause 2013). Private firm directors have even become national leaders of the executive branch in

countries worldwide, such as Italy, the United States, Finland, and Chile (DellaVigna et al. 2013).

There are different theoretical explanations about why businesspeople might run for office,

largely derived from the citizen-candidate model (Osborne and Slivinski 1996; Besley and Coate

1997). One theory claims that weak electoral institutions incentivize holding office, since voters are

unable to punish businessperson politicians when they pursue private interests over the public good

(Gehlbach, Sonin and Zhuravskaya 2010). Scholars have also identified other institutions, such as

the level of pay and disclosure rules, as influencing the trade-off businesspeople face between stay-

ing in the private market or entering politics (for a thorough review, see Braendle (2016)). Further

work has shown that due to the high costs of winning office, those that do run may be pursuing pub-

lic service due to policy goals or altruism (Diermeier, Keane and Merlo 2005). To date, however,

we have little evidence of the economic consequences of businesspeople simultaneously working

in the public and private sectors. Do CEOs who pursue political office achieve disproportionate

returns for the firms they lead? If true, this finding has broad implications about how voters should

evaluate the true motivations of businesspeople that contest elections as well as how policymakers

should design institutions to curb this type of rent-seeking.

To answer this question, I examine whether businesspeople who become legislators in Russia

are able to secure benefits for their firms while serving in elected office. I construct an original

dataset of 2,706 politically connected firms over the period of 2004-2013, matching over 12,000
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regional-level candidates to any companies they directed at the time of their electoral campaign.1

Taking advantage of close elections where the determination of the winner and runner-up is near

randomly assigned (Lee 2008), I employ a regression discontinuity (RD) design to identify the

causal effect of political connections on firm-level outcomes. Due to the discontinuity in the as-

signment to treatment, the RD design can causally attribute any differences in profitability, revenue,

or other measures of the firm performance to the effect of winning office. In addition, I draw upon

over 40 semi-structured interviews with key actors in three Russia regions (Tomsk, Ryazan, and

Perm), including with winning and losing businessperson candidates, to help elucidate the mech-

anisms behind any effects found. My results indicate that firms connected to winning candidates

increase their revenue by 60% and profit margin by 15% by the final year these candidates spend in

office. These results are statistically significant, pass robustness checks that vary RD specifications,

and reflect a local average treatment effect for firms located near the winning threshold.

Several underlying mechanisms are consistent with these findings. Bank lenders might look

more favorably upon firms whose directors hold elected office, viewing their political success as a

sign of creditworthiness. Winning a seat in a legislature might open doors to bureaucrats and favor-

able treatment with regards to regulations and procurement. Determining which channel is most

important for rent-seeking has implications for designing reforms. If companies develop political

ties primarily to secure loans, then equalizing access to finance for all firms should be paramount.

Reforms might include mandating that banks appoint independent directors and empowering su-

pervisory agencies to discipline lenders that prioritize political ties over adequate credit checks.

Alternately, if connected politicians abuse access to state agencies, public service reform should

come first. Measures should be taken to punish bureaucrats who offer preferential treatment to

connected firms. To test between the mechanisms, I collect data on ways legislative power could

lead to firm benefits. I find that serving in office helps businesspeople win state contracts, but not

1I define a candidate as connected to a firm if that individual served as director, deputy director

or on the board of directors in the year he or she ran for office; in Russia, directors are equivalent

to CEOs.
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increase their firms’ financial leverage. Winning a seat in a regional legislature increases a firm’s

probability of accessing state procurement by approximately 40%, resulting in $700,000 of rev-

enue. These findings suggest that connections do not alleviate credit constraints, but instead open

up opportunities for firms to influence how state officials do their jobs.

I then exploit a rich national laboratory to examine how structural and institutional character-

istics affect the payoffs of holding elected office. First, winning office is more valuable in richer

regions and those endowed with natural resources. Counterintuitively, stronger democratic institu-

tions do not constrain businessperson politicians from reaping rewards to their firms’ revenue and

profits. Instead, where the ruling party faces more serious challenges to its hold on power, con-

nected firms enjoy more opportunities to redirect budgetary resources to private interests. I argue

that more competitive legislatures are able to exert policymaking authority, thereby increasing the

value of winning office. Winning candidates from opposition parties also secure rewards for their

firms, suggesting that nondemocratic regimes employ political institutions not only to distribute

rents to their supporters, but also their potential opponents. More intense political battles between

parties require more government resources to buy off all connected firms.

Competition between direct rivals that have secured political representation, however, reduces

of the value of winning office. When winning firms encounter other potential rent-seekers who

have won a seat in a parliament, they find it more difficult to carve out private benefits. In fact, the

presence in parliament of at least three firms from a single sector completely washes out the positive

gains from winning office. In addition, the more businesspeople represented in parliament overall,

irrespective of sector, the smaller the returns for their connected firms. I argue that deliberation

within the parliament is most akin to a marketplace, with dividends dropping with the appearance

of new entrants. As more economic interests gain representation, the opportunities to achieve firm-

specific gains shrink. Economic competitors thus perform an important oversight function, helping

check one another’s political advantages and curb illicit rent-seeking.

Russia emerges as a particularly interesting case for such a study, given the large presence

of businesspeople on ballots and extensive firm-level data to identify connections. Like many
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developing and middle-income countries, Russia has weak enforcement of laws, with political

ties playing an important role in nonmarket strategy (Slinko, Yakovlev and Zhuravskaya 2005).

Though national-level institutions were weakened during the period of study, writing off Russia as

authoritarian masks important regional variation in democratic development, resource wealth, and

economic competition (Bruno, Bytchkova and Estrin 2013). This subnational variation improves

our ability to generalize findings to other settings where similar conflicts of interest have also been

found (Acemoglu et al. 2013), while allowing us to hold constant macroeconomic factors that

might imperil a cross-national study. Lastly, during the period, no law prevented businesspeople at

the regional level from holding office. Balance sheet data provides a unique opportunity to study

political connections on a scale unavailable to researchers using surveys or stock market returns.

This work contributes most directly to the literature on corporate political strategy. Businesses

have numerous avenues to enter the political arena and must navigate a series of trade-offs between

allocating resources to lobbying or campaign contributions or to developing direct political connec-

tions. But even with an abundance of scholarship estimating the benefits of relational ties for firms

(Khwaja and Mian 2005; Boubakri et al. 2012; Hillman, Keim and Schuler 2004), we know com-

paratively less about which firms expend resources to develop them and how they manage to do so.

This paper explores an oft-ignored but widespread type of corporate political activity: businessper-

sons winning elected office (a notable exception is Gehlbach, Sonin and Zhuravskaya (2010)).

Winning elected office is a powerful way to develop insider political capital and is available to all

firms in places where elections are held. This type of political ties is allocated not through bribes or

backdoor dealings, but out in the open as determined by voters. In this respect, contesting elections

democratizes how firms acquire political connections. This paper offers the first empirical analysis

of the value of successful businessperson candidacy.

To do so, I adopt an identification strategy that goes beyond matching and simple regression

analysis to estimate the causal effect of these connections. This research design is closest to Boas,

Hidalgo and Richardson (2014), who also employ close elections to study the returns to campaign

contributions. But the fact that many businesspeople hold elected office may lead to more serious
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distortions for overall economic development than simply donating to campaigns or using public

office to increase personal wealth (Fisman, Schulz and Vig 2012; Eggers and Hainmueller 2009).

The takeover of legislatures by powerful firms (i.e., ‘state capture’) can have enormous social costs,

as winning firms reap rewards not based on their market success but their ability to win elections

(Hellman, Jones and Kaufmann 2003). In addition, I present new evidence about how structural and

institutional factors impact the value of corporate political activity, building out our understanding

of the relationship between democratization, competition for rents and corruption (Treisman 2007;

Faccio 2006). This paper offers an important example of a situation where party-based political

competition does not check rent-seeking. Preventing excessive industry concentration and promot-

ing the broader representation of economic interests can reduce the appeal for firms of seeking

office, as would public service reforms to enforce transparency in public procurement.

The paper finally makes several contributions to the literature on the use and consequences of

political institutions in developing democracies and autocracies. To date, much work on hybrid

and non-democratic regimes has focused on why regimes adopt nominally democratic institutions

to their own benefit (Brancati 2014), with comparatively less done on why elites join up and le-

gitimate these institutions as viable government actors. Parliaments cannot be simply dismissed

as institutional window-dressing: economic elites make serious investments to gain access to them

and earn large payoffs as a result. My research provides some of the first causal evidence for the

claim that elections to parliamentary seats are used to distribute rents among elites (Blaydes 2011;

Gandhi and Lust-Okar 2009). Parliaments allow power and resources to be shared with key actors

(Boix and Svolik 2013), but also are used to monetarily co-opt opposition leaders to solidify their

hold on power (Reuter and Turovsky 2014). By utilizing the natural experiment of close elections, I

show that institutions in competitive authoritarian regimes are not epiphenomenal to larger societal

dynamics (Pepinsky 2014), but instead can have independent effects on the behavior of elites and

interest groups. The composition of the elites that populate parliaments can have a dramatic effect

on how these institutions are used to distribute rents.

