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Political Connections and Corporate Bailouts
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ABSTRACT

We analyze the likelihood of government bailouts of 450 politically connected firms
from 35 countries during 1997-2002. Politically connected firms are significantly more
likely to be bailed out than similar nonconnected firms. Additionally, politically con-
nected firms are disproportionately more likely to be bailed out when the International
Monetary Fund or the World Bank provides financial assistance to the firm’s home
government. Further, among bailed-out firms, those that are politically connected ex-
hibit significantly worse financial performance than their nonconnected peers at the
time of and following the bailout. This evidence suggests that, at least in some coun-
tries, political connections influence the allocation of capital through the mechanism
of financial assistance when connected companies confront economic distress.

ANECDOTAL EVIDENCE INDICATES THAT, at least in some countries, politically con-
nected firms have preferential access to debt financing.! Empirical evidence
supports the anecdotal evidence: Chiu and Joh (2004), Cull and Xu (2005),
Faccio (2003), Johnson and Mitton (2003), and Khwaja and Mian (2005) show
that politically connected (but publicly traded) firms have higher leverage ra-
tios than their nonconnected peers. This evidence begs the question as to what
it is about politically connected firms that makes lenders more willing to extend
credit to them. It could be that lenders receive direct economic support from
the governments to which the firms are connected. Or, it could be that lenders
are coerced into making economically questionable loans to politicians’ friends.
Or, it could be that lenders rely upon an implicit government guarantee that
politically connected borrowers or lenders will be bailed out should they en-
counter financial difficulties. For example, Hutchcroft (1998, p. 138) describes
how troubled banks that lent to Philippines President Marcos and his cronies
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! See, for example, Backman (1999), Calvi and Meurice (1999), Gay and Monnot (1999), Gomez
and Jomo (1997), Financial Times, “Fiat—The Lex Column” (June 26, 2003), The New York Times,
“Indonesia’s repo man: Eko Budianto has ordered corporate cronies from the Suharto regime to pay
back the billions they owe Indonesian banks or he’ll seize their assets, even if it means enlisting
the army to help him” (July 31, 1999).
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enjoyed important privileges, including “emergency loans and generous equity
infusions from state banks.” Backman (1999) observes that one of the unfor-
tunate by-products of international aid packages is that they facilitate such
economic cronyism.

In this study, we undertake a systematic examination of the link between
political connections and corporate bailouts. To do so, we study 450 politically
connected firms in 35 countries over the period 1997 through 2002, along with
a set of matching firms. We address questions such as: Do political connections
lead to preferential corporate bailouts? Are bailouts of politically connected
firms more likely in countries that receive International Monetary Fund (IMF)
or World Bank (WB) rescue packages? Is the financial performance of politically
connected bailed-out firms different from that of nonconnected bailed-out firms?

The answer to the first question is yes. After controlling for other factors,
politically connected (but publicly traded) firms are more likely to be bailed
out than are their nonconnected peers. With regard to the second question,
both connected and nonconnected firms are more likely to be bailed out when
their home government receives an IMF or WB assistance package than when
it does not. Additionally, and consistent with the allegations of some critics,
when the IMF or WB provides aid, politically connected firms are dispropor-
tionately more likely to be bailed out by their home countries in comparison
to their nonconnected peers. With regard to the third question, the answer is
again yes. Among bailed-out firms, those that are politically connected exhibit
significantly poorer operating performance than their nonconnected peers at
the time of the bailout and over the following 2 years. Furthermore, consistent
with prior empirical and anecdotal evidence, connected firms make greater use
of debt financing than do their nonconnected peers.

The evidence that politically connected firms make greater use of leverage is
subject to a number of possible interpretations. One possibility is that lenders
are irrational. A second is that they are coerced into making poor loans to
politically connected enterprises. A third is that lenders receive offsetting gov-
ernment benefits for making such loans. Yet another possibility is that lenders
factor into their lending decisions the likelihood that borrowers will be bailed
out when they encounter economic distress, and thus lend more to politically
connected firms who are, in turn, more likely to be bailed out than their non-
connected peers.

The evidence that we present is consistent with the last interpretation.
Specifically, politically connected firms borrow more than nonconnected firms,
but they are also more likely to be bailed out by their home governments when
they encounter economic turbulence.? Furthermore, lenders to connected firms
appear to grant such firms greater leeway in that these firms have poorer op-
erating performance just prior to the bailout than nonconnected firms that are

2 The study on bailouts closest to ours is probably that of Brown and Ding¢ (2005), who investigate
whether, in emerging markets, governments are more likely to bail out banks after elections. Their
evidence is consistent with the hypothesis that governments tend to minimize the costs of political
intervention before elections and, therefore, intervene with bailouts after elections. Their study
does not investigate which specific companies are more likely to be bailed out.
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bailed out. They also have significantly greater leverage after their bailouts
than nonconnected firms. While our evidence indicates that lenders are willing
to lend more to connected borrowers because they can reasonably anticipate a
future bailout of troubled loans to these borrowers, our data do not rule out the
possibilities that lenders may also sometimes be pressured into making weak
loans and/or that lenders may receive benefits for extending such loans.

Tracing through to the ultimate beneficiaries of a bailout is difficult. At one
level, creditors benefit because they are bailed out of troubled loans; however, if
the bailout is priced ex ante, creditors will receive a fair return on their capital
(on an average). At a deeper level, shareholders benefit because, if the bailout
is priced ex ante, their firms are able to borrow at favorable terms, given their
credit standing. Of course, politicians may be the ultimate net beneficiaries,
because they are able to extract most or all of the rents from borrowers, lenders,
and other stakeholders (Bertrand et al. (2004), Shleifer and Vishny (1994)). In
this study, we are not able to identify the ultimate beneficiaries of this system
of political connections and bailouts.

One issue that this paper does illuminate is one channel through which polit-
ical connections affect corporate value. In particular, papers by Roberts (1990),
Fisman (2001), and Faccio (2006) show that the equity value of politically con-
nected firms can be affected by political events. This study shows that one chan-
nel through which political connections can influence firm value is corporate
bailouts. For example, Fisman finds that share prices of Indonesian companies
linked to President Suharto declined in response to bad news about the state
of the president’s health. It is possible that the fluctuations in share prices
were due, at least in part, to decreases in the probability of future bailouts that
Suharto’s regime would have facilitated had the connected companies experi-
enced future financial difficulties.

