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Abstract: We study the causal effect of unsought political connections on firm value. To address 

concerns of potential endogeneity and sample-selection bias we exploit the nationalization of 

Argentina’s pension system, a unique natural experiment yielding exogenous variation in new 

political connections. We find unsought political connections to have a large negative effect on the 

value of newly connected firms. Yet this result only materializes when, in addition to becoming a 

shareholder, the government also obtains the right to appoint directors. Decreased stock liquidity or 

higher stock volatility do not explain this result, suggesting a channel that decreases expected cash 

flows to shareholders. 
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1. Introduction 

Firm ties to governments and politicians (often called political connections) are widespread all 

over the world (Faccio, 2006). An obvious explanation for this fact is that firms must be deriving 

net benefits from being connected, and evidence of a positive relationship between political 

connections (either through explicit ties with politicians or through campaign contributions) and firm 

value indeed abounds (see, e.g., Claessens, Feijen, and Laeven, 2008; Cooper, Gulen, and 

Ovtchinnikov, 2010; Faccio, 2006; Faccio and Parsley, 2009; Ferguson and Voth, 2008; Fisman, 

2001; Goldman, Rocholl, and So, 2009; Jayachandran, 2006; Johnson and Mitton, 2003; Palanský, 

2021; Ramalho, 2007; and Roberts, 1990). 

Political connections are presumably endogenous—e.g., if connections affect value, firms 

have incentives to seek those connections or try to avoid them—but even when endogeneity concerns 

are properly addressed, studies in this literature typically measure existing political connections (like 

personal ties to a senator or previous campaign contributions to a political party), and analyze shocks 

to the usefulness of these connections (like the sudden death of the senator or an unexpected electoral 

defeat of the party) to infer their value to firms. But if firms actively seek or try to avoid political 

connections (as recently shown by Akey and Lewellen, 2017; Hassan et al., 2019; and Kung and 

Ma, 2018), the connections that are observed and measured should be, on average, those that create 

most value to firms, and therefore existing studies could suffer from a potential problem of sample 

selection. In this light, the usual finding of a positive impact of political connections on firm value 

turns out to be not that surprising: preexisting connections were probably sought by firms, and likely 

because they added value to the firm; when these connections are (say) cut for exogenous reasons, 

the market adjusts firm value down accordingly. Without controlling for sample selection, the 



2 

 

conclusions on the value of political connections that have been drawn by previous research could 

be biased. 

The contribution of this article is not just to merely warn of this problem, but to address it by 

exploiting a unique natural experiment that yields exogenous variation in new political connections 

(i.e., connections that were not sought or desired) at the firm level to provide a novel view of their 

effect on firm value, arguably free from endogeneity (as in several existing studies) and sample-

selection concerns (as in no paper that we are aware of). Our natural experiment consists of the 

nationalization of Argentina’s pension system in 2008. A law passed towards the end of 1993 in the 

country had established a mixed pension system in which workers’ contributions accumulated in 

individual capitalization accounts, managed by private fund managers, called Administradoras de 

Fondos de Jubilaciones y Pensiones (AFJPs). The law allowed the AFJPs to invest their funds in, 

among other securities, shares in domestic (private, publicly-listed) firms. In October 2008, an 

unexpected announcement made by President Cristina Fernández de Kirchner started the rapid 

legislative process that would lead to the nationalization of Argentina’s private pension funds only 

a month later. The new law transferred all of the AFJPs’ assets (including shares in domestic firms) 

to a fund run by the government, which thereby became an unexpected shareholder in those firms 

for reasons that were unrelated to their market value. What were small ownership stakes when 

dispersed among several AFJPs became larger shareholdings when concentrated in the hands of a 

single owner, the Argentine government, and in some cases the shareholding granted the government 

the right to appoint one or more directors to the boards of those firms—giving us also a plausible 

source of exogenous variation in board composition across different firms. 

Consistent with prior literature (e.g., Faccio, 2006; Frye and Iwasaki, 2011; Khwaja and Mian, 

2005; Wu, 2011), we interpret a positive government shareholding and the right to have government-
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appointed directors on the board as measures of a firm’s political connections, and use the 

nationalization of the pension system as a source of exogenous variation in these connections. Since 

some firms just saw the government come on board as a shareholder, while a fraction of these firms 

learned that the government could also appoint directors to their boards, we have in fact two 

different, nested treatments that we exploit in our empirical exercise. 

We find that political connections have a large negative effect on the market value of 

connected firms, but only when, in addition to becoming a shareholder, the government has the right 

to appoint directors to the board: depending on the specification, stock prices are on average 23-40% 

lower (compared to a baseline period) after the nationalization in these firms. These results are 

consistent with the grabbing-hand perspective of Shleifer and Vishny (1994, 1998)—not only 

because of the negative effect of connections on firm value, but also because political connections 

are detrimental only when they grant the government a concrete ability to interfere with firm 

activities (e.g., to drive firms towards political rather than economic goals, or to engage in rent 

seeking). 