The rest of the paper is organized as follows. Section 2 explores the costs and benefits of firm
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directors holding elected office as a nonmarket strategy. Section 3 introduces the data, the research

design, and balance checks used to validate the empirical approach. In Section 4, I present the

results from the regression discontinuity for the main outcome variables. Section 5 delves into the

causal mechanisms driving the results, while Section 6 explores heterogeneous treatment effects.

Section 7 concludes.

2 Businesspeople Holding Elected Office as Nonmarket Strat-

egy

Firms are believed to make investments in the political marketplace with the expectation of financial

returns, such as increasing shareholder value or revenue. The type of benefit pursued can depend

on a variety of factors, including sector, size, and the business environment where they operate. For

example, in weakly institutionalized regimes, firms engage in political activity to protect property

rights (Markus 2012). In more developed business environments where property is less easily

expropriated, firms may look to politicians for assistance in maximizing rents in a value chain or

lowering taxes.

Multiple strategies are available to firms looking to enter politics. However, the extant literature

on corporate political strategies has tended to focused on two types viewed as the most dominant:

lobbying and making campaign contributions. Both lobbying and contributing to campaigns are ex-

amples of what I term indirect corporate political strategies. Firms contribute information, money,

and/or votes to politicians in exchange for access and influence. Politicians then become intermedi-

aries and advocate on the firm’s behalf to achieve its policy goals. Though larger contributions are

presumed to increase the probability that a politician will implement the ‘bought’ policy, indirect

strategies provide no formal guarantee that the exchange of policy will take place.

Analyses of the benefits of indirect political strategies have not reached definitive conclusions

about whether a firm’s expectation of a positive return is warranted. Evidence of exchange is ample

(Bonardi, Holburn and Bergh 2006; Hillman 2005), but well-developed identification strategies
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are much rarer (a recent exception is Boas, Hidalgo and Richardson (2014)). Some studies have

also found no effect of soft money and other political activities on specific firm-level outcomes

(Ansolabehere, Snyder Jr and Ueda 2004), or that the effect of ties is continent on factors such

as the structure of government and partisan competition (Choi, Jia and Lu 2014). Engaging in

corporate political activity may even produce negative returns for some firms (Hadani and Schuler

2013).

Besides lobbying and making campaign contributions, firms have a range of options that forgo

the use of political intermediaries. These more direct political strategies essentially blur the line

between politicians and firm executives. Direct strategies provide a stronger guarantee that an

individual firm’s interest will be represented. Aligning incentives (the politician now benefits mon-

etarily from improvements in firm performance) may help repel other actors competing for the

politician’s attention. A common way of nurturing direct political connections is the placement of

current or former politicians on the board of directors.

In this paper, I focus on a much less studied variant of a direct political strategy: a firm director

holding political office. Though appointments to executive positions indeed happen, a more widely

available avenue for securing influence in government is for the firm director to seek a legislative

seat by running for election.2 Part of the reason firm directors run themselves is that they don’t

trust politicians to represent their interests. At heart is a commitment problem: firm directors

have no guarantee that the money they give will be returned in-kind with policy after the election.

Sending friends and trusted relatives as firm proxies may help mitigate this problem, but also can

turn away voters for whom the proxy is an unknown political entity. A firm director, as employer

2The idea that firm directors enter politics to benefit their companies relates to the concept of

‘political careers’ raised by Mattozzi and Merlo (2008). However, whereas individuals may embark

on shorter term political careers to increase their market wages upon leaving office, businessperson

politicians face no constraint that they also must exit office to extract benefits (which can accrue

to their companies during their public service). As long as conflict of interest laws do not prevent

outside occupations, firm directors can remain permanent fixtures of the political landscape.
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and benefactor, commands superior name recognition and respect within the community, two vital

assets for winning personalized elections. Therefore, he or she must personally represent the firm’s

political interests to capitalize on these electoral advantages.

Overall, the choice to send representatives from the firm directly into political office differs

markedly from the other indirect and direct strategies. First, when businesspeople personally oc-

cupy political positions, they enjoy unparalleled access to policy decisions. In Russia, businessper-

son legislators gain direct access to the executive branch by virtue of their political status and weight

in opening doors to bureaucrats (Sakaeva 2012). A businessman deputy from Tomsk claimed that

bureaucrats are required to meet with deputies if they ask; in the event of non-compliance, these

politicians can submit ‘deputy requests’ (deputatskiye zaprosi) that can force bureaucratic action

in favor of their businesses.3 Well-positioned parliamentarians can even draft laws to benefit their

businesses.

Another difference between winning office and other strategies is the former’s substantial cost.

In fact, winning elections can be extremely resource-intensive in terms of time and money. In the

elections analyzed below, businesspeople must finance campaigns entirely on their own. Estimates

have put the cost at up to 5-7 million rubles ($160,000-$200,000).4 Spending money is also no

guarantee of victory, and expenditures are non-refundable.5 Electoral politics can be contentious

and vicious. Losing at the polls can damage the reputation of a firm, especially if its candidate took

divisive or controversial stances in order to get elected.

Once in office the designated representative must allocate some portion of time to political

duties rather than firm operations. During re-election campaigns, voters will evaluate politicians

not on firm performance (like shareholders would), but on their ability to deliver public goods and

help constituents. One deputy admitted that “being a deputy and a businessman at the same time is

not easy”; the number of constituent requests, especially for financial assistance, was a significant

3Interview with businessman deputy of Tomsk Regional Duma, June 11, 2014. Tomsk, Russia.

4Interview with businessman deputy of Tomsk Regional Duma, June 11, 2014. Tomsk, Russia.

5Interview with deputy of Tomsk Regional Duma, June 6, 2014. Tomsk, Russia.
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burden on his ability to run his firm.6 Firms may also need to satisfy social obligations mandated

by the government in exchange for preferential treatment in other areas. This diversion of time and

resources from pure economic activities can easily surpass expenditures on lobbying or campaign

contributions, making holding office an especially expensive strategy.

Evidence of the benefits of direct connections has been abundant, but causal effects have been

much harder to identify. Moreover, political connections may undermine a firm’s competitiveness,

investment behavior, and ability to innovate (Desai and Olofsgard 2008). Successful politicians

may not be effective firm managers, as government intervention into company management may

lead to weak incentive systems and inadequate monitoring (Okhmatovskiy 2010). If political cir-

cumstances change, a tie to the ‘wrong’ type of politician can even impose a range of negative con-

sequences on a firm (Siegel 2007). Work on Ukraine has found that at the national level, winning

seats in a legislature may not offer sufficient protection for an oligarch’s financial assets (Markus

and Charnysh 2017). The direct strategy of cultivating ties incurs sizable risks for a firm with only

contingent benefits.

To briefly summarize, there is no consensus over whether corporate political activity as a whole

is a profitable strategy for firms. The wide variation in empirical results strongly suggests the

need for a more refined approach to analyzing the return on political investments. Although firm

directors may be rational actors intent on improving market-based performance, their understanding

of the political environment they are entering may be limited or flawed. The aim of this paper will

be to examine if, when and how the strategy of firm directors seeking and then winning elected

political office pays off for their companies’ bottom line.7

6Interview with businessman deputy of Tomsk Regional Duma, June 11, 2014. Tomsk, Russia.

7Calculating the return on simply running for office, i.e. businessperson candidacy, requires a

comparison of candidate and non-candidate firms. However, concerns about selection into candi-

dacy undermine our ability to make causal claims about the relationship between running a director

for office and firm performance. In the appendix, I use matching techniques and find suggestive

evidence that businessperson candidacy alone is also beneficial for firms.
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3 Data and Research Design

To test the effect of having a director hold political office on firm performance, I adopt a regression

discontinuity (RD) design that exploits ‘close’ elections. On average across a large sample, nar-

rowly winning and losing candidates should be plausibly comparable, as if victory in the elections

was randomly assigned. Close elections become akin to a coin flip, dependent on such circumstan-

tial factors as the weather on election day (Lee 2008). RD designs using close elections have grown

increasingly popular in the social sciences due to the clear assumptions required and their ability to

identify a causal effect (Eggers et al. 2014). Here, I employ the RD design to compare firm-level

outcomes for those companies that are connected to candidates whose vote share falls close to the

threshold required to win office. I compare firms connected to narrowly winning candidates to

firms connected to narrowly losing candidates. If the assumptions of the RD design are met, this

empirical strategy excludes the influence of unobserved differences over both candidates and firms

and allows us to measure the economic effect of a firm having a connection to a legislator.

3.1 Data Description

I study the effect of political connections on firm performance using data on regional legislative

elections held in Russia between 2004 and 2011 from the Russian Central Election Commission

(CEC).8 Russia is a federal state composed of subnational units, colloquially called regions, each

of which contains a directly elected legislature. Regional legislatures are important actors, re-

sponsible for passing budgets, drafting programs for social and economic development, confirming

appointments, and setting land and transportation tax rates. Organized interest groups view these

legislatures as key sites of contestation over policy and spoils, where laws with long-term impacts

on regional matters are passed (Remington 2008). Evidence from firm surveys suggests legislatures

are attractive venues for companies looking to get involved politically (Reuter and Turovsky 2014).