This study also adds to the literature that examines rent-seeking behav-
ior in the public sector. Krueger (1974) argues that entrepreneurs spend time
and money persuading government officials to grant them access to economic
rents. At the aggregate level, she shows that these rents represent a signifi-
cant percentage of a nation’s GDP in some developing countries. More recently,
Stulz (2005) presents a model that explores the interaction between private
benefits of control and the risk of government expropriation. He observes that
entrenched managers with limited cash flow rights have greater incentives
to seek rents in terms of preferential government policies. In one study of
rent-seeking behavior by entrepreneurs, Morck, Stangeland, and Yeung (2000)
study the political influence of billionaires across 41 countries. They uncover
evidence that billionaire heirs are often successful in creating government-
enforced barriers to competition by restricting access to capital. Our study
contributes to this literature by exploring a specific mechanism through which
economic agents, whether entrepreneurs, lenders, or the politicians themselves,
may be able to use political influence to extract economic rents from the public
sector.

The remainder of the paper is organized as follows. Section I presents the def-
initions and data sources we use in assembling a sample of politically connected
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companies and a set of nonconnected matching firms. Section II describes our
methodology for identifying corporate and country bailouts. Section III presents
evidence on the determinants of corporate bailouts. Section IV analyzes the op-
erating performance and financial leverage of bailed-out companies. Section V
presents various sensitivity analyses in which we employ alternative specifi-
cations of the sample to evaluate the robustness of the results. According to
these analyses, our results on the relationship between political connections
and bailouts are robust to the exclusion of particular countries, the exclusion
of specific industries, and alternative definitions of connections and bailouts.
We also determine that our results are not due to reverse causality: that is,
recently established connections do not lead to more bailouts than do long-
term connections. Finally, we show that the results are not due to a media bias
in reporting bailouts of connected firms. Section VI provides commentary and
conclusions.

I. Identification of Politically Connected Firms
A. Political Connections Defined

To address the questions concerning corporate bailouts, we begin with the set
of politically connected firms described in Faccio (2006). From this database,
we extract all firms identified as being politically connected as of January 1,
1997. We require that the connection be in place prior to our period of analysis,
so as to avoid cases wherein the connection was established coincident with or
subsequent to the bailout. Thus, a company is defined as politically connected
if at least one of its top officers (defined as the company’s chief executive offi-
cer, chairman of the board (COB), president, vice-president, or secretary of the
board) or a large shareholder (defined as anyone controlling at least 10% of the
company’s voting shares) was head of state (i.e., president, king, or prime min-
ister), a government minister (as defined below), or a member of the national
parliament, as of the beginning of 1997. For example, Italian senator Giovanni
Agnelli was COB of Instituto Finanziario Industriale (IFI), the holding com-
pany of the Fiat group; thus, we classify IFI as connected with a member of
parliament through a top officer. Mr. Agnelli also held in excess of 10% of the
voting stocks of 17 Italian publicly traded companies, including IFI, IFIL, Fiat,
and Toro Assicurazioni. We define each of these companies as connected with a
member of parliament through share ownership by a large shareholder. Like-
wise, as of 1997, Russia’s Prime Minister Viktor Chernomyrdin held in excess
of 10% of the outstanding voting stock of Gazprom RAO. Thus, we define this
company as connected with a head of state through his share ownership. Each
of the above examples can be thought of as “direct” connections.

We identify a second category of connections, as “indirect connections.” These
can come about in one of three ways. First, we classify a company as indirectly
connected if a relative with the same last name as a head of state or minister
is a top officer or a large shareholder, as defined above, as of 1997. For ex-
ample, Malaysian Prime Minister Mahathir’s middle son, Mokhzani Mahathir,
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is the COB of Konsortium Perkapalan Bhd, so that we classify Konsortium
as indirectly connected with a head of state through a top executive. Second,
we classify a company as indirectly connected when a top executive or a large
shareholder has been described by The Economist, Forbes, or Fortune as hav-
ing a “friendship” with a head of state, government minister, or member of
parliament during 1997. Third, we classify a company as indirectly connected
if a prior study identifies such a relationship as having been in place prior to
January 1, 1997. Such prior studies include Agrawal and Knoeber (2001) for the
United States; Backman (1999) for Asia; Gomez and Jomo (1997) and Johnson
and Mitton (2003) for Malaysia; and Fisman (2001) for Indonesia. In total, these
prior studies identify 96 politically connected firms.

B. Data Sources for Political Connections

The data we use to identify political connections come from a variety of pub-
licly available sources. We obtain names of heads of state, members of parlia-
ment, and government ministers from the Chiefs of State and Cabinet Members
of Foreign Governments (U.S. Central Intelligence Agency, 1997) and the official
web site of each country’s government and/or parliament (Appendix A, Panels
A and B). We then cross-reference names of these persons with the names of
the top executives (as defined above) of the 20,202 publicly traded companies
covered in Worldscope as of 1997. For companies covered by Worldscope, but
where executives’ names are missing, we collect names from Extel, the com-
pany’s web site, or Lexis-Nexis.? The starting points for identifying the names
of large shareholders are Claessens et al. (2000) for East Asian countries and
Faccio and Lang (2002) for western European countries. We supplement these
data for countries or companies not covered by the above sources with lists pub-
lished by each country’s stock exchange or supervisory authority as detailed in
Appendix A, Panel C, and with data from Worldscope and Extel. To determine
whether a top executive or a large shareholder with the same last name as a
head of state or minister is a relative, we search Lexis-Nexis for evidence of a
family relationship. If Lexis-Nexis identifies the parties as related, we include
the observation as an indirect connection.

The search covers 47 countries and identifies 458 politically connected com-
panies in 35 countries. From this sample, we exclude eight companies whose
connections are with foreign politicians (because we are interested in home-
country connections, which are most likely to lead to home-country bailouts),
leaving 450 politically connected companies.

Undoubtedly, this search procedure overlooks some instances of politically
powerful connections, and in other cases it gives credit to political connections
that are less powerful than they might appear. More importantly, we believe
that, to the extent that this procedure leads to a sample bias, the bias is likely
to understate the importance of political connections.

3 Worldscope does not provide executives’ names for less than 10% of the firms in our sample.
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C. Matching Companies

In much of our analysis, we compare the propensity of politically connected
firms to be bailed out relative to a set of matching nonconnected peers. We iden-
tify a matching nonconnected firm for each of our politically connected firms as
follows. A potential match is any company not identified as politically connected
from the same country with the same two-digit Standard Industrial Classifi-
cation code as the connected firm. From the set of potential matches, we select
the one with equity market capitalization closest to that of the connected firm
at year-end 1996, provided its equity market capitalization is within +40%
of the connected firm’s market capitalization (282 matches). If no company
satisfies these criteria, we broaden the industry classification to Campbell’s
(1996) industry classification measure and repeat the procedure (87 additional
matches). If still no match results for a connected firm, we select the firm with
the closest market capitalization to the connected company using Campbell’s
industry classification, but from any country (a further 81 matches). Be-
cause matching occurs without replacement, a matching firm can be used only
once.