We also show that the negative effect on stock prices is not driven by changes in liquidity (i.e., 

government fund managers trading differently from the AFJPs after the nationalization). Absent a 

liquidity effect, changes in stock prices can be due to reductions in expected cash flows to equity, 

an increase in the perceived riskiness of these cash flows, or both. Since increased riskiness should 

result in increased market volatility of a firm’s stock return, we focus on this measure in the analysis, 

and find that neither treatment had a significant effect on volatility, leaving changes in expected cash 

flows as a likely driver of our results. Though suggestive, this evidence is admittedly indirect and 

should be interpreted with caution, as we do not have data on cash flows to address the matter more 

directly. 
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Our paper contributes to the growing economic literature on politicians and firms, especially 

to the body of work assessing the net effect of political connections on firm value, by providing 

evidence of their impact free from sample selection. Studies reporting a negative effect of 

connections on firm value or performance are relatively few, and concentrated in China (e.g., Fan, 

Wong and Zhang, 2007; and Shi, Xu and Zhang, 2018, contain event studies focusing on cumulative 

abnormal returns; Harrison et al., 2019, analyze return on assets and total factor productivity using 

panel data; and Chen et al., 2017, report effects on Tobin’s Q with cross-sectional data). These 

negative results can be interpreted in light of our sample selection argument. To the extent that 

preexisting political connections (like a government bureaucrat acting as CEO, or a National 

People’s Congress official serving as director) were not necessarily sought (or could not be avoided) 

by firms in these cases, negative effects on firm value are more likely to arise in the Chinese context 

than in the typical study. 

Our finding that a seat on the board is an important channel for government influence speaks 

to the larger literature on government ownership (including work on privatization, and publicly listed 

firms in China with partial government ownership).1 We also add to the literature on boards of 

directors and firm value (see the surveys by Adams, Hermalin, and Weisbach, 2010; Hermalin and 

Weisbach, 2003; and Johnson, Daily, and Ellstrand, 1996)—especially the part of that literature 

focusing on directors’ characteristics2—by considering directors with the distinguishing 

characteristic of being appointed by the government, and also by proposing a plausible identification 

                                                           
1 See, e.g., Bortolotti and Faccio (2009); Fan, Wong and Zhang (2007); Shleifer (1998); Tian and Estrin (2008); and 

Wei, Xie and Zhang (2005). 
2 See, e.g., Adams and Ferreira (2009) for the case of female directors; Goldman, Rocholl, and So (2009) for directors 

with political backgrounds; Güner, Malmendier, and Tate (2008) for directors with banking experience; and Masulis et 

al. (2012) for directors with previous industry experience. 
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strategy to deal with the endogeneity concerns that plague this literature (as pointed out, for instance, 

by Hermalin and Weisbach, 2003).  

Closest to our work are papers studying the value effects of politically-connected board 

members. Boubakri, Cosset and Saffar (2008), Ferguson and Voth (2008), and Goldman, Rocholl 

and So (2009) report positive effects of politically-connected directors, whereas Cheung, Rau and 

Stouraitis (2010), and Shi, Xu and Zhang (2018) find negative effects. Cheung, Rau and Stouraitis 

(2010), in particular, report correlations consistent with our finding of a negative effect on value 

through politically-connected directors, but not government ownership alone, in Chinese publicly 

listed firms. Shi, Xu and Zhang (2018) exploit a regulatory change forbidding incumbent and former 

politicians to accept appointments as independent directors in listed firms in China as an exogenous 

shock to the presence of politically-connected directors on the boards. None of these studies 

considers new, exogenously assigned political connections though, and thus cannot deal with the 

sample selection concern described above. 

2. Natural experiment and data 

In this section we describe the setup and data for our empirical exercise and discuss how we 

can exploit changes in Argentina’s pension system as a source of exogenous variation in a firm’s 

political connections. According to the results in Faccio (2006: 369), “connections are [more] 

common in the [absence] of more stringent regulation of political conflicts of interest, and 

connections are particularly common in countries that are perceived as being highly corrupt.” In 

Transparency International’s frequently cited Corruption Perceptions Ranking, Argentina ranked 

78th out of the 180 countries surveyed in 2020 (109/180 in 2008).3 Argentina thus seems to be a 

good lab in which to examine the question of firms’ political connections. 