8Original data accessed at: http://www.vybory.izbirkom.ru/region/izbirkom.
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Lastly, regional deputies do not enjoy parliamentary immunity, unlike their national counterparts.9

Regional legislative elections are set every four or five years according to an electoral calendar

that is fixed and exogenous to political or socioeconomic factors. Since the regression disconti-

nuity design I use requires a majoritarian electoral system, the sample of elections begins after

December 2003 when a new federal law compelled regional parliaments to adopt a mixed-member

system and fundamentally changed regional political competition. Each region determined the ex-

act allocation of seats between election through party list (PR) and single-member district (SMD)

electoral districts; approximately 41% of all legislative seats from 2004-2011 were chosen using

SMD rules. The sample consists of elections to 114 regional legislative convocations in 78 regions

from January 1, 2004 until March 3, 2011.10

My analysis compares only winners and losers in SMD races, or 12,113 candidates running

for office in 2,798 elections. In constructing the sample, I omit 45 multi-member districts, as the

probability of being above the cutoff score is no longer 50%. I also drop all firms connected to

candidates from the sample that lost their single-member district race, but gained a seat in the

legislature on the party list. The treatment is assigned at the level of the candidate, while the unit

of analysis is the firm. All firms with a director, deputy director, board chair, or board member

running for office in a SMD are included in the sample. The treatment variable is electoral victory

and takes a value of 1 if a firm is connected to a winning candidate and 0 otherwise. The forcing

variable used is vote margin, with a cutoff point at zero. For firms connected to winning candidates

(the treatment group), this value is the difference (positive in sign) from the first runner-up. For

firms connected to losing candidates (the control group), this value is the difference (negative in

sign) from the winner. This variable, Vote Margin, takes values from -1 to 1.

Both media and scholarly accounts of Russian politics raise concerns that elections to regional

legislatures are not sufficiently competitive to allow for a RD design to be used. Although some

9“Judge Decided that Deputies Possess Enough Immunity". MediaKorSet, February 10, 2009.

10During this period, eleven regions adopted full PR systems and thus did not enter the sample

where the regression discontinuity design was adopted.
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falsification does occur at the regional level, there are reasons to believe that elites are truly compet-

ing for votes and not all electoral outcomes are pre-ordained. First, the average margin of victory is

30.1% with a median of 25.7%. Importantly, 634 elections were decided by less than 10 percentage

points, roughly 23% of the total sample. This substantial sample size and the continuous forcing

variable will allow us to isolate the RD treatment effect right around the electoral threshold. Com-

petitive elections are also distributed proportionately across Russia. Figure 1 presents the regional

breakdown of elections decided by less than a 10% vote margin, as calculated as the proportion

of the total number of SMD elections per region.11 Next, to preview discussion below, I examine

balance along a range of covariates between winning and losing candidates in close elections and

find no evidence that electoral manipulation favors a specific type of candidate or firm. Lastly, if

authorities are indeed faking electoral competition to build legitimacy among the population, we

should not expect financial benefit to accrue to the winners (or punishment inflicted on the losers).

Any coordination between candidates would result in rent-sharing between complicit firms, and

not advantages bestowed on the anointed victor. I exclude the December 2011 election from the

sample due to persistent concerns over vote fraud.

[Figure 1 Goes Here]

The main outcome variables for this study are total revenue (logged and measured in millions

of rubles) and profit margin (net profits divided by total revenue) for each firm during the last year

its connected political candidate held (if won the election) or would have held (if lost the election)

office.12 I include only firms that reported balance sheet data beginning the year prior to the election

11In the Appendix, I run a series of models that regress the incidence of close elections on a

battery of determinants. Competitive elections are not distinct apart from two features: they involve

a significantly larger number of candidates and the ruling United Russia party candidate is much

less likely to win.

12Over the period under study, one Russian ruble equalled approximately $0.03. See Appendix

for results that look at outcomes averaged over politicians’ time in office, which are consistent with
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and spanning the term in office. In the Russian case, all firms are required to submit balance

sheets and income statements to the state statistics agency Rosstat every year. The majority of

companies comply in order to maintain good relations with authorities (Mironov and Zhuravskaya

2015).13 The SPARK Professional Market and Company Analysis System aggregates this official

data, including registration information and financial statements, for nearly three million firms in

Russia (as of March 1st, 2014) over the previous 15 years. SPARK data has been used widely by

academics and journalists studying firm performance, as well as malfeasance, in Russia.14 Using

reported data to analyze performance may introduce some biases. For example, companies may

avoid submitting accurate information for fear of exposing themselves to greater tax liabilities or

hostile takeovers. However, given politicians’ sensitivity to unwanted scrutiny of their dealings in

office, we might expect politically connected firms to be more likely to hide their above-normal

profits. This downward bias would make the identified effect of political ties on financial outcomes

a lower bound.

In addition to revenue and profit margin, I also collected firm covariates from the SPARK

database. Below I show regression analysis with and without these controls, but given the myr-

iad factors affecting firm performance beyond connections, the most refined models are those that

employ these covariates. The firm-level control variables include a dummy for foreign ownership,

a dummy for state ownership, and logged total fixed assets (measured in millions of rubles) in the

the main results in this paper.

13Missingness with regard to balance sheet information would raise concerns if it was correlated

with treatment status. If firms connected to narrowly winning candidates were more likely to submit

their data to authorities, then the analysis sample would be marked by selection bias. I find no

evidence that selection into missingness is correlated with electoral performance, using both RDD

and simple OLS designs.

14See, for example, Mironov and Zhuravskaya (2015) who use SPARK data in their investiga-

tion of shadow campaign financing as well as journalistic accounts of firms exerting influence on

politicians (Beshley, Olga. ‘Hunters of Oxotniy Ryad’, The New Times, November 15, 2011).
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year prior to the election taking place. In addition, I employ sector fixed effects by coding the firms

into two-digit categories according to the All-Russian Classification of Kinds of Economic Activity

(OKVED). Lastly, I show models containing region fixed effects based on electoral location and

year fixed effects for when the outcome variables were measured. Candidate controls include the

age (logged), gender, a dummy for membership in the United Russia ruling party, and a dummy if

the candidate was an incumbent from the previous convocation.15

Firm data was collected by matching each individual candidate with company positions they

held in the year prior to running for political office. Data on these ties comes from the SPARK

database, which collects registration data on almost 12 million ‘individual entrepreneurs’. Using

a programming script, I matched each candidate to his or her corresponding entry in SPARK,

using their first name, last name, middle name, region, and birthdate. Next, I manually matched

firms to all candidates who listed a company as their place of work on their ballot registration

form but who were not located in the SPARK database. Due to data constraints, I am unable to

identify whether other candidates not listed as directors ran for office on behalf of the firm (such as

friends or relatives of the firm director). Unfortunately, the Russian government collects minimal

data on campaign contributions and only at the federal level. In addition, Russia has not passed

formal regulations that would require firms and other groups to document their lobbying contacts

or expenditures at any level. This absence of data prevents analysis about how firms approach the

trade-off between running a director for elected office and seeking political influence through other

means; the results should be read with that limitation in mind. The analysis presented below strictly

compares firms whose director ran and won political office with those whose director ran and lost.

In all, I identified 2,706 firms connected to 1,930 candidates in Russia from 2004-2011. Put

differently, these figures suggest that at least 16% of all SMD candidates to regional legislatures

during this period were firm directors and/or business executives. Candidates are connected to

15I define incumbency broadly due to changes in electoral rules and district boundaries over the

period. Any candidate who served in the previous regional convocation, either through a party list

or representing a single-member district, is coded as an incumbent.
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on average 1.5 firms at the time of their campaign; I include all connected firms in the analysis.

Roughly 17% of the companies work in trade, the largest sector for those running for office, with the

agricultural and food processing sectors having the second and third largest number of firms with

12% and 10% respectively. During the year prior to the contested election of its director to regional

office, the median firm has roughly 61 million rubles in fixed assets ($2 million), revenue of 73

million rubles ($2.5 million), and net profit of 865,000 rubles ($29,000). In fact, 27% of companies

were in the red during that year. Companies with some degree of government ownership make up

6% of the sample, while those with a minority foreign ownership share constitute 3.5% of the total.

3.2 Regression Discontinuity Design

All analysis is done at the firm level, while the treatment is applied to candidates during the year

of the election. Multiple candidates can also run in an election, creating potential for cross-unit

dependence. To account for this, I use multiway clustered standard errors on both the candidate

and the election level (Cameron, Gelbach and Miller 2011). I also collapse the panel data into a

cross-section and include the pre-election value of each outcome in every regression to account

for differences in levels prior to the contested election. Because of midterm entries and exits,

the average length of time a candidate spends in office is 4 years. For firms connected to losing

candidates, the exit year is the final year of the parliamentary session to which the candidates ran

for office.