Connected firms come from a broad array of industries. These include
petroleum (9), consumer durables (62), basic industry (43), food and tobacco
(25), construction (37), capital goods (19), transportation (23), utilities (30),
textile/trade (28), services (24), leisure (26), banks (47), miscellaneous finan-
cial firms (74), and other industries (3). Table I summarizes selected financial
data for the connected and nonconnected firms. The data come from the compa-
nies’ financial statements that are closest in time to December 31, 1996, and no
more than 6 months from that date. The table gives the means and medians of
equity market capitalization (calculated as the number of shares outstanding
multiplied by the price per share at year-end 1996), return on assets (ROA) (cal-
culated as annual earnings before interest and taxes divided by year-end total
assets), the standard deviation of stock returns (calculated with 36 monthly re-
turns prior to year-end 1996, if available, but no less than 12 months of returns),
and the total debt-to-total assets ratio (Leverage) (calculated as short-term debt
plus the current portion of long-term debt plus long-term debt divided by total
assets). Data for these calculations are from Worldscope.

Despite matching the companies on stock market capitalization, connected
firms are significantly larger than their nonconnected peers. For example, the
median market capitalization of connected firms is $520 million in comparison
with a median market value of $407 million for their nonconnected peers. As
regards earnings, connected firms have a higher mean ROA than nonconnected
firms, but the median ROA is lower. In neither case is the difference statistically
significant at the 0.10 level. Table I also shows that the mean and median
standard deviations of equity returns for the two samples are not statistically
different from each other.

Of course, part of the motivation for this study derives from previous studies
that document that connected firms have greater leverage. The data in Table I
show that, indeed, connected firms do make greater use of debt than their
nonconnected peers, and the difference between them is statistically significant
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Table I
Selected Financial Data for Politically Connected Firms and Their
Matching Peers
Means and medians of selected financial characteristics for a sample of 450 politically connected
firms and their matching peers. mkcapUS$ is the company’s market capitalization calculated as
number of shares outstanding times price per share at year-end 1996 (in millions of U.S. dollars).
ROA is annual earnings before interest and taxes divided by year-end total assets times 100 from
the company’s financial report closest to year-end 1996. SD is the standard deviation of monthly
stock returns calculated with 36 monthly returns prior to year-end 1996, if available, but no less
than 12 monthly returns. Leverage is short-term debt plus the current portion of long-term debt
plus long-term debt divided by total assets times 100 from the company’s financial report closest
to year-end 1996. p-Values for difference between means are based on the ¢-test for dependent
samples. p-Values for difference between medians are based on the Wilcoxon matched-pairs test.

Connected Firms Matching Firms

t-Test Wilcoxon Test
Mean Median Mean Median p-Value p-Value
mkecapUS$ 2,925.02 519.93 2,390.88 406.81 0.08 0.00
ROA (%) 6.53 4.97 6.13 5.77 0.56 0.87
SD (%) 10.07 9.00 10.45 9.20 0.21 0.28
Leverage (%) 28.16 25.21 25.25 23.28 0.01 0.04

(the p-value for the mean difference is 0.01 and the p-value for the median
difference is 0.04).

II. Corporate and Country Bailouts
A. Corporate Bailouts

We are interested in financially troubled firms that receive a transfer pay-
ment or capital infusion from their home government so as to avoid failure or
dissolution. To identify such firms, we conduct keyword searches of Lexis-Nexis
and Factiva for the period January 1, 1997 through December 31, 2002 using
(i) the name of each of our connected companies, (ii) the name of each matching
firm, (iii) the terms “bailout,” “bail-out,” “bailed out,” “rescue,” “rescue pack-
age,” “injection,” “restructur*,” and “aid,” and (iv) the words “government” or
“state.” To minimize loss in sample size, we use Lexis-Nexis, Extel Financial,
and Worldscope to track company name changes.

Given this set of bailout candidates, we verified from Lexis-Nexis and Factiva
news articles that the deal in question involved a funds transfer (or capital
infusion) to the company from its home government. Such transfers include
direct cash payments, purchases of newly issued debt or equity, government
subsidized loans, government loan guarantees, tax relief tied directly to the
bailout, and government purchases of company assets.*

&

4 This definition captures most cases of aid to publicly traded firms, as well as renationalizations
of former state-owned enterprises. Additional cases in which a government makes a primary or
secondary purchase of equity, which are not associated with our keywords, are considered in Section
V.D.
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One example of a bailout is that of the French company Groupe Bull SA. A
news article states that “The European Commission approved a 450 million
euros French government bailout to technology company Groupe Bull SA. The
commission said the French government had complied with all European Union
rules on ‘rescue aid’ for a company in difficulty since the French government
granted the loan at market rates.” The article uses the keywords bailout and
rescue aid, which we employ in the search. Given that the article uses the
term “rescue aid,” we assume that Groupe Bull is financially distressed. A
second example is that of Russia’s Norilsk Nickel. In this case, the title of the
article contains the keyword “aid”: “Russian parliament approves Norilsk aid
proposals” and the text states that “Russia’s State Duma lower parliament
house approved on Wednesday recommendations that the government support
the financially-troubled Norilsk Nickel metals group and extend its control over
shares.” This case fits our criteria in that the article notes that the company is
financially troubled and cites forthcoming government assistance. Appendix B
reports news accounts taken from Lexis-Nexis for 10 of our bailouts.

Note that, in some cases in which the words “injection,” “restructur*,” and
“aid” are the keyword hits, we cannot establish from press reports whether the
company mentioned in the article is in financial distress. For example, an article
published on December 1, 2001 states that “The Irish government delivered a
grant aid package to Volex Ltd. (Castlebar, Ireland), a subsidiary of Volex Group
plc (England), to assist it in the funding of a fiber-optic development center in
Castlebar. The development center will provide support to individual business
units and regions of the company for the research and development of optical-
fiber products and processes while delivering automated production systems
and equipment for fiber-optic cable assemblies and components.”” Because we
cannot ascertain that the “grant aid package” represents financial assistance
to an ailing company, we do not treat this grant as a bailout in our primary
analysis.