                                                           
3 https://www.transparency.org/en/cpi/2020/, https://www.transparency.org/en/cpi/2008.   

https://www.transparency.org/en/cpi/2020/
https://www.transparency.org/en/cpi/2008
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2.1. A brief history of Argentina’s pension system up to 2008 

With the first pension schemes created early in the 20th century, Argentina was one of the first 

countries in the world to establish a social security system (Cohan, Díaz-Frers and Levy-Yeyati, 

2010). At first, coverage was limited to workers of some industries and most funds were organized 

under an individual capitalization scheme. By the 1950s, however, social security was made 

universal and most of the previously existing funds were consolidated at the national level under a 

pay-as-you-go system—that is, an unfunded system in which current contributors pay the expenses 

for current recipients. For more than 30 years the system was based on intergenerational solidarity, 

but its increasing deficits made it undergo many changes in its design and regulation.4 

In the 1980s the financial unsustainability of Argentina’s pay-as-you-go pension system 

became evident. Tax evasion, population aging, and rising unemployment and informality in labor 

markets, together with other economic problems faced by the country, eroded the public support of 

the scheme and laid the foundations for a deep reform that took place in 1993.  

Trying to achieve long-term sustainability of the pension system, a law passed towards the end 

of 1993 (Law No. 24,241) established a mixed system (the Sistema Integrado de Jubilaciones y 

Pensiones – SIJP) in which workers’ contributions accumulated in individual capitalization 

accounts, and employers’ contributions funded a universal pension that preserved the logic of the 

pay-as-you-go scheme (Cohan, Díaz-Frers and Levy-Yeyati, 2010). The management of the 

individual capitalization scheme was delegated to private firms—the pension fund managers, called 

Administradoras de Fondos de Jubilaciones y Pensiones (AFJPs), which were entitled to 

remuneration by charging commissions to their beneficiaries. Law No. 24,241 (articles 74º to 76º) 

allowed the AFJPs to invest their funds in negotiable debt instruments, government-issued securities, 

                                                           
4 For a detailed account of the history of Argentina’s social security system, see Cetrángolo and Grushka (2004), and 

Isuani (2008). 
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fixed-term deposits, shares in mutual funds, mortgage bonds, and—most important for our purposes 

in this paper—shares in domestic firms. 

2.2. The 2008 nationalization of Argentina’s pension system 

The existence of the AFJPs came to an end in 2008. In October, an unexpected announcement 

by President Cristina Fernández de Kirchner started the rapid legislative process that would lead to 

the nationalization of Argentina’s private pension funds: only 31 days passed between the 

announcement (October 21) and the passing (November 21) of the law (Law No. 26,425).5 The 

Congress undid the 1993 reform by unifying the two co-existing schemes into a single pay-as-you-

go, government-run scheme—the newly created Sistema Integrado Previsional Argentino (SIPA) 

that replaced the SIJP. 

The new law transferred all of the AFJPs’ assets to a fund, the Fondo de Garantía de 

Sustentabilidad (FGS), run by the government through the national social security agency, 

Administración Nacional de la Seguridad Social (ANSES). These funds totaled over 23 billion 

dollars.6 The reform also implied that the government would receive the monthly flow of workers’ 

contributions previously going to the AFJPs, which had added up to a grand total of 2.7 billion 

dollars in 2007, and were expected to grow over 50% in 2008 (UADE, 2008). While the government 

claimed the 2008 reform to be a “strategic decision” taken to preserve workers’ savings in the midst 

of the global financial crisis,7 political opponents saw it as an opportunity that would allow the 

government to gain access to new revenue sources to cover 2009 funding needs.8 

                                                           
5 La Nación, a leading Argentine newspaper, described it as a “process that would blush the fast track obtained by the 

government of George W. Bush from the American Parliament” (http://www.lanacion.com.ar/1072498-es-ley-la-

estatizacion-de-las-jubilaciones).  
6 According to OSS (2011), the funds managed by the AFJPs totaled 80,209,124,682 pesos as of December 9, 2008. We 

have converted this figure into US dollars using the prevailing exchange rate at the time (source: http://www.cotizacion-

dolar.com.ar/cotizaciones_dolar_historico.php). 
7 See, e.g., http://www.laprensa.com.ar/NotePrint.aspx?Note=325886. 
8 See, e.g., http://www.ucrcapital.org.ar/views/1543/oposicion-en-argentina-se-movilizo-contra-reforma-en-fondos-

jubilatorios. As it turns out, a large part of the new flow of funds was used to finance a conditional cash transfer program 

http://www.lanacion.com.ar/1072498-es-ley-la-estatizacion-de-las-jubilaciones
http://www.lanacion.com.ar/1072498-es-ley-la-estatizacion-de-las-jubilaciones
http://www.cotizacion-dolar.com.ar/cotizaciones_dolar_historico.php
http://www.cotizacion-dolar.com.ar/cotizaciones_dolar_historico.php
http://www.laprensa.com.ar/NotePrint.aspx?Note=325886
http://www.ucrcapital.org.ar/views/1543/oposicion-en-argentina-se-movilizo-contra-reforma-en-fondos-jubilatorios
http://www.ucrcapital.org.ar/views/1543/oposicion-en-argentina-se-movilizo-contra-reforma-en-fondos-jubilatorios
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Of the 23 billion dollars managed by the AFJPs, approximately 6% consisted of shares in 43 

different publicly listed firms at the time of nationalization. Ownership in a given firm by any 

individual AFJP was typically very small. However, the nationalization of the pension system placed 

all the shares in the hands of a single owner: the Argentine government (through ANSES), which 

suddenly became a larger shareholder in some of those firms. The mean shareholding was 13.86%, 

but the government’s ownership ranged from 0.01% to 26.96%. 