I follow Lee (2008) in adopting a regression discontinuity approach that maximizes my ability

to control for any differences in observed and unobserved heterogeneity among firms. First, I show

effects from a simple OLS regression using the global (full) sample of firms connected to candi-

dates. This model estimates a correlation between a politically-connected firm winning an election

and performance outcomes. However, because of biases discussed above, we cannot interpret the

point estimates as reflecting a causal effect. The following specifications are used in these OLS

regressions (with and without controls):
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Yi = αi + β ∗ zi +Covariatesi + εi (1)

where Yi is the outcome variable for firm i (revenue and profit margin in the final year of the

term), zi is a binary treatment indicator for whether a candidate won or lost the election, Covariates

is the set of candidate and firm covariates from the pre-election year and region, sector and year

fixed effects, and εi is a normally distributed error term.

Next, I use the regression discontinuity design to estimate a causal effect. The first approach

narrows the estimation window and employs a simple OLS model, comparing observations located

right at the threshold and weighing them equally. I present results using both 2% and 3% windows

around the threshold to focus on very competitive elections.

The second approach also narrows the window, but includes control functions (local-linear and

cubic) to control for any correlation between the vote margin (the forcing variable) and the out-

comes of interest. For the local-linear specifications, I use windows of 5% and the MSE-optimal

bandwidth proposed by Calonico, Cattaneo and Titiunik (2014) (CCT) in order to more closely

hone in around the threshold while retaining sufficient sample size.16 The cubic control function

allows of the fitting of smoothed curves that more heavily weight observations closer to the thresh-

old, which helps control for endogeneity and omitted variable bias. In order not to overfit the

regressions by including outliers at the tails, I restrict the sample to a bandwidth of twice that of

the optimal bandwidth for each outcome variable. Below is the specification estimated, with and

without controls:

Yi = αi + β ∗ zi + γ ∗ f(Margini) + η ∗ zi ∗ f(Margini) +Covariatesi + εi (2)

16This method generates a common bandwidth h to use on both sides of the cutoff. The optimal

bandwidth ĥ as determined by the Imbens and Kalyanaraman (2012) algorithm returns values of

nearly three times that from the CCT method, which are far too large of margins for an election to

be considered close.
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where Yi is the outcome variable for firm i (revenue and profit margin in the final year of the

term), zi is a binary treatment indicator for whether a candidate won or lost the election, f(Margini)

is the control function that is interacted with the treatment variable to fit above and below the

threshold, Covariates is the set of candidate and firm covariates from the pre-election year and

region, sector and year fixed effects, and εi is a normally distributed error term. These approaches

help illustrate the effects of trade-offs made over the size of the window around the threshold and

the type of control function adopted.

3.3 Balance Checks

Before moving on to the results, I run a series of checks to determine if any sorting is occurring

around the cutoff point. Though regression discontinuity studies using close elections are becom-

ing more common, concerns have been raised about their validity as a quasi-random design. If

imbalances occur between winners and losers near the winning threshold, then the assumption that

elections are decided randomly is violated. For example, incumbents running from the party in

control of the electoral infrastructure may enjoy persistent advantages in close elections (Caughey

and Sekhon 2011).

In the case of Russia, the main cleavages around which sorting would most likely occur relate

to the incumbent status and party affiliation of candidates. Incumbents from Putin’s UR party

may benefit from compatriot election officials and administrative resources to sway close electoral

outcomes in their favor. First, I run McCrary (2008) density tests to formally assess the validity

of the assumption of continuity around the threshold. Figure 2 shows the plot of these tests for all

candidates in Panel (a), and just UR incumbents in Panel (b). In both cases, the estimated difference

is small and the p-value returned is considerably above standard levels of statistical significance.

Therefore, we cannot reject the null hypothesis of no sorting around the cutoff point of 0.

[Figure 2 Goes Here]

Next, I investigate whether any sorting occurs in both the types of candidates located around the

winning threshold as well as the specific firms that these individuals are connected to. For example,
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recent research has shown that large, state-owned firms are more likely to mobilize their workers

to vote during elections in Russia (Frye, Reuter and Szakonyi 2014). Similarly, candidates running

on behalf of these firms may be able to marshal company resources to spend on campaigning

or influencing officials. To capture the causal effect of winning office, the data must satisfy the

assumption that both candidates and the firms they are connected to are similar across a set of

baseline covariates.

To assess covariate balance among candidates and firms, I use two specifications: close margin

and local linear regressions. The forcing variable in these specifications is again vote margin. I

estimate the difference between winners and closers using two sample sizes for the close margin

(bandwidths of 2% and 3%) and two sample sizes for the local linear (bandwidths of 5% and

12%).17 Robust standard errors are clustered on the candidate and election level.

Figure 3 presents the t-statistics from a two-tailed test of the hypothesis that the difference

between the comparison groups (winning versus losing candidates) for each of the 21 covariates

is zero. We see little evidence of imbalance between winners and losers and their affiliated firms.

In only one of the four specifications run does a t-statistic approach 2 (whether the candidate is

a member of a systemic opposition party), the conventional level of statistical significance for

rejecting the null hypothesis. Winning candidates are not more likely to run the type of firms most

likely to participate in election campaigns nor do they have greater company resources to take

advantage of to further their electoral campaigns. The 21 sets of regressions used to generate these

t-tests are included in the appendix.

[Figure 3 Goes Here]

17A bandwidth of 12% (the mean of the optimal bandwidths (CCT) for the main outcome vari-

ables in the paper) is used in these covariate regressions to simplify comparisons.
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4 RDD Results

First, I present the graphic illustrations of the RD treatment effect in Figure 4. I plot change in

logged revenue (Panel A) and profit margin (Panel B) over the period against vote margin in bins

of one percent, while limiting the interval of vote margin to elections decided by less than 10%

to ease interpretation around the threshold. Each bin contains on average 24.2 observations. The

plot includes line fit using a LOESS regression based on the tricubic kernal using the unbinned

data, with the gray area indicating confidence intervals of 95%. The graphs are centered at the

discontinuity cutoff point: a vote margin value of zero. The graphs show a positive jump for both

revenue and profits around the threshold for winning elections. To calculate the size of this jump

more precisely, I turn to regression analysis.

[Figure 4 Goes Here]

Results from regressions on end-of-term logged revenue on victory in single-member district

elections, as indicated by the binary variable District Win, are presented in Table 1. As described

above, Columns 1-2 present the results from simple OLS on the full sample of firms. The first model

indicates that politically connected firms earn higher revenue over the term than their firms without

connections. Next, I add firm-level (ownership type and logged total assets) and candidate-level

controls (age, gender, incumbency, and membership in the United Russia party) as well as year,

sector, and region fixed effects. The addition of these predictors reduces the effect of winning office,

but the result is still statistically significant. Although we cannot claim that the point estimates

from Models 1 and 2 present causal evidence, the correlation between political connections and

firm performance is clearly positive in the Russian case.

[Table 1 Goes Here]

Moving onto the RDD models, we see a consistent, positive, and statistically significant effect

of directors winning election on firm revenue. In Columns 3 and 4, the bandwidth is narrowed to

2% and 3% respectively without covariates, and the point estimate on District Win indicates that
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firms connected to winning office enjoy an increase of revenue of between 40% and 55%. Including

local-linear and cubic control functions, widening the bandwidth used, and adding the full set of

firm and candidate covariates and year, sector, and region fixed effects, returns consistently statis-

tically significant point estimates on the treatment variable. In all, the coefficients on District Win

from the varied set of RDD models range from roughly 30% to 70%, translating into a substantial

effect of winning office on revenue. The range of specifications run strongly suggests large revenue

advantages for a firm from having its director win elected office.

Similar results emerge from the regressions on profit margin shown in Table 2. The order

of the model specifications is identical to that from Table 1, except here the outcome variable

is profitability. First, the results from the simple OLS models on the full sample indicate that

politically connected firms do not see a higher profit margin over their candidates’ term. When

controls and fixed effects is added, the result increases but is only significant at the 10% level.

Again, given the simple OLS regression, we cannot interpret these correlations as reflecting a causal

effect.

[Table 2 Goes Here]

However, the RDD results on profit margin present more persuasive causal evidence that win-

ning office leads to more profitable firms. The coefficient on District Win is statistically significant

across the different model specifications and windows used. Using both the close margin approach

and local linear and cubic control functions, as well as varying the bandwidth used and covariates

employed returns similar point estimates for the treatment. The difference in profit margin over the

term that a winning firm director holds office ranges from 10% to 20%. The presence of a political

connection can spell the difference between an impressively profitable firm and one that barely

breaks into the black.