We recognize that connected firms may enjoy benefits other than those that
we classify as bailouts. Furthermore, connected firms can be bailed out in ways
that escape detection by our search algorithm. Nevertheless, we confine our-
selves to the previously mentioned keywords, as they are most likely to capture
the type of bailouts that we wish to study. One other potential shortcoming of
our search is that we only examine articles written in English. Given that we
are interested in whether connected companies are more likely to be bailed out
than are nonconnected matching companies, we believe that this procedure will
be neutral with respect to the detection of bailouts in the two samples.

Because we are interested in whether a specific firm is bailed out, not in
the total number of bailouts, and because some firms are bailed out more than
once, the total number of bailouts exceeds the number of bailed-out firms. In

5 The Wall Street Journal Europe, 2002, Companies: EU approves bailout of French firm Bull,
November 14.

6 Reuters News, February 19, 1997.

" Lightwave, 2001, The Irish government delivered a grant aid package to Volex Ltd, December 1.
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particular, the time series consists of 7 bailouts in 1997, 23 in 1998, 17 in 1999,
19 in 2000, 14 in 2001, and 14 in 2002. There were 14 firms that were bailed
out twice and 4 firms that were bailed out three or more times. That is, we
classify 71 different firms out of the 900 in our combined sample of politically
connected firms and their peers as receiving a bailout at least once during our
sample period. Of these, 51 are politically connected. Thus, politically connected
firms are more than twice as likely to be bailed out as their nonconnected
peers.

Table IT reports firms by type of political connection and frequency of bailouts.
With respect to the connected firms (first column), 68% are connected by a
“direct” connection. Of these, 80.4% involve a top officer who is a politician,
14.4% involve a large shareholder who is a politician, and 5.2% involve a large
shareholder who also is a top officer and a politician. The other one-third of
connected firms are connected by an indirect connection. Of these, the great
majority, 64%, were identified from prior studies. Five firms are connected by
both a direct and an indirect connection.

With regard to bailouts of firms shown in Table II, one bailed-out firm has
both a direct and an indirect political connection, 22 have a direct connection,
and 28 have an indirect connection. Thus, indirectly connected firms represent
a disproportionate fraction of politically connected bailouts (7.52% of directly
connected firms are bailed out, in comparison to 19.46% of indirectly connected
firms).

Turning to the matching firms, several observations can be made. First, the
table shows that connected firms are significantly more likely to be bailed
out than are their nonconnected peers. Second, just as with directly connected
firms, peers of indirectly connected firms are disproportionately more likely to
be bailed out in comparison to peers of directly connected firms (the frequency
of peer bailouts is 6.04% for indirectly connected firms vs. 3.59% for directly
connected firms).

Table III gives the distribution of politically connected companies by coun-
try along with the distribution of bailouts by country. Ten countries have at
least 10 politically connected firms. The most heavily represented countries, in
alphabetical order, are France (16), Germany (10), Indonesia (27), Italy (21),
Japan (30), Malaysia (81), Singapore (16), Thailand (32), the United Kingdom
(118), and the United States (10). This set includes both highly developed and
less well developed countries, and countries with very different degrees of cor-
ruption. For example, as the table shows, GDP per capita ranges from a high of
$33,450 in Luxembourg to a low of $1,939 in India, while perceived corruption,
as measured by the Kaufmann et al. (2003) index, ranges from a minimum of
0.74 in Denmark to a maximum of 6.60 in Indonesia.?

One aspect that is immediately eye-catching is the large number of connected-
firm bailouts in Malaysia, which has 17 of the 51 connected-firm bailouts. In
comparison, only 3 of the 20 nonconnected bailouts are from Malaysia. The per-
centage of connected firms that are bailed out is particularly high in Australia

8 We describe the Kaufman Index in detail in Section III.A.
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Table III
Distribution of Politically Connected Firms and Corporate Bailouts
from 35 Countries, 1997-2002

The sample includes 450 politically connected firms and 450 matching peers from 35 countries.
As first-best, a match is identified as a firm from the same country with the same two-digit SIC
code and market capitalization within +40% of the connected firm’s. If no company satisfies such
criteria, a matching firm is selected based on country, market capitalization and Campbell’s (1996)
industry classification. If again no match is identified, a matching firm is selected with the closest
market capitalization to the connected firm with the same Campbell industry, but from any country.
Corruption is the 1997 and 1998 measure of perceived corruption from Kaufmann et al. (2003). The
original index is scaled from —2.5 to 2.5; for our purposes, we rescale the index from 0 to 10 with
higher scores representing higher corruption. GDP per capita is in constant 1995 international
dollars, and refers to 1996.

% of % of
No. of Bailed-Out No. of Bailed-Out
No. of Bailed-Out Connected Bailed-Out Matching GDP
Connected Connected Firms Matching Firms Diff. Corruption  per

Country Firms Firms (A) Firms B) (A) — (B) Index Capita
Australia 2 2 100.0 0 0.0 100.0 1.80 21,780
Austria 1 0 0.0 0 0.0 0.0 2.09 22,829
Belgium 5 0 0.0 0 0.0 0.0 3.66 21,661
Canada 6 1 16.7 0 0.0 16.7 0.89 22,366
Chile 2 0 0.0 0 0.0 0.0 2.94 7,767
Denmark 7 0 0.0 0 0.0 0.0 0.74 23,871
Finland 2 0 0.0 0 0.0 0.0 0.83 19,441
France 16 1 6.3 1 6.3 0.0 2.44 21,066
Germany 10 0 0.0 1 10.0 -10.0 1.76 22,115
Greece 1 0 0.0 0 0.0 0.0 3.35 13,118
Hong Kong 7 0 0.0 0 0.0 0.0 2.37 21,966
Hungary 1 0 0.0 0 0.0 0.0 3.77 9,253
India 8 0 0.0 1 12.5 -12.5 5.61 1,939
Indonesia 27 5 18.5 3 11.1 74 6.60 2,934
Ireland 2 0 0.0 0 0.0 0.0 1.87 18,582
Israel 2 0 0.0 0 0.0 0.0 2.45 17,167
Italy 21 1 4.8 0 0.0 4.8 3.40 21,239
Japan 30 0 0.0 0 0.0 0.0 3.55 23,242
Luxembourg 1 0 0.0 0 0.0 0.0 1.66 33,450
Malaysia 81 17 21.0 3 3.7 17.3 3.73 7,599
Mexico 7 0 0.0 0 0.0 0.0 5.55 7,113
Netherlands 1 0 0.0 0 0.0 0.0 0.95 21,994
Philippines 5 1 20.0 1 20.0 0.0 5.46 3,513
Portugal 3 1 33.3 0 0.0 33.3 2.56 13,575
Russian Fed 4 2 50.0 0 0.0 50.0 6.23 5,753
Singapore 16 1 6.3 1 6.3 0.0 1.10 18,892
South Korea 7 1 14.3 1 14.3 0.0 4.68 12,431
Spain 1 0 0.0 0 0.0 0.0 2.57 15,936
Sweden 3 0 0.0 0 0.0 0.0 0.83 19,855
Switzerland 4 0 0.0 0 0.0 0.0 0.86 25,219
Taiwan 6 1 16.7 1 16.7 0.0 3.75 14,700
Thailand 32 11 34.4 4 12.5 21.9 5.33 6,275
Turkey 1 0 0.0 0 0.0 0.0 5.70 5,387
UK. 118 5 4.2 3 2.5 1.7 1.59 20,527
USs. 10 1 10.0 0 0.0 10.0 2.19 28,486
Full sample 450 51 11.3 20 4.4 6.9
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(100%), Russia (50%), Thailand (34.4%), and Portugal (33.3%). In 18 coun-
tries, we identify no bailouts. In Australia, Canada, Indonesia, Italy, Malaysia,
Portugal, Russia, Thailand, the United States, and the United Kingdom, there
are more bailouts of politically connected firms than of their nonconnected
peers. In India and Germany, bailouts are actually more common among non-
connected matching firms than among politically connected firms.