Depending on each firm’s corporate statute and the size of the government’s shareholding, the 

government acquired the right to appoint one or more directors to the boards of some of those firms 

(in particular, the government could potentially appoint directors in 21 of the 43 firms at 

nationalization), and this was unrelated to the reasons for the reform of the pension system. This 

gives us also a plausible source of exogenous variation in board composition. 

2.3. Data 

This study considers all firms listed in the Buenos Aires Stock Exchange in the period from 

December 2003 to November 2013 (i.e., ±5 years around the nationalization).9 After dropping firms 

with missing values in our main dependent variable, we are left with an estimation sample of 7,248 

firm-month observations, corresponding to 68 firms. Table 1 presents summary statistics for our 

main variables. 

[Table 1 about here] 

The main outcome of interest is firm value, which we measure through a firm’s ordinary stock 

price. Historical stock data were obtained from Bolsar, the financial website of the Buenos Aires 

                                                           

(Asignación Universal por Hijo) and an extension of pension coverage to individuals who had not made the required 

contributions during their work life. The stock, on the other hand, did not see much change after nationalization (see 

Cohan, Díaz-Frers, and Levy-Yeyati, 2010; and Basualdo et al., 2009). 
9 All of the results below are robust to considering different time windows around the nationalization (please see the 

Appendix). 
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Stock Exchange.10 Since some shares trade infrequently, we compute monthly averages of daily 

closing prices in the Buenos Aires Stock Exchange for each firm, and normalize all prices to 1 in 

December 2007 for comparability across firms (Prices); i.e., we measure price growth compared to 

a baseline period.11 Market valuations summarize the influence of political connections through 

different channels as long as stock prices adjust to reflect new information on the expected 

profitability of listed firms (see, e.g., Roberts, 1990; and Jayachandran, 2006). 

With the stock data from Bolsar we also compute two other firm-specific variables to be used 

in the analysis below: liquidity and volatility. Liquidity is measured as the number of days in which 

a firm’s stock was traded within a month. We use the standard deviation of the firm’s daily stock 

return during the month to compute a measure of realized volatility (see, e.g., Hassan et al., 2019). 

We have two direct measures of a firm’s political connections: government ownership and 

government-appointed directors. Because current shareholdings and actual appointments could be 

endogenous to firm value, we use the shareholdings and the right to appoint directors obtained at 

nationalization (and not current shareholdings or the effective exercise of that right thereafter) to 

build two dummy variables that capture the existence of a political connection thus defined. In the 

next section, we exploit the nationalization of the pension system as an exogenous shock to political 

connections to estimate the causal effect of having political connections on firm value.12 

We obtain the list of firms in which the government acquired shares at the time of the 

nationalization, and the list of firms in which the government could appoint at least one director to 

the board from the FGS.13 We have two treatment groups: in the first group, treated firms are the 20 

                                                           
10 See www.bolsar.com. 
11 Using a different baseline period (e.g., the time of treatment) to normalize prices would not change our results. 
12 Notice that, by virtue of our experimental design, these connections are orthogonal to any preexisting political 

connections. 
13 See http://fgs.anses.gob.ar/. 

http://www.bolsar.com/
http://fgs.anses.gob.ar/
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firms in which the government only acquired a positive shareholding; and in the second group, 

treated firms are those in which the government also acquired a right to be represented on the board 

as of December 2008 (17 firms). Because a positive shareholding is necessary to have a right to 

appoint directors, these treatments are nested.14 Control firms (31) are those in which the government 

neither acquired shares, nor the right to appoint directors. 

 

3. Empirical strategy and results 

We are interested in testing whether political connections affect the market value of 

connected firms. The ideal experiment to test this would consist of assigning political connections 

to a random subset of firms. A simple comparison of the difference in the market value of firms with 

and without political connections would provide an estimate of the causal effect of connections on 

firm value. Unfortunately, such an experiment would be unfeasible in practice. By exploiting the 

exogenous shock of the pension system described in the previous section, our research design comes 

as close as possible to the ideal experiment. Given that we have panel data, we can also resort to 

more elaborate comparisons involving double differences. 