In the Appendix, I present several robustness checks. First, the main results on revenue and

profitability are robust to subsetting the sample to just candidates that were directors or deputy

directors (as opposed to board members) and to candidates that only ran in a single-member district

(as opposed to those that ran on the party list as well). Moreover, the RDD design used above
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does not employ a true control group; the firm performance outcomes are compared between so-

called ‘winning’ and ‘losing’ firms. Firms that did not have a director run for political office

are not analyzed. This leaves open the possibility that the treatment effect is driven not by the

benefits of acquiring political ties, but by losing firms losing money due to the absence of political

representation. To address this, I used Coarsened Exact Matching (CEM) technique to match firms

with a director who ran for office with those that chose not to send a representative to participate

in this process (Iacus, King and Porro 2011). Though matching does not generate identification,

I find that a substantial portion of the effect of having a political connection on firm performance

is from the positive benefits of winning election. Firms losing elections also do better than their

competitors down the road, but the revenue and profits they receive are lower.

5 Causal Mechanisms

What then is driving the results on increased revenue and profit margins for politically connected

firms? I next investigate several channels by which firm directors in office can help their companies.

One set of theories argues that political connections help firms by reducing uncertainty among

financiers. When markets are underdeveloped, lenders have less information about potential clients

and look for other signals of borrowing quality or property rights protection (Richter 2010). In a

study of firms connected to parliamentarians in China, Truex (2014) finds little evidence of formal

policy influence. Instead, investors interpreted membership in the National People’s Congress as

a “reputation boost", and lifted their share price. In Russia, signaling legitimacy in the absence of

other market mechanisms may be especially important given the role of private banks in lending.

A survey of 1,047 Russian firms in 2012 showed that roughly 70% received their most recent loan

from a private financial institution.18 Having a firm director serve as a legislator may be a powerful

tool to secure financing.

Another theory asserts that corporate political activity opens doors to state bureaucrats who

18Russian Federation 2012 - World Bank Enterprise Survey. (http://www.enterprisesurveys.org)
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hold sway over lucrative public procurement and regulatory treatment. Winning a seat in parlia-

ment helps reduce the costs of acquiring information about state contracts and can help companies

influence how bureaucrats design and conduct tenders. In Novgorod Region in 2005, a regional

deputy and local firm director openly stated that winning a seat in the regional legislature would

help his business achieve a necessary ‘understanding’ with regional officials.19 That year his com-

pany signed a memorandum of cooperation with the regional executive branch worth 35 million

rubles ($1 million). A primary objective for Russian firms has also been to score tax breaks from

regional governments (Slinko, Yakovlev and Zhuravskaya 2005). In Perm’ Region, a regional

deputy and director of a large director of a large silicate panels factory came under investigation

for underpaying his tax bill by 31 million rubles ($1 million) in 2003.20

Measuring all channels by which political connections operate is impossible. For example, data

on subsidies is not available. Codifying influence over the regulatory process would involve draw-

ing generalizations over the key rules affecting each industry across Russia over time, potentially

a never-ending enterprise. Therefore, the analysis is limited to performance-improving activities

where empirical data is available: taking on additional debt (evidence of signaling to private enti-

ties), and then receiving state contracts and paying lower taxes (evidence of achieving access). To

measure financial leverage, I calculate a ratio of total liabilities (long-term and short-term liabili-

ties) to total assets using SPARK data. To measure tax bills, I use a ratio of the annual profit tax

paid divided by total profit before tax for each firm. Lastly, I collect data on all state procurement

from the Federal Registry of State Contracts.21 I code a binary variable to indicate whether firms

19Romanova, Lyudmila. November 11, 2006 “Revolution of the Governing” Vedomosti

Smart Money http://www.vedomosti.ru/smartmoney/article/2006/11/07/1652 (accessed February 3,

2015).

20Ura.ru News Agency. September 9, 2008 “Perm Deputy Suspected of Tax Evasion. Investi-

gators Able to Press Charges." http://ura.ru/content/perm/09-09-2008/news/43641.html (accessed

February 3, 2015).

21Federal Register, http://reestrgk.roskazna.ru/index.php (accessed February 21, 2015). Procure-
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connected to winning and losing candidates won any state contracts during the full legislative term

they sought office in.22 As above, the model specifications vary control functions, bandwidths and

covariates, as well as include the pre-election level of the outcome.

[Table 3 Goes Here]

I present results from the set of regressions on tax rates, leverage, and state contracts in Table

3. Judging by the results from Columns 1-3, political connections may drive up the effective tax

rate, though the coefficients fluctuate considerably and fall short of conventional levels of statistical

significance. Winning elections may increase firms’ public exposure and compel them to follow

the letter of the law while their director is in office. More research is needed on how political

connections might affect firms’ legal compliance in places where the rule of law is generally weak.

Next, political connections are not being used to increase firms’ leverage, as shown in Columns 4-6.

The point estimates on District Win do not tell a consistent story across the model specifications.

That leaves state contracts, the last mechanism for which data on firms is available. Columns

7-9 in Table 3 present evidence that firms connected to winning candidates indeed enjoy greater

opportunities to sign procurement contracts with the government. The estimates from the RDD

specifications show that winning firms are roughly 30-50% more likely to win more state contracts

than losing firms, amounting to roughly $700,000 in additional revenue from the state. Though

the magnitude does not account for the entire increase in revenue as measured in Table 1, it does

suggest that one way politically connected firms are able to increase both their revenue and profits

is to tap into the largess of public procurement.

6 Heterogeneous Treatment Effects

The value of political connections may also depend on institutional, economic, and convocational

factors. First, the strength of democratic institutions may affect the rents businesspeople can extract

ment Portal, http://zakupki.gov.ru/epz/main/public/home.html (accessed February 21, 2015)

22Data is not available prior to 2008, so analysis restricted to elections from 2008 onwards.
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from government. An underdeveloped civil society makes it harder to hold politicians accountable

for their actions by applying pressure through public campaigns (Faccio 2006). Weaker market

institutions also make informal access to political power more advantageous, since avenues such as

independent courts are unavailable to help protect property rights (Li et al. 2008). Where democ-

racy has taken stronger root, politicians may be wary of abusing their public office for personal

financial gain, knowing that they might be voted out of office by voters unhappy with their record

of providing public goods (Gehlbach, Sonin and Zhuravskaya 2010). Where media is less free,

politicians face less scrutiny for manipulating legislation to their own advantage.

Alternately, greater political competition might increase the rents elites are able to extract while

in office. High levels of competition could empower parliaments to play a more forceful role in

regional policymaking. The executive branch no longer can push through its initiatives without

resistance and must provide patronage to legislators in order to win their support. More assertive

parliaments attract more attention from businesspeople, since the opportunities to actually wield

political influence are greater. Since the early 2000s, the ruling United Russia party has built a

formidable monopoly on political power across Russia, winning a majority in 86% of regional

legislatures. We might expect that firms connected to representatives of the ruling party to fare

better than their counterparts from the opposition. But if opposition parties are able to win and

control legislative seats, ruling parties must co-opt their members in order to build coalitions and

get laws passed. This internal jockeying for power could result in more spoils being shared with all

legislators, such as by providing benefits for connected firms.

Next, the ability of firms to reap benefits from connections may depend on the volume of gov-

ernment revenue that can be diverted. Richer regions, as well as those with natural resources,

command larger budgets that may sweeten the pie available to policymakers. These additional

funds attract attention from firms through the pork they offer for distribution. In addition, firms that

are more vulnerable to regulatory sanction or expropriation may value access to politicians more

than companies working in sectors less subject to the whims of local bureaucrats. The harder it

is for a firm to redeploy its assets elsewhere (i.e. the level of asset specificity), the easier it is for
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government officials to engage in opportunistic behavior and extract excessive rents.

Lastly, the composition of the parliament that businesspeople win entry to may have an effect

on their firms’ performance. Legislators use their elected authority to make demands of bureaucrats

and draft laws and regulations to benefit their individual firms. But their ability to turn their political

power into financial returns for their firms, and their firms alone, requires that other political actors

support their initiatives, remain in the dark, or look the other way. This is especially true with regard

to direct economic competitors: when multiple firms from the same sector are represented in the

same parliament, each’s ability to enact policy to the detriment of its rivals is limited. The more

rivals that present to monitor and dissent, the less likely that an individual firm is able to dominate

policymaking. When economic rivalry spills into legislatures, the potential political dividends to be

reaped from holding office are competed away, just as they would when new firms enter the market

and place pressure on the profit margins of their competitors.

To examine these mechanisms, I follow the literature by splitting the population of firms into

subsets based on the median value of each dimension of theoretical interest. The models use a

bandwidth of 5% vote margin and the optimal bandwidth (CCT) for each outcome variable (to re-

tain adequate sample size in each group) and include candidate and firm covariates. To measure

institutional quality, I first use the Carnegie Democracy Index which totals five-point expert assess-

ments of ten different measures of democracy for Russia’s regions for a scale of 5 to 50, with higher

scores indicative of more liberal democratic institutions.23 I also measure the percentage of seats

that United Russia controlled in each regional legislature, positing that stronger ruling party control

is indicative of less political competition. Regional wealth is measured using gross regional product

per capita and a dummy for the presence of natural resources (oil, natural gas, and metals). I code

23The Carnegie Index is the best and most widely used time-varying assessment of subnational

democracy in Russia during this period. See appendix for further explanation of the ten components

used. I also run robustness checks in the Appendix that a) account for the importance of economic

development in influencing democratization and b) hone in on those components connected most

squarely with electoral democracy.
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firms with immobile assets as those working in manufacturing, mining, energy/natural resources,

construction, or agriculture. Finally, measures of businessperson presence in parliaments come

from the analysis dataset. For each firm (winning and losing), I compute the number of other firms

from the same sector that have firm directors serving in the regional legislature. I also calculate the

percentage of legislative seats held by businesspeople in each convocation.