On a univariate basis, according to our data, bailouts are more than twice
as likely among politically connected firms than among their matching peers
(51 vs. 20). If our matching procedure were perfect, we could conclude with
no further analysis that connected firms are significantly more likely to be
bailed out than nonconnected firms. However, because our matching procedure
is unlikely to be perfect, in Section III we perform a multivariate analysis that
controls for various factors that may influence the likelihood of a corporate
bailout.

B. Country Bailouts

As we note at the outset, we are interested in whether IMF and WB aid
packages play a role in corporate bailouts. This requires identifying instances
in which either of these agencies provided financial assistance to the countries
covered in our study. Ideally, we would require that the aid occur close in time to
the company bailout. However, for companies that do not receive a bailout, such
a demarcation is not possible because no aid package took place. For this reason,
we include any assistance package that occurred over the interval 1996-2002
as an observation of country assistance. This broad categorization is likely to
reduce the power of our tests to identify the effect of IMF and WB assistance
on corporate bailouts.

For IMF loans, we obtain information from the IMF History of Lend-
ing Arrangements.® According to this history, during 1996-2002, Hungary,
Indonesia, Mexico, the Philippines, the Russian Federation, South Korea,
Thailand, and Turkey received one or more rounds of loans (either a Standby
Arrangement or an Extended Fund Facility). Similarly, according to the WB web
site, over the 19962002 interval, one or more WB loans were made to Chile,
Hungary, India, Indonesia, Malaysia, Mexico, the Philippines, the Russian Fed-
eration, South Korea, Thailand, and Turkey.!?

Panel A of Table IV documents two relationships between the presence of
IMF/WB country loans and the frequency of firm bailouts. First, on a univari-
ate basis, both connected and nonconnected firms are more likely to be bailed
out in countries that receive WB/IMF aid packages than in those that do not
(connected firms: 21.1% with WB/IMF aid and 5.1% without aid vs. noncon-
nected firms: 7.4% with aid and 2.5% without aid). Second, the data indicate
that in countries that receive IMF/WB aid, connected firms are more likely to be

9 Available at http://www.imf.org/external/np/tre/tad/extarrl.cfm.
10 Available at http:// web.worldbank.org/ WBSITE / EXTERNAL/NEWS/0,menuPK:34471 ~
pagePK:34396~piPK:34442~theSitePK:4607,00.html.
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Table IV
Corporate Bailouts and IMF/WB Country Loans, 1997-2002

The sample includes 450 politically connected firms and 450 matching peers from 35 countries. The
table classifies firms according to whether they were politically connected and whether their home
country received assistance from the IMF or WB. Countries receiving IMF/WB loans are those that
obtained an Extended Fund Facility loan or a Standby Arrangement loan from the IMF, or a loan
from the WB during 1996-2002. p-Values for equality of proportions are reported in the table. In
Panel A, firms with multiple bailouts are counted only once because we are interested in bailed-out
firms. Panel B gives data for only the first bailout of a company following IMF or WB aid.

Panel A: Company Bailouts as Function of IMF/WB Country Loans

Countries Countries Difference
Receiving  Not Receiving in p-Value
IMF/WB IMF/WB Percentages for Equality
Loans (A) Loans (B) (A)—B) of Proportions
No. of connected firms 175 275
No. of bailed-out connected firms 37 14
% of bailed-out connected firms 21.1 5.1 16.0 0.00
No. of bailed-out matching firms 13 7
% of bailed-out matching firms 7.4 2.5 4.9 0.01
Difference in percentages 13.7 2.6 11.1 0.00
p-Value for equality of proportions 0.00 0.12

Panel B: Frequency of Corporate Bailouts Within 1 and 2 Years of IMF/WB Loans vs. Corporate
Bailouts Outside This Period

Within 12 Between 13 and 24  Bailouts Before the
Months After an  Months After an  IMF/WB Loan or More
IMF/WB Loan IMF/WB Loan than 24 Months After

No. of bailed-out connected firms 24 3 10
% of bailed-out connected firms 64.86 8.11 27.03
No. of bailed-out matching firms 10 1 2
% of bailed-out matching firms 76.92 7.69 15.38

bailed out than are their nonconnected peers (21.1% vs. 7.4%, p-value = 0.00).

Panel B documents the distribution over time of corporate bailouts relative
to the occurrence of an IMF/WB loan. The vast majority (72.97%) of connected-
firm bailouts occur within 2 years following an IMF/WB loan, with 64.86% of
bailouts taking place within 12 months, and an additional 8.11% of bailouts
taking place between 13 and 24 months afterward. A similar pattern shows
up for nonconnected firms: 76.92% of nonconnected-firm bailouts occur in the
year following an IMF/WB loan and 7.69% of bailouts occur between 13 and
24 months afterward. Again, if our matching procedure were perfect, we could
conclude that politically connected firms are disproportionately favored when
a country receives IMF or WB assistance. Because our matching procedure is
not perfect, in Section III, we investigate the effect of IMF/WB aid using a
multivariate analysis.
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II1I. Multivariate Analysis of the Determinants of Corporate Bailouts

In this section, we undertake a multivariate analysis. We estimate cross-
sectional logit regressions to determine whether political connections are sig-
nificant in explaining the likelihood of corporate bailouts. In each regression,
the dependent variable is an indicator equal to one if a company is bailed out
any time over the interval 1997-2002, and equal to zero otherwise. To adjust
for both heteroskedasticity in the error term and clustering of observations at
the country level, we adjust the standard errors from the regression using the
procedure described in Wooldridge (2002, pp. 405-410).