We have identified politically-connected firms as those in which the government acquired a 

positive shareholding, and those in which the government acquired the right to be represented on the 

board. This provides our first-difference dimension. The second difference is across time, and is 

given by the date of the nationalization of the pension system. Finding an effect after nationalization 

on the market value of firms that are politically connected would provide us with a measure of the 

                                                           
14 Because the right to appoint directors depends not only on the shareholding, but also on a firm’s statute, the second 

treatment is not merely a more intense version of the first one, i.e., a proxy for a large shareholding. Actually, the point 

biserial correlation between the percentage of shares held by the government and its having the right to appoint directors 

is just 0.578. 
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value of the new connections to these firms (Khwaja and Mian, 2011). This is our task in this section. 

We begin by detailing our empirical strategy, and then we present our results. 

3.1. Empirical strategy 

To identify the effect of political connections on firm value we exploit the variability in 

government ownership and the composition of boards over time. Formally, we want to estimate the 

following difference-in-differences equation: 

𝑝𝑖𝑡 = 𝛿1(𝐷𝑡 ∗ 𝐼1𝑖) + 𝛿2(𝐷𝑡 ∗ 𝐼2𝑖) + 𝛼𝑖 + 𝜇𝑡 + 𝜀𝑖𝑡 (1) 

where 𝑝𝑖𝑡 is the stock price (Prices in the tables below) of firm 𝑖 in month 𝑡; 𝐷𝑡 is a dummy equal 

to 1 from December 2008 on (Post law); 𝐼1𝑖 is a dummy equal to 1 if the government acquired a 

positive shareholding in firm 𝑖 at nationalization (Government ownership); 𝐼2𝑖 is a dummy equal to 

1 if the government acquired a right to appoint at least one director to the board of firm 𝑖 

(Government directors); 𝛼𝑖 is a firm fixed effect; 𝜇𝑡 is a month fixed effect; and 𝜀𝑖𝑡 is the usual error 

term.15 Fixed effects allow us to control for any time-invariant unobserved heterogeneity across 

firms and also for shocks common to all firms in a given time period. In this equation the parameters 

of interest are 𝛿1 and 𝛿2. In some specifications we also include industry-specific nonparametric 

time trends to control for economic cycles in different industries.16 Since there might be a potential 

correlation between month-to-month observations for the same firm, in all regressions we cluster 

standard errors at the firm level. 

Identification exploits the unexpected pension system reform that varied the political 

connections across different firms. Given that government participation in some firms was the result 

                                                           
15 We do not control for factors that are usually employed in the literature—like leverage, size, and profitability—in the 

regressions because they are all outcomes potentially affected by the treatments and would constitute bad controls 

(Angrist and Pischke, 2009). 
16 We use the Fama and French 10-industry classification (https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/ 

Data_Library/det_10_ind_port.html). 

https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/%20Data_Library/det_10_ind_port.html
https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/%20Data_Library/det_10_ind_port.html


12 

 

of political and economic decisions about the country’s pension system, then the fact that some firms 

ended up having the government as a shareholder and government-appointed directors on their 

boards can be considered exogenous to the change in firms’ market valuations, thus validating our 

empirical approach. It is worth noting that a standard event study design, the most chosen approach 

within this literature, would be inadequate in our setting given that the nationalization event arguably 

affected the entire Argentine stock market, rendering unfeasible the reliable estimation of normal—

and, by extension, also abnormal—returns. Moreover, given the uniqueness of the event, it is not 

clear whether an event study would capture the market’s rational expectation about the effect of the 

nationalization (see Wolfers and Zitzewitz, 2018). 

Figure 1 depicts the evolution of the average monthly stock prices of treated and control firms 

in our sample period, and anticipates the main empirical result of the paper. Panel A compares firms 

in which the government acquired a positive shareholding at nationalization, but not the right to 

appoint directors (ownership treatment group), to firms with neither government ownership nor 

directors (control group). Panel B compares firms with a positive government shareholding and in 

which the government acquired a right to appoint directors (directors treatment group) to firms with 

neither government ownership nor directors (control group). The levels and the trends of the average 

prices in the two groups of firms are remarkably similar in the pre-nationalization period in both 

panels, and only start to diverge significantly after the nationalization in the case of the directors 

treatment.17 

Panel B also suggests that this event was difficult to interpret and price in at the moment the 

nationalization occurred, as it took over two years for the price difference between groups to peak. 

                                                           
17 In regressions reported in the Appendix, we find that the common-trend assumption is verified in our sample. Whether 

using a linear trend or separate month dummies, we can never reject the hypothesis that pre-nationalization trends are 

the same for the eventually treated and control firms—thus providing additional confidence on our research design. 
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This is consistent with the unique nature of the shock, which rendered past experience of market 

participants relatively irrelevant to update their expectations on future firm performance. Moreover, 

the evidence also suggests that an adequate analysis meant to gauge the effect of nationalization on 

firm value should extend for several years, as opposed to only days or weeks centered around the 

announcements. 