Table 4 presents the results from the regressions using the institutional variables to subset the

sample. All models use a local linear control function, candidate and firm covariates, and sec-

tor and year fixed effects (Panel C also includes region fixed effects). These results first suggest

a slightly positive relationship between the level of democracy (as measured by the Carnegie In-

dex) and firm returns from political connections. In more democratic regions, firms appear to earn

larger profit margins, but not necessarily greater revenue. However, in parliaments where the ruling

party faces more political rivals (Panel B), connected firms see substantially greater profit margins

and revenue. These findings suggest firm directors who can gain entry into legislative institutions

marked by greater competition and independence are able to extract more rents from the govern-

ment. Furthermore, director membership in parties outside of the ruling coalition does not doom

the performance of affiliated firms (Panel C). Although opposition candidates can expect smaller

growth in revenue, their ability to bring home benefits is not diminished compared to those mem-

bers of opposition parties that lost election. Rents are being used within regional parliaments to

buy off opposition members.

[Table 4 Goes Here]

Next, in Table 5, political connected firms derive greater revenue and profits in wealthier re-

gions, especially where natural resources are fueling economic growth. Controlling for individual

firm sector, size, and ownership, firms in economically developed and resource-rich regions make

several times greater profits. Firms with immobile assets also see increases in their profit mar-

gins are larger over the term. Political access may be helping drive down the costs of business for

these firms. Previous outlays on regulation or dealing with bureaucratic arbitrariness are no longer

mandated if political ties can help clear up ties with officials.
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[Table 5 Goes Here]

On the other hand, competition between rent-seekers diminishes the return on running for office.

As shown in Table 6, connected firms earn both greater revenue and larger profit margins when

fewer of the rival firms also get their candidate into office. The return on winning elected office

actually disappears completely as more and more firms from the same sector all win seats in a

legislature (see Appendix). The more firm directors overall that become politicians, the smaller the

payoff for their affiliated firms. The marketplace for rents that emerges within parliament offers

reduced profit margins for participants. Businessperson politicians can serve as a check on each

other in office, preventing the passing of policies that would advantage specific firms.

[Table 6 Goes Here]

This result suggests that improving and expanding the representation of economic interests in

political institutions could reduce rent-seeking and the distortion of political benefits to connected

firms. Clearly just encouraging more businesspeople to run for office carries its own sense of prob-

lems, as legislatures cannot be expanded indefinitely and other groups in society would suffer from

being deprived of their own descriptive representation. Instead, combatting rent-seeking by busi-

nessperson politicians requires that competing firms have the means and opportunities to monitor

actions that only benefit individual firms. Institutional design matters most. Ensuring free elec-

tions may be less important than creating more access points to institutions, holding open hearings

and committee meetings, and reducing the obstacles to effective lobbying. As institutions become

more transparent and inclusive of interest groups, the probability falls that one particular entity can

dominate policymaking to its own advantage.

7 Discussion and Concluding Remarks

To summarize, using an RD design to estimate the causal effect of having an affiliated person

win office, I find that politically connected firms see an increase in revenue of approximately 60%
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and enjoy increased profit margins of roughly 15%. Such evidence suggests powerful incentives for

firms to send directors into elected office. Because winning elections differs from making campaign

contributions or lobbying, benchmarking across these strategies is difficult. Cingano and Pinotti

(2013) show that firms in Italy that employ at least one official at the local level can see increases of

roughly 6% in revenue and profitability. Amore and Bennedsen (2013) report that companies with

family ties to politicians can increase their profits by 100% in ‘lowly corrupt’ Denmark, similar

to work on Thailand showing abnormal returns for connected companies of upwards of 200%

(Bunkanwanicha and Wiwattanakantang 2009).

In Russia, gaining direct access to regional legislatures can make the difference between prof-

itable and unprofitable firms. I demonstrate that the benefits of connections derive from lowered

informational and regulatory costs for firms in their dealings with bureaucrats, and not from greater

access to finance. Interviews with businesspeople deputies attest to this: companies whose directors

were lost electoral campaigns were vulnerable to harassment from officials and the loss of market

share.24 Furthermore, deputies noted that corrupt state officials only wanted to work with people

they already knew from being in office; a lost election meant a closed door to key policymakers

and regulators.25

The finding that connected firms draw greater revenue and profits in more democratic regions

contributes to our understanding of how the value of political connections is shaped by political

institutions (Faccio 2006). Gehlbach, Sonin and Zhuravskaya (2010) argue that rent-seeking busi-

nesspeople should be less likely to seek elected office when institutions are more democratic, since

they fear being voted out by the median voter. This paper alternately uncovers that businesspeople

value more politically competitive parliaments that are able to pass real legislation. When parlia-

ments are weak, businesspeople prefer to lobby the executive branch. When parliaments can exert

influence on regulations and budgets, businesspeople instead view them as key, possibly by occu-

24Interview with deputy of Perm Regional Duma, October 8, 2013, Perm, Russia.

25Interview with businessman and former deputy of Perm Regional Duma, October 2, 2013,

Perm, Russia.
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pying the seats themselves. Parliaments become forums in which business demands are negotiated

and private favors exchanged, with rents accrued to the special interests represented. Firms and

other groups left outside these networks lose their ability to influence policy.

The results from the paper have policy implications with regard to reducing corruption and

strengthening representation. First, the findings may be generalizable to other settings, including

countries considered more democratic than Russia. Roughly 10-15% of the parliaments studied in

this paper are located in regions classified as electorally democratic as the Philippines (Saikkonen

2015). Businesspeople run for political office in countries worldwide, no matter the institutional

environment, while policies banning them from doing so are not widespread (Braendle and Stutzer

2013).26 Strengthening democratic institutions without paying due attention to the elites that in-

habit them will not curb the problem of firms abusing access to political power.

One obvious solution is to restrict the time politicians can devote to outside activities and force

them to disclose the firm affiliations they and their relatives possess. Incompatibility and ineligi-

bility rules reduce the attractiveness for public servants to seek public office (Braendle and Stutzer

2016), while cross-sectional evidence from the U.S. suggests that disclosure rules discourage busi-

nesspeople from running for state legislatures (Rosenson 2006). Mandating separation between

winning candidates and their connected firms may be a powerful tool to reduce rents misappropri-

ated from public coffers, but more evidence is needed to test whether such institutions could work

as intended. Lastly, as competition for rents intensifies, businesspeople appear to view running for

office as a less lucrative corporate political strategy. Policies that prevent oligopolies from domi-

nating industry and encourage the more equal representation of economic interests could return the

focus of businesspeople to their companies, while leaving politics to the politicians.

26Comprehensive data on this is unavailable. For example, in France and Italy, only managers of

former state or of firms that sell to the state are not allowed to run. However, members of parliament

can continue to serve on the board of directors in Germany, Switzerland, and the United Kingdom,

among others (Gagliarducci, Nannicini and Naticchioni 2010).

30



References

Acemoglu, Daron, Simon Johnson, Amir Kermani, James Kwak and Todd Mitton. 2013. “The

Value of Connections in Turbulent Times: Evidence from the United States.” NBER Working

Paper Series (w19701).

Amore, Mario Daniele and Morten Bennedsen. 2013. “The Value of Local Political Connections

in a Low-Corruption Environment.” Journal of Financial Economics 110(2):387–402.

Ansolabehere, Stephen, James M Snyder Jr and Michiko Ueda. 2004. “Did Firms Profit from Soft

Money?” Election Law Journal 3(2):193–198.

Besley, Timothy and Stephen Coate. 1997. “An Economic Model of Representative Democracy.”

The Quarterly Journal of Economics 112(1):85–114.

Blaydes, Lisa. 2011. Elections and Distributive Politics in Mubarak’s Egypt. Cambridge: Cam-

bridge University Press.

Boas, Taylor C, F Daniel Hidalgo and Neal P Richardson. 2014. “The Spoils of Victory: Campaign

Donations and Government Contracts in Brazil.” Journal of Politics 76(02):415–429.

Boix, Carles and Milan W Svolik. 2013. “The Foundations of Limited Authoritarian Government:

Institutions and Power-sharing in Dictatorships.” The Journal of Politics 75(02):300–316.

Bonardi, Jean-Philippe, Guy Holburn and Richard G. Vanden Bergh Bergh. 2006. “Nonmarket

Strategy Performance: Evidence from U.S. Electric Utilities.” Academy of Management Journal

49(6):1209–1228.

Boubakri, Narjess, Omrane Guedhami, Dev Mishra and Walid Saffar. 2012. “Political Connections

and the Cost of Equity Capital.” Journal of Corporate Finance 18(3):541–559.