A. Independent Variables

We include independent variables to control for other factors that may influ-
ence corporate bailouts. For some of the independent variables, we do not have
data for each of the connected firms and/or for their matching peers. Below, we
describe the independent variables, indicate the motivation for including them
in the regressions, and give the number of firms for which the requisite data
are available.

Large firms are likely to play a greater role in a country’s economic perfor-
mance and may be more likely to receive political attention when confronted
with financial distress. To capture firm size, we use log(mkcapUS$), the log
of the company’s equity market capitalization as of December 31, 1996, mea-
sured in thousands of US$. We obtain this variable from Worldscope, and it is
available for every firm in our sample.

Because politicians may perceive bailouts as a means to “buy” votes, com-
panies with more employees may be more likely to receive bailouts. We use
log(employees) to control for the number of a company’s employees, where num-
ber of employees comes from Worldscope, the Asian Company Handbook, and
Mergent, based on the company’s financial report that occurs closest to calen-
dar year-end 1996. We have data on this variable for 780 of the firms in the
sample.

Because of a higher probability of default, firms operating in more risky
industries may be more likely to receive a government bailout. To control for
differences in business risk, we use SD, the standard deviation of the company’s
monthly stock returns over the period 1994-1996 as described in Section I.C.
Data are available on this variable for 806 firms.

Firms that are suffering financial distress as at the start of the period of
analysis may be more likely to be bailed out during the period. To control for
differences in firms’ financial standings as at the start of our period of analysis,
we include three measures of financial condition. The first is Collateral, calcu-
lated as the ratio of property, plant, and equipment to total assets. The second
and third measures are ROA and Leverage, which are defined in Section I.C.
All financial variables come from company financial reports that occur closest
to calendar year-end 1996, as reported in Worldscope. We have data measuring
Collateral for 891 firms; ROA for 868 firms; and Leverage for 814 firms.
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In some countries, the government owns a stake in a publicly traded firm,
and thus it may have a vested interest in the firm’s survival. Likewise, in
some countries, politicians may have an interest in the continued survival of
recently privatized firms. For this reason, such firms may be more likely to re-
ceive preferential treatment. To control for this possibility, we employ two vari-
ables, namely, GovStake, the percentage voting shares held by a firm’s home
country national and local governments, and Privatized, an indicator variable
equal to one if the company is privatized prior to 1997. We use sources listed in
Panel C of Appendix A, Extel, Worldscope, Claessens et al. (2000), Faccio and
Lang (2002), and the year 2000 “Fortune 500 Global List” to identify govern-
ment share ownership as of 1997. We identify privatized from SDC Platinum,;
Bortolotti, Fantini, and Siniscalco (2001), Dewenter and Malatesta (1997), and
Megginson, Nash, and Van Randenborgh (1994). In total, we identify 31 firms
as having been privatized prior to the beginning of 1997. Of these, according to
our definition, 20 are politically connected.

To control for differences in perceived corruption across countries, we include
Corruption, which is a country-level index developed by Kaufmann et al. (2003).
This variable is defined as the exercise of public power for private gains, and
measures various aspects of corruption, ranging from the frequency of “addi-
tional payments to get things done” to the effects of corruption on the business
environment during 1997 and 1998. The original index is scaled from —2.5 to
2.5, with higher scores corresponding to lower corruption. For our purposes, we
rescale the index from 0 to 10, by adding 5 after multiplying the index by —2.
Higher scores now indicate higher corruption. This measure of corruption is
available for all firms in the sample. To control for differences in economic de-
velopment across countries, we include log(GDP per capita), which we take from
the WB web site as of 1996 for all countries except Taiwan; we obtain Taiwan’s
GDP from the 1997 World Fact Book of the United States Central Intelligence

Agency.

B. Empirical Results: Bailouts and Political Connections

To test whether political connections increase the likelihood of a corporate
bailout after controlling for the factors listed above, we estimate logit regres-
sions, where the dependent variable is an indicator equal to one if a company
is bailed out and zero otherwise. In our first regression, we include each of the
connected and nonconnected firms in the sample, in which case the sample size
is 900. Because we do not have data for each of the independent variables for
every firm, in the first regression, an independent variable is included only if
it is available for every firm. Thus, the independent variables in our first re-
gression are log(mkcapUS$), GovStake, Privatized, Corruption, and log(GDP
per capita), along with an indicator variable, Connected, that is equal to one if
a firm has been identified as being politically connected as at the beginning of
1997, and zero otherwise.

The results of the first regression are given in the first column of Table V. The
coefficients of log(mkcapUS$) and privatized are both positive and statistically
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significant. Apparently, larger firms and privatized firms are more likely to be
bailed out. Additionally, the privatized indicator appears to be more important
than whether the state owns a major stake in the firm, as GovStake is not
significant in this regression or any others, whereas Privatized is significant
in this and in each of our subsequent regressions. The coefficient of log(GDP
per capita) is negative and significant, indicating that firms are more likely
to be bailed out in poorer countries. However, this variable loses significance
later when we introduce an indicator for whether the IMF/WB provided an aid
package to the country in question. The variable Corruption is not significant in
this regression and does not become significant in any later regressions. Thus,
after controlling for other factors, the level of corruption is not statistically
significant in our estimates of the likelihood of a bailout.

Of course, for our purposes, the most important variable is Connected. Con-
nected is highly significant (p-value < 0.01); thus, political connections appar-
ently increase the likelihood of a government bailout of a troubled firm. As we
shall see, the inclusion of additional control variables in later regressions does
not diminish the empirical importance of Connected as an explanatory variable
of whether a company is bailed out.

The second regression in Table V includes all independent variables described
above except loglemployees) and SD. This sample has 803 observations, of which
43 are connected company bailouts and 17 are nonconnected company bailouts.
The new variables included are Collateral, ROA, and Leverage. These variables
measure the financial position of the companies at the beginning of the sam-
ple period. Each of these variables is statistically significant (all p-values <
0.05). This result may not be surprising as companies that are financially
weaker at the start of the period are more likely to be bailed out during our
observation period.!' Additionally, the variables that are significant in the first
regression continue to be significant in the second. Nevertheless, politically con-
nected firms are still significantly more likely to be bailed out than are their
nonconnected peers. To the extent that lenders factor political connections into
their credit-granting decisions, the potential for future bailouts may explain
the higher use of leverage by politically connected firms.