Given that our data panel is unbalanced, Figure 1 should be interpreted with caution, as 

composition effects might be at work. However, the formal results of the next section show that the 

simple message the figures send holds when appropriately dealing with those effects. 

[Figure 1 about here] 

3.2. Political connections and firm value 

Table 2 reports estimates of equation (1) with and without industry trends. In both cases only 

the coefficient on the directors treatment is statistically significant at the usual levels of confidence. 

We find no effect on firm value of just having the government come on board as a shareholder, and 

a large negative effect of having the government on the board: firms in this group have a normalized 

price 23 to 40% lower than control firms after the nationalization (evaluated at the sample mean). 

To sum up, political connections seem to be detrimental to firm value (as perceived by the market), 

but only when these connections operate through the possibility of having government directors 

appointed to the board of the firm.18 We explore this finding further in the next section. 

[Table 2 about here] 

 

                                                           
18 Given the relatively small number of firms, a natural concern is that the effect could be driven by a few outliers. To 

address this concern, we have excluded the bottom quartile of treated firms, and the two worst performers in the treatment 

group and the two top performers in the control group, and in every case we find very similar results. Excluding firms 

one by one also yields estimated coefficients that are remarkably stable. These results (available upon request) strongly 

suggest that the effect is not driven by outliers. 
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4. Discussion 

Having established a causal link between (potential) government representation on boards and 

reductions in firm value, we now move on to explore that link further. 

4.1. Alternative explanations 

4.1.1. Liquidity 

The relatively poorer stock performance of politically-connected firms could alternatively be 

explained by a larger, negative shock to the liquidity of those stocks after the nationalization. 

Specifically, it could be the case that stocks of such firms were also ex ante more heavily traded by 

the AFJPs, since the larger aggregate holdings that allow the appointment of directors may suggest 

higher interest in those firms. Given that the nationalization implied the end of trading by the AFJPs, 

those stocks could have suffered a larger shock to their market liquidity, which in time could have 

lowered their prices. To explicitly examine this possibility, we run regressions similar to equation 

(1), but replace prices on the left-hand side with a measure of liquidity—the number of days in which 

a firm’s stock was traded within a month. As can be seen in Table 3 below, we find no support for a 

liquidity effect as an explanation for the results presented in Table 2. The coefficients reported in 

columns (1) and (2) are economically negligible and statistically nonsignificant. 

4.1.2. Lower cash flows or riskier cash flows? 

Absent a liquidity effect, the fall in stock prices that we observe could be due to a reduction in 

expected cash flows, an increase in their perceived riskiness, or both. Provided that increased risk is 

reflected in increased market volatility of the firm’s stock return (Hassan et al., 2019), we can use 

this volatility on the left-hand side of a regression like equation (1) to better understand the drivers 

of our main results. Following Bloom, Bond and Van Reenen (2007), and Hassan et al. (2019), we 

measure volatility as the standard deviation of the firm’s daily stock return during the month. 
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As reported in columns (3) and (4) of Table 3, the effect of either treatment on volatility is 

essentially zero, leaving changes in expected cash flows as the most likely reason why political 

connections affect firm value. Since we do not have data on cash flows to address the matter more 

directly, this claim is tentative and should be interpreted with caution. 

[Table 3 about here] 

4.2.  Costs and benefits of politically-connected directors 

We have seen in the previous section that compared to the control group, only firms in which 

government ownership is accompanied by a right to appoint directors experience a negative effect 

on their market value after the nationalization of the pension system. This result is best seen as a net 

effect, because politically-connected directors can bring both costs and benefits to the firm. 

A growing literature has been documenting the benefits from having political connections in 

general. Politically-connected firms enjoy easier access to credit (Claessens, Feijen, and Laeven, 

2008; Dinç, 2005; Johnson and Mitton, 2003; Khwaja and Mian, 2005), lighter regulation (Agrawal 

and Knoeber, 2001; De Figueiredo and Edwards, 2007; Kroszner and Stratmann, 1998), favorable 

access to government contracts (Amore and Bennedsen, 2013; Auriol, Straub, and Flochel, 2016; 

Baltrunaite, 2020; Cingano and Pinotti, 2013; Goldman, Rocholl, and So, 2013; Titl and Geys, 

2019), lower taxation (Faccio, 2010), and government aid in case of financial trouble (Faccio, 

Masulis, and McConnell, 2006)—to name just a few benefits. Politically-connected board members, 

in particular, could bring value to the firm (especially when they are government officials), for 

instance, by helping the firm with their knowledge of government procedures and the public policy 

environment; they could also contribute privileged access to (and influence on) government decision 

makers (Agrawal and Knoeber, 2001; Goldman, Rocholl and So, 2009; Hillman, 2005; Hillman, 

Cannella and Paetzold, 2000; and Lester et al., 2008). 
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Political connections might also entail some costs to firms. Politicians can extract rents from 

connections by interfering with the regular management of a business – a general point made in 