Braendle, Thomas. 2016. “Do Institutions Affect Citizens’ Selection Into Politics?” Journal of

Economic Surveys 30(2):205–227.

31



Braendle, Thomas and Alois Stutzer. 2013. “Political Selection of Public Servants and Parliamen-

tary Oversight.” Economics of Governance 14(1):45–76.

Braendle, Thomas and Alois Stutzer. 2016. “Selection of Public Servants into Politics.” Journal of

Comparative Economics 44(3):696–719.

Brancati, Dawn. 2014. “Democratic Authoritarianism: Origins and Effects.” Annual Review of

Political Science 17:313–326.

Bruno, Randolph Luca, Maria Bytchkova and Saul Estrin. 2013. “Institutional Determinants of

New Firm Entry in Russia: A Cross-Regional Analysis.” Review of Economics and Statistics

95(5):1740–1749.

Bunkanwanicha, Pramuan and Yupana Wiwattanakantang. 2009. “Big Business Owners in Poli-

tics.” Review of Financial Studies 22(6):2133–2168.

Calonico, Sebastian, Matias D Cattaneo and Rocio Titiunik. 2014. “Robust Nonparametric Confi-

dence Intervals for Regression-discontinuity Designs.” Econometrica 82(6):2295–2326.

Cameron, A Colin, Jonah B Gelbach and Douglas L Miller. 2011. “Robust Inference with Multiway

Clustering.” Journal of Business &amp; Economic Statistics 29(2):238–249.

Caughey, Devin and Jasjeet S Sekhon. 2011. “Elections and the Regression Discontinuity Design:

Lessons from Close US House Races, 1942–2008.” Political Analysis 19(4):385–408.

Choi, Seong-Jin, Nan Jia and Jiangyong Lu. 2014. “The Structure of Political Institutions and

Effectiveness of Corporate Political Lobbying.” Organization Science 26(1):158–179.

Cingano, Federico and Paolo Pinotti. 2013. “Politicians At Work: The Private Returns and Social

Costs of Political Connections.” Journal of the European Economic Association 11(2):433–465.

DellaVigna, Stefano, Ruben Durante, Brian G Knight and Eliana La Ferrara. 2013. “Market-

Based Lobbying: Evidence from Advertising Spending in Italy.” NBER Working Paper Series

(w19766).

32



Desai, Raj and Anders Olofsgard. 2008. “Do Politically Connected Firms Undermine Their Own

Competitiveness? Evidence from Developing Countries.” Brookings Global Economy and De-

velopment Working Paper (18).

Diermeier, Daniel, Michael Keane and Antonio Merlo. 2005. “A Political Economy Model of

Congressional Careers.” The American Economic Review 95(1):347–373.

Eggers, Andrew, Anthony Fowler, Jens Hainmueller, Andrew Hall and James M. Snyder. 2014.

“On the Validity of the Regression Discontinuity Design for Estimating Electoral Effects: New

Evidence from Over 40,000 Close Races.” American Journal of Political Science 59(1):259–274.

Eggers, Andrew C and Jens Hainmueller. 2009. “MPs for Sale? Returns to Office in Postwar

British Politics.” American Political Science Review 103(04):513–533.

Faccio, Mara. 2006. “Politically-Connected Firms.” The American Economic Review 96(1):369–

386.

Fisman, Raymond, Florian Schulz and Vikrant Vig. 2012. “Private Returns to Public Office.”

Journal of Political Economy 122(4):806–862.

Frye, Timothy, Ora John Reuter and David Szakonyi. 2014. “Political Machines at Work: Voter

Mobilization and Electoral Subversion in the Workplace.” World Politics 66(2):195–228.

Gagliarducci, Stefano, Tommaso Nannicini and Paolo Naticchioni. 2010. “Moonlighting Politi-

cians.” Journal of Public Economics 94(9-10):688–699.

Gandhi, Jennifer and Ellen Lust-Okar. 2009. “Elections Under Authoritarianism.” Annual Review

of Political Science 12(1):403–422.

Gehlbach, Scott, Konstantin Sonin and Ekaterina Zhuravskaya. 2010. “Businessman Candidates.”

American Journal of Political Science 54(3):718–736.

Geys, Benny and Karsten Mause. 2013. “Moonlighting Politicians: a Survey and Research

Agenda.” The Journal of Legislative Studies 19(1):76–97.

33



Hadani, Michael and Douglas A Schuler. 2013. “In Search Of El Dorado: The Elusive Financial

Returns On Corporate Political Investments.” Strategic Management Journal 34(2):165–181.

Hellman, Joel S, Geraint Jones and Daniel Kaufmann. 2003. “Seize the State, Seize the Day: State

Capture and Influence in Transition Economies.” Journal of Comparative Economics 31(4):751–

773.

Hillman, A J. 2005. “Politicians on the Board of Directors: Do Connections Affect the Bottom

Line?” Journal of Management 31(3):464–481.

Hillman, Amy J., Gerald D. Keim and Douglas Schuler. 2004. “Corporate Political Activity: A

Review and Research Agenda.” Journal of Management 30(6):837–857.

Iacus, Stefano M, Gary King and Giuseppe Porro. 2011. “Causal Inference without Balance Check-

ing: Coarsened Exact Matching.” Political Analysis 20(1):1–24.

Imbens, Guido and Karthik Kalyanaraman. 2012. “Optimal Bandwidth Choice for the Regression

Discontinuity Estimator.” The Review of Economic Studies 79(3):933–959.

Khwaja, Asim and Atif Mian. 2005. “Do Lenders Favor Politically Connected Firms? Rent Provi-

sion In An Emerging Financial Market.” Quarterly Journal of Economics 120(4):1371–1411.

Lee, David S. 2008. “Randomized Experiments from Non-random Selection in US House Elec-

tions.” Journal of Econometrics 142(2):675–697

Li, Hongbin, Lingsheng Meng, Qian Wang and Li-An Zhou. 2008. “Political Connections, Fi-

nancing and Firm Performance: Evidence from Chinese Private Firms.” Journal of Development

Economics 87(2):283–299.

Markus, Stanislav. 2012. “Secure Property As A Bottom-Up Process: Firms, Stakeholders, And

Predators In Weak States.” World Politics 64(02):242–277.

Markus, Stanislav and Volha Charnysh. 2017. “The Flexible Few: Oligarchs and Wealth Defense

in Developing Democracies.” Comparative Political Studies pp. 1–34.

34



Mattozzi, Andrea and Antonio Merlo. 2008. “Political Careers or Career Politicians?” Journal of

Public Economics 92(3):597–608.

McCrary, Justin. 2008. “Manipulation of the Running Variable in the Regression Discontinuity

Design: A Density Test.” Journal of Econometrics 142(2):698–714.

Mironov, Maxim and Ekaterina Zhuravskaya. 2015. “Corruption in Procurement: Evidence from

Financial Transactions Data.” Unpublished Working Paper .

Okhmatovskiy, Ilya. 2010. “Performance Implications of Ties to the Government and SOEs: A

Political Embeddedness Perspective.” Journal of Management Studies 47(6):1020–1047.

Osborne, Martin J and Al Slivinski. 1996. “A Model of Political Competition with Citizen-

Candidates.” The Quarterly Journal of Economics 111(1):65–96.

Pepinsky, Thomas. 2014. “The Institutional Turn in Comparative Authoritarianism.” British Jour-

nal of Political Science 44(03):631–653.

Remington, Thomas. 2008. “Patronage and the Party of Power: President–Parliament Relations

under Vladimir Putin.” Europe-Asia Studies 60(6):959–987.

Reuter, Ora John and Rostislav Turovsky. 2014. “Dominant Party Rule and Legislative Leadership

in Authoritarian Regimes.” Party Politics 20(5):663–674.

Richter, Brian Kelleher. 2010. “The Role Political Connections Play in Access to Finance: Evi-

dence from Cross-Listing.” SSRN Working Paper 1503542 .

Rosenson, Beth A. 2006. “The Impact of Ethics Laws on Legislative Recruitment and the Occupa-

tional Composition of State Legislatures.” Political Research Quarterly 59(4):619–627.

Saikkonen, Inga A-L. 2015. “Variation in Subnational Electoral Authoritarianism: Evidence from

the Russian Federation.” Democratization 23(3):437–458.

35



Sakaeva, Maria. 2012. “Parliament as a Window of Opportunities: Research on Businessman

Behavior in Deputy Seats Pursuing Market Interests.” Economic Sociology 13(3):96.

Siegel, Jordan. 2007. “Contingent Political Capital and International Alliances: Evidence from

South Korea.” Administrative Science Quarterly 52(4):621–666.

Slinko, Irina, Evgeny Yakovlev and Ekaterina Zhuravskaya. 2005. “Laws for Sale: Evidence from

Russia.” American Law and Economics Review 7(1):284–318.

Treisman, Daniel. 2007. “What Have We Learned about the Causes of Corruption from Ten years

of Cross-national Empirical Research?” Annual Review of Political Science 10:211–244.