The third regression includes all of the independent variables described
above, including log(employees) and SD. This regression has 636 observations,
of which 35 are politically connected bailouts and 16 are nonconnected bailouts.
As before, Collateral, ROA, Leverage, Privatized, and log(GDP per capita) are
statistically significant, while GovStake and Corruption are not. The coefficient
of SD is positive and significant, suggesting that companies subject to greater

11 A related question is whether connected firms are bailed out more frequently because they
become distressed more often or, rather, whether a larger fraction of connected firms is rescued. To
investigate this issue, we examine the evolution of company ROAs over our full sample of connected
and nonconnected firms across the 1997—-2002 sample period. In unreported tests we find that, for
4 out of 6 years, the mean ROA of connected companies is not statistically different from the mean
ROA of their nonconnected peers. In one year, connected firms perform significantly worse, while
in another year, they perform significantly better. Thus, we do not have more bailouts of connected
firms, because they end up in distress more often. Rather, we have more bailouts because, given a
similar frequency of distress, more of them are rescued.
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“risk” are more likely to be bailed out. Both log(mkcapUS$) and log(employees)
have positive signs, but neither enters the regression as statistically significant
(p-values = 0.12 and 0.22). This outcome is apparently due to the high correla-
tion between the two variables. When we omit log(mkcapUSS$), log(employees)
becomes statistically significant. Our results on this point are consistent with
either of two arguments; namely, that “the importance to the economy” or “vote
buying” plays a role in determining which companies are likely to be bailed out
(Ding (2005), La Porta, Lopez-de-Silanes, and Shleifer (2002), Sapienza (2004),
Shleifer and Vishny (1998)).

Most interestingly for our analysis, the coefficient of political connections con-
tinues to be positive and statistically significant (p-value < 0.01). Thus, after in-
cluding various firm-specific and country-level variables, politically connected
firms are more likely to be bailed out than are their nonconnected peers. The
conclusion is that, at least in some countries, political connections influence
the allocation of capital through implicit government guarantees of a bailout
when politically connected companies become financially distressed.

C. Empirical Results: IMF/WB Assistance, Corporate Bailouts,
and Political Connections

We now address the questions of whether IMF or WB aid packages increase
the likelihood of corporate bailouts and, if so, whether the funds flow dispro-
portionately to politically connected firms. To address these questions, we in-
clude an indicator variable, IMF/WB aid, for each country that receives an
IMF/WB aid package and we reestimate the first three regressions of Table V.
Columns 4, 5, and 6 summarize the results. Again, the first regression includes
all firms in the sample, and the sample grows smaller as we include more control
variables.

In regressions (4) and (5), the coefficient of IMF / WB aid is positive and statis-
tically significant, with a p-value <0.01. In the sixth regression, the coefficient
is positive with a p-value of 0.10. Of course, this regression has the smallest
number of bailouts, totaling 51, of which 35 are connected firms and 16 are not.
With the exception of log(GDP per capita), each of the other variables has the
same sign and the same approximate p-value as in the corresponding regres-
sions in columns 1 through 3. These results indicate that all firms in a country,
both connected and nonconnected, are more likely to be bailed out when the
IMF or WB provides assistance to that country.

An interesting related question is whether politically connected firms are
disproportionately more likely to benefit relative to nonconnected firms when
the IMF or WB provides loans to their home countries. The univariate tests
in Panel A of Table IV suggest that, before controlling for firm- and country-
specific attributes, such is the case. We now assess the robustness of this result
using a multivariate framework. If connected firms benefit disproportionately
more when IMF/WB loans are provided, the fraction of bailouts among con-
nected firms should rise disproportionately relative to that of nonconnected
firms when a firm’s home government receives IMF or WB aid. Note that we
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cannot infer this effect by simply looking at the signs of the coefficients of
the connections or IMF/WB aid indicators (or a combination of these variables),
since we are using a nonlinear logit regression technique. Thus, to examine this
issue, we must compute the expected probability of a bailout for each of our four
non-overlapping subgroups that capture the presence of political connections
and IMF/WB loans. The subgroups are identified by indicator variables, which
take the value of zero or one.

The first indicator, IMF/WB aid x Connected, is set to one for the subset
of connected firms that are incorporated in countries that receive IMF or WB
loans. The second indicator, (1 — IMF/WB aid) x Connected, is set to one for the
subset of connected firms that are incorporated in countries that do not receive
IMF or WB assistance. The third indicator, IMF/WB aid x (1 — Connected), is
set to one for the subset of nonconnected firms that are incorporated in coun-
tries that receive IMF or WB aid. The fourth indicator, (1 — IMF/WB aid) X
(1 — Connected), is set to one for the subset of nonconnected firms that are
incorporated in countries that do not receive IMF or WB loans. Inserting the
above four orthogonal indicators into our prior logit specification, we estimate
the following model:

prob(Bailout) = f[B1xUMF/WBaid x Connected)
+ B2 x (1 — IMF /WB aid) x Connected)
+ B3 x UMF /WBaid x (1 — Connected))
+ B4 x (1 — IMF /WB aid) x (1 — Connected))
+ Bs x log (mkcapUS$) + Bg x Collateral + 7 x ROA
+ Bg x Leverage + By x GovStake + B19 x Privatized
+ B11 x Corruption + B12 x log (GDP per capita)]. (D)

Our null hypothesis is that the difference between the likelihoods of bailouts
of connected and nonconnected firms, absent IMF or WB aid, is equal to the
difference between these likelihoods when IMF or WB aid is granted. The test
statistic for the null hypothesis can be written in terms of the logit likelihood
function as

12 12
exp <,31 +y ﬁi%’) exp (/32 +y ﬁi%’)

i=5 i=5

12 12
1+ exp </31 +y° ,Bixi> 1+exp <,32 +y ﬁi%’)
i=5 i=5

i=5 i=5

12 12
1+ exp (,33 + Z ﬂixi> 1+exp (/34 + Z,B,-xi)
i=5 i=5

12 12
exp (/33 +y ,Bixi> exp (/34 +y ,Bixi>
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The null hypothesis is that the difference of the differences in the probabilities
of a bailout is zero. This can be tested using a Wald test, which is appropriate for
testing nonlinear restrictions on the coefficients of the model. To perform this
test, we set the other control variables x5, . ..,x12 to their sample averages.!?
After controlling for firm- and country-specific factors, we find an economically
and statistically significant increase in the difference between the likelihoods
that connected and nonconnected firms are bailed out when the firms’ home
governments receive IMF or WB loans.