Shleifer and Vishny (1994, 1998). We maintain that political connections are more likely to be 

detrimental to firm value when they grant the government an increased ability to interfere with firm 

regular activities (as is arguably the case with the CEOs in Bertrand et al., 2018, or Fan et al., 2007; 

with the controlling State ownership in Chen et al., 2017; or with the government’s presence on the 

board in this paper), than in the case of political connections whose nature entail a good will between 

firm and government (like those based on personal ties or money contributions to individual 

candidates or political parties).19 

Politically-connected firms could sub-optimally increase employment (Bertrand et al., 2018; 

Carvalho, 2014) or capital expenditure (Alok and Ayyagari, 2020) to help politicians’ electoral 

efforts. By the same token, they could likewise decrease product prices sub-optimally, especially for 

products with a significant effect on the electorate’s opinion, such as utilities and food.20 

Politically-connected directors could also pursue politically-driven goals potentially at odds 

with the profit maximization purpose of the firm, imposing costs on firm value. For example, the 

director appointed by the government at Siderar (a large steel manufacturer) stated that he would 

have “an active role”, and that “government representatives must follow national policy guidelines, 

[…], i.e., take the national development policy inside the private firm”.21 

                                                           
19 This is also in line with Frye and Iwasaki (2011), who argue that government influence on firm behavior is best 

captured by the government’s representation on the board than through government ownership in transition and 

developing economies. 
20 Commentators in Argentina believed this to be a concrete possibility (see, e.g., 

https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-

empresas-privadas)  
21 https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-

empresas-privadas (our translation). 

https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-empresas-privadas
https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-empresas-privadas
https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-empresas-privadas
https://www.iprofesional.com/legales/81389-que-decisiones-clave-pueden-tomar-los-directores-estatales-en-las-empresas-privadas
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Yet another decision that could be altered by government-appointed directors is the decision 

about dividend payments. For instance, government representatives on the board could force higher 

dividends (or lower retention) than optimal reinvestment would require in order to increase available 

funds.22 In Transportadora de Gas del Sur (the largest gas supplier in Argentina), the government-

appointed directors proposed dividend payments of over $976 million pesos in 2011, well above the 

$40 million originally proposed by the board.23 

Goldman, Rocholl and So (2009), and Shi, Xu and Zhang (2018) also focus on the political 

connections of the board of directors, and explore the impact of these connections on the value of 

publicly traded U.S. and Chinese companies, respectively. These studies find a positive effect of 

politically-connected directors in the U.S., but a negative effect in China. As pointed out by Faccio 

(2010), the magnitude of the benefits of political ties might depend on the specific country of 

analysis. Hence it would be interesting to know how much of this difference in results is explained 

by the very different institutional environments of Argentina, the U.S., and China.24 Furthermore, 

sample selection could also be part of the explanation: Goldman, Rocholl and So (2009) measure 

political connections through past political appointments of current directors, which are arguably 

desired connections; whereas Shi, Xu and Zhang (2018) exploit a regulatory change that forced 

incumbent political directors (like National People’s Congress officials), who probably represented 

connections that could not be avoided before the change, out of the board. Unfortunately, the relative 

                                                           
22 Of course, it could be the case that payout policy was not optimal to begin with, and politically-connected directors 

are forcing higher dividend payments to mitigate existing agency problems, for instance, by reducing free cash flow 

(see, e.g., DeAngelo, DeAngelo, and Stulz, 2006; and Jensen, 1986). Such a change should be beneficial for firm value. 

However, the evidence in Table 2 provides no support for this alternative explanation. 
23 https://www.infobae.com/2011/04/29/578695-la-anses-designa-cinco-directores-mas-empresas-cotizantes/?output 

Type=amp-type. 
24 Claessens, Feijen, and Laeven (2008), and Li et al. (2008) argue that in countries with low institutional development 

the value of connections is likely greater that in more developed countries, whereas Fan, Wong and Zhang (2007) predict 

exactly the opposite. 

https://www.infobae.com/2011/04/29/578695-la-anses-designa-cinco-directores-mas-empresas-cotizantes/?output%20Type=amp-type
https://www.infobae.com/2011/04/29/578695-la-anses-designa-cinco-directores-mas-empresas-cotizantes/?output%20Type=amp-type
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importance of institutional factors and sample selection in explaining the different results is hard to 

ascertain with the data at hand. 

 

5. Conclusion 

In this paper we exploit a unique natural experiment that gives us exogenous assignment of 

new political connections to firms to establish a causal link from political connections to reductions 

in firm value. This is in stark contrast to most previous studies of this link, which tend to find that 

connections are valuable to firms. We argue that sample selection might be partly responsible for 

the difference: if firms actively seek or try to avoid political connections, measuring existing 

connections might introduce sample selection because the connections that are observed and 

measured should be, on average, those that create most value to firms. 