Truex, Rory. 2014. “The Returns to Office in a “Rubber Stamp” Parliament.” American Political

Science Review 108(02):235–251.

36



FIGURE 1: PERCENTAGE OF TOTAL SMD ELECTIONS DECIDED BY LESS THAN 10%, BY
REGION
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FIGURE 2: MCCRARY (2008) DENSITY TESTS - WINNING MARGIN
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FIGURE 3: BALANCE STATISTICS
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FIGURE 4: RD - GRAPHICAL ILLUSTRATIONS
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TABLE 1: POLITICAL CONNECTIONS AND FIRM REVENUE

Control Function: None Local Linear Cubic

Bandwidth: Global 2% 3% 5% Optimal Optimal*2

(1) (2) (3) (4) (5) (6) (7) (8) (9)

District Win 0.340∗∗∗ 0.241∗∗∗ 0.554∗∗∗ 0.416∗∗∗ 0.673∗∗ 0.707∗∗ 0.337∗ 0.347∗ 0.526∗∗
(0.062) (0.072) (0.197) (0.151) (0.313) (0.313) (0.172) (0.203) (0.268)

Bandwidth 0.8 0.8 0.02 0.03 0.05 0.05 0.132 0.132 0.264
Firm and Cand. Covariates No Yes No No No Yes No Yes Yes
Region, Sector, Year FE No Yes No No No No No Yes Yes
Observations 2,413 2,413 87 134 202 202 594 594 1,237

*** p<0.01, ** p<0.05, * p<0.1 The outcome variable is firm revenue in the final year of the connected candidate’s term in office. Columns 1 and
2 present OLS results using the full dataset. Columns 3 and 4 also use OLS specifications, but restrict the bandwidth to close winning vote margins.
Columns 5 to 8 are RD specifications using polynomial control functions based on vote margin. Firm and candidate controls include age, gender,
incumbency, ruling party membership, state ownership, foreign ownership, and logged total assets in the pre-election year. All models use robust
standard errors clustered on the candidate and election levels as well as include the pre-election value for the outcome.

TABLE 2: POLITICAL CONNECTIONS AND FIRM PROFITABILITY

Control Function: None Local Linear Cubic

Bandwidth: Global 2% 3% 5% Optimal Optimal*2

(1) (2) (3) (4) (5) (6) (7) (8) (9)

District Win −0.012 0.048∗ 0.151∗∗ 0.107∗∗ 0.181∗∗ 0.198∗∗ 0.121∗∗∗ 0.146∗∗ 0.192∗∗
(0.029) (0.026) (0.070) (0.049) (0.083) (0.090) (0.045) (0.064) (0.081)

Bandwidth 0.8 0.8 0.02 0.03 0.05 0.05 0.114 0.114 0.228
Firm and Cand. Covariates No Yes No No No Yes No Yes Yes
Region, Sector, Year FE No Yes No No No No No Yes Yes
Observations 2,393 2,393 86 133 201 201 487 487 1,060

*** p<0.01, ** p<0.05, * p<0.1 The outcome variable is firm profitability in the final year of the connected candidate’s term in office. Columns
1 and 2 present OLS results using the full dataset. Columns 3 and 4 also use OLS specifications, but restrict the bandwidth to close winning vote
margins. Columns 5 to 8 are RD specifications using polynomial control functions based on vote margin. Firm and candidate controls include age,
gender, incumbency, ruling party membership, state ownership, foreign ownership, and logged total assets in the pre-election year. All models use
robust standard errors clustered on the candidate and election levels as well as include the pre-election value for the outcome.
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TABLE 3: MECHANISMS

Dependent Variable: Tax Rate Leverage State Contracts

Control Function: Local Linear Local Linear Local Linear

Bandwidth: 5% Optimal 5% Optimal 5% Optimal

(1) (2) (3) (4) (5) (6) (7) (8) (9)

District Win 0.098∗ 0.017 0.028 0.060 −0.086 −0.044 0.512∗ 0.352 0.331∗
(0.055) (0.038) (0.055) (0.101) (0.084) (0.083) (0.265) (0.232) (0.188)

Bandwidth 0.05 0.109 0.109 0.05 0.088 0.088 0.05 0.124 0.124
Firm and Cand. Covariates No Yes Yes No Yes Yes No Yes Yes
Region, Year FE No No Yes No No Yes No No Yes
Observations 90 189 189 216 416 416 48 150 150

*** p<0.01, ** p<0.05, * p<0.1 The outcome variable in Columns 1 to 3 is firm leverage, the outcome variable in Columns 4 to 6 is the tax rate
paid to the government, and the outcome variable in Columns 7 to 9 is a binary indicator for whether the firm won any state contracts during its
connected candidate’s term in office. In the models analyzing state contracts, firms connected to candidates taking office prior to 2008 are excluded
due to a lack of data. All models include a local linear control function, and use bandwidths of 5% and the optimal bandwidth (CCT). Controls
include age, gender, incumbency, ruling party membership, state ownership, foreign ownership, and logged total assets in the year of the election.
All models use robust standard errors clustered on the candidate and election levels as well as include the pre-election value for the outcome.
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TABLE 4: INSTITUTIONAL HETEROGENEITY

Dependent Variable: Revenue Profit Margin

(1) (2) (3) (4)

Panel A: Sample Split at Median of Democracy Score

Sample: Low Dem. High Dem. Low Dem. High Dem.

District Win 0.206 0.409∗ 0.052 0.180∗∗
(0.300) (0.233) (0.042) (0.076)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 246 348 197 290

Panel B: Sample Split at Median of UR Control of Parliament

Sample: Low UR Control High UR Control Low UR Control High UR Control

District Win 0.520∗∗ −0.095 0.220∗∗∗ −0.011
(0.222) (0.373) (0.066) (0.080)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 426 168 351 136

Panel C: Sample Split at Membership in UR Party

Sample: Non-UR UR Non-UR UR

District Win 0.072 0.598 0.146 0.013
(0.274) (0.487) (0.100) (0.087)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 367 227 307 180

*** p<0.01, ** p<0.05, * p<0.1 This table displays heterogenous RD treatment effects of winning
office using the optimal bandwidth (CCT) and a local-linear control function. Panel A subsets on
the median democracy score in the region. Panel B subsets on the median number of legislative
seats the ruling party controlled. Panel C subsets on whether a candidate was a member of the
ruling party. All models include firm-level and candidate-level covariates, use robust standard
errors clustered on the candidate and election levels, and include the pre-election value for the
outcome.
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TABLE 5: ECONOMIC HETEROGENEITY

Dependent Variable: Revenue Profit Margin

(1) (2) (3) (4)

Panel A: Sample Split at Median of Regional GRP per Capita

Samples: Low GRP High GRP Low GRP High GRP

District Win 0.270 0.484 0.085∗∗ 0.257∗
(0.235) (0.311) (0.034) (0.142)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 357 237 299 188

Panel B: Sample Split according to Presence of Natural Resources

Samples: No Resources Resources No Resources Resources

District Win 0.383∗ 0.499 0.103∗∗ 0.324∗
(0.217) (0.423) (0.042) (0.189)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 418 176 335 152

Panel C: Sample Split at Firms with Immobile Assets

Samples: Mobile Immobile Mobile Immobile

District Win 0.372 0.341 0.065 0.166∗
(0.384) (0.236) (0.050) (0.094)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 205 389 176 311
*** p<0.01, ** p<0.05, * p<0.1 This table displays heterogenous RD treatment effects of winning
office using the optimal bandwidth (CCT) and a local-linear control function. Panel A subsets
on gross regional product per capita. Panel B subsets on whether the region possessed natural
resources. Panel C subsets on whether a firm has immobile assets. All models include firm-level
and candidate-level covariates, use robust standard errors clustered on the candidate and election
levels, and include the pre-election value for the outcome.
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TABLE 6: CONVOCATIONAL HETEROGENEITY

Dependent Variable: Revenue Profit Margin

(1) (2) (3) (4)

Panel A: Sample Split at Whether Firm has >1 Rival in Parliament

Samples: Few Rivals Many Rivals Few Rivals Many Rivals

District Win 0.694∗∗ 0.201 0.241∗ 0.088∗
(0.286) (0.271) (0.140) (0.051)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 224 365 175 307

Panel B: Sample Split at Median % of Businessperson Legislators

Samples: Low Bus. Parl High Bus. Parl Low Bus. Parl High Bus. Parl

District Win 0.993∗∗∗ −0.473∗ 0.248∗∗∗ 0.036
(0.270) (0.251) (0.092) (0.038)

Bandwidth: 0.132 0.132 0.114 0.114
Observations 312 282 246 241
*** p<0.01, ** p<0.05, * p<0.1 This table displays heterogenous RD treatment effects of winning
office using the optimal bandwidth (CCT) and a local-linear control function. Panel A subsets on
whether a connected firm had one or fewer sectoral rivals connected to a legislator in the parliament.
Panel B subsets on the median number of seats held by businessperson candidates in parliament.
All models include firm-level and candidate-level covariates, use robust standard errors clustered
on the candidate and election levels, and include the pre-election value for the outcome.
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