In the absence of IMF or WB aid, our model predicts that 4.92% of connected
and 2.23% of nonconnected firms will be bailed out. Thus, after controlling for
a variety of firm- and country-specific factors, the incremental likelihood of a
bailout for a connected firm is 2.69% (i.e., 4.92 — 2.23%). In the presence of
IMF or WB aid, our model predicts that 18.79% of connected firms and 9.17%
of their nonconnected peers will be bailed out. Thus, after controlling for firm-
and country-specific factors, in countries that receive IMF or WB aid, the incre-
mental likelihood of a bailout for a connected firm is 9.62% (i.e., 18.79 — 9.17%).
Thus, receipt of an IMF/WB loan by a country increases the net likelihood of a
bailout for a connected firm relative to a nonconnected firm by 6.93% (i.e., 9.62 —
2.69%). Using a Wald test, this difference is statistically significant (x2 = 10.96,
p-value < 0.01). The incremental likelihood of a bailout for a connected firm rel-
ative to a nonconnected firm, estimated using multivariate analysis, is 6.93%,
compared to an incremental likelihood of 11.1%, estimated using univariate
analysis. The implication is that some part of the disproportionality that we
document in Table IV is due to firm- or country-specific factors. Nevertheless,
the data indicate that granting an IMF or WB loan to a country increases the
likelihood of bailouts of politically connected firms.

IV. Corporate Bailouts and Economic Efficiency
A. Overview

In this section, we examine the operating performance and leverage of bailed-
out firms before and after their bailout dates. This analysis bears upon the
question of economic efficiency. That is, bailouts transfer capital to firms that
the capital market is apparently unwilling to serve. Assuming that the capital
market allocates funds to their highest value uses, then, by definition, bailouts
are an inefficient use of capital. In considering the efficiency of bailouts, we
ask whether bailouts of politically connected firms are even less efficient than
bailouts of nonconnected firms. In this regard, we examine the relative effi-
ciency of corporate bailouts.

To address this question, we examine the operating performance and leverage
of bailed-out firms prior to and after their bailouts and we ask whether the

12 Greene (2003, p. 668) suggests using averages and/or other relevant data points. Thus, to
assess the robustness of our result, we recalculate the Wald statistic with the control variables at
their sample medians. In this robustness test, the Wald statistic continues to be highly significant
(x% = 8.87, p-value < 0.01).
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performance and leverage of bailed-out politically connected firms are different
from those of bailed-out nonconnected firms. For this comparison, we rely on
the associated nonconnected or connected peer firm.

B. Pre- and Post-bailout Operating Performance

To study the operating performance of politically connected firms that are
bailed out and their nonconnected matching firms, we calculate ROAs for each
of the 5 years surrounding the bailouts (event years —2 through +2). By sub-
tracting the ROA of its matching peer from the ROA of the bailed-out firm, we
obtain an industry-adjusted ROA. For 19 of the bailed-out connected firms and
for 1 of the bailed-out nonconnected firms, we do not have the requisite 5 years
of ROA data for their matching peer. To minimize the loss of sample observa-
tions, for these firms we use the median ROA of all firms from the same industry
and the same country as the bailed-out firm. In particular, using Campbell’s
industry classification, we identify all firms in the connected firm’s home coun-
try with the same industry classification on the Worldscope database for each
event year —2 through +2. For each firm, we calculate ROA as described in
Section I.C. Our matching-industry median is the median of the individual
firm ROAs from the same industry in the firm’s home country. For bailed-out
nonconnected firms, we also calculate ROAs. For these companies, we also cal-
culate the ROA of their matching politically connected firm (as before, if the
data for the peer are not available, we use the home country/industry median).
Arguably, we should identify a nonconnected peer for each of the nonconnected
bailouts so as to exclude any “connected-firm” effect in the ROA figures. We do
not do so, but we do not expect this omission to bias our tests. With this caveat
in mind, we calculate the mean and median ROA across the 5 event years for
each of the four sets of firms. Note that event year 0 is defined as the bailout
year. Panel A of Table VI presents the results. Notice that because a firm can be
bailed out more than once during our period of analysis, the number of bailouts
in Table VI exceeds the number of bailed-out companies as reported in the ear-
lier tables. For companies that received multiple bailouts, we include the first
bailout. If a second bailout occurs more than 3 calendar years after the first
bailout, we include that as well. This procedure results in the inclusion of four
firms with two bailouts each. Because our accounting data end in 2003 for most
companies, and 10 of the bailouts in this analysis occur in 2002, the number of
observations declines in year +2.

Not surprisingly, bailed-out firms, both those that are politically connected
and those that are not, underperform their non-bailed-out matching firms prior
to and immediately after their bailouts, as industry-adjusted mean and median
ROAs (rows 3 and 8) are negative in each of the years —2 through +1. In
year +2, the performance of politically connected firms continues to be poor,
with an industry-adjusted mean ROA of —6.19% and a median of —3.84%. In
comparison, the performance of nonconnected bailed-out firms improves, and,
in year +2, these firms experience mean and median industry-adjusted ROAs
of +0.43% and +0.74%, respectively.
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The statistic of greatest interest to us is the difference in industry-adjusted
performance between bailouts of connected and nonconnected firms. These dif-
ferences are reported in row 11, with their p-values in row 12. In the 2 years
prior to their bailouts, politically connected bailouts have slightly worse perfor-
mance than the nonconnected bailouts, when measured on an industry-adjusted
basis. However, the performance advantage of nonconnected bailed-out firms
becomes economically large and highly statistically significant in year 0 and
continues to be large and statistically significant over the following 2 years.
As we note above, nonconnected bailed-out firms actually experience above-
“normal” performance by year +2.

These data suggest that funds directed to bail out politically connected firms
do not lead to a resurgence in the economic performance of these companies. As-
suming that bailouts, in general, represent an inefficient use of capital, bailouts
of politically connected firms are especially wasteful.

C. Pre- and Post-bailout Leverage

Panel B of Table VI parallels Panel A except that the variable of interest
is financial leverage as defined above. By examining leverage ratios, we can
evaluate whether lenders have less restrictive lending standards for politically
connected firms. In each event year, whether considering means or medians,
bailed-out politically connected firms have significantly higher leverage ratios
than their nonconnected matching peers. For example, in year —1, the bailed-
out connected firms’ mean leverage ratio is 43.5% versus 28.7% for their non-
connected peers. This spread in leverage ratio