The analysis concentrates on private, publicly-traded firms, and shows that political 

connections are viewed by the market as destroying value, but only when connections provide the 

government with the possibility of exerting larger influence through the appointment of directors to 

the corporate board. The overall evidence is consistent with the grabbing-hand argument of Shleifer 

and Vishny (1994, 1998) that private enterprises subject to political influence pursue political goals 

that are not consistent with firm value maximization (see also the literature on government 

intervention and rent seeking; e.g., Agrawal and Knoeber, 2001; Fan, Wong, and Zhang, 2007; 

Hadlock, Lee, and Parrino, 2002; and Helland and Sykuta, 2004). Our main result cannot be 

explained by reductions in stock liquidity or increases in the market volatility of a firm’s stock return, 

leaving reductions in expected cash flows to equity as a plausible explanation. 

Our results on the role of government-appointed directors are important in light of the 

increasing presence of politicians on corporate boards all over the world, especially in the wake of 
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the Great Recession (see, e.g, Goldman, Rocholl and So, 2013; Lester et al., 2008; and Shi, Xu and 

Zhang, 2018). Since in many countries the state still exerts significant influence on managerial 

decision-making in large firms (Frye and Iwasaki, 2011), a better understanding of the effects and 

mechanics of this influence is surely desirable (Megginson and Netter, 2001; Iwasaki, 2007). 

Although the analysis was carried out for a single country, we believe that the results for 

Argentina apply to many other countries around the world with weak institutional environments or 

high corruption.25 Argentina was deemed in 2020 to have stronger institutions than countries like 

Brazil, China, Mexico, Ukraine, Russia, Pakistan, and Bangladesh.26 It was also perceived as being 

less corrupt than, among others, Brazil, Egypt, Ukraine, Pakistan, Mexico, Russia, and Bangladesh; 

and as corrupt as South Africa, China, India and Turkey.27 As previously pointed out by Fisman 

(2001: 1101), “[t]o the extent that perceived corruption is a reasonable proxy for the prevalence of 

political rents, the results of this paper suggest that political connections may play an important role 

in many of the world’s largest and most important economies.”  

 

  

                                                           
25 Political connections could be important even in countries with a well-functioning legal system and low corruption, 

as shown by Goldman, Rocholl, and So (2009) for the United States, and Amore and Bennedsen (2013) for Denmark. 
26 Based on the World Bank’s Worldwide Governance Indicators (https://info.worldbank.org/governance/wgi/). 
27 https://www.transparency.org/en/cpi/2020/. 

https://info.worldbank.org/governance/wgi/
https://www.transparency.org/en/cpi/2020/
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Figure 1. Political connections and stock prices 

 

Panel A. Ownership treatment 
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Panel B. Directors treatment 

 
Notes: The figures depict average monthly stock prices of treated and control firms from 

December 2003 to November 2013, scaled by stock prices in December 2007. Panel A 

compares firms with government ownership but not directors (ownership treatment group) to 

firms with neither government ownership nor directors (control group). Panel B compares 

firms with government ownership and directors (directors treatment group) to firms with 

neither government ownership nor directors (control group). 
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Table 1. Summary statistics 

 (1) (2) (3) 

 Observations Mean Std. Dev. 

    

Full sample (68 firms)    

Prices 7,248 1.030 0.804 

Liquidity 7,248 16.360 5.610 

Volatility 6,759 0.025 0.014 

Government ownership 7,248 0.559 0.497 

Government directors 7,248 0.260 0.439 

Control group (31 firms)    

Prices 3,196 1.128 0.908 

Liquidity 3,196 14.750 5.923 

Volatility 2,868 0.026 0.015 

Ownership treatment group (20 firms)    

Prices 2,169 1.079 0.841 

Liquidity 2,169 18.261 4.120 

Volatility 2,128 0.025 0.013 

Directors treatment group (17 firms)    

Prices 1,883 0.808 0.457 

Liquidity 1,883 16.904 5.763 

Volatility 1,763 0.023 0.014 

Notes: 68 firms are observed between December 2003 and November 2013. Prices 

stands for a firm’s monthly stock price scaled by its value in December 2007, Liquidity 

is the number of days in which a firm’s stock was traded within a month, Volatility is 

the standard deviation of the firm’s daily stock return during the month, Government 

ownership is a dummy equal to 1 if the government acquired a positive shareholding in 

the firm at nationalization, and Government directors is a dummy equal to 1 if the 

government acquired the right to appoint at least one director to the board of the firm at 

nationalization. 
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Table 2. Political connections and firm value 

 (1) (2) 

Dependent variable: Prices Prices 

   

Post law * Government ownership -0.076 0.058 

 (0.231) (0.206) 

Post law * Government directors -0.410* -0.237* 

 (0.210) (0.142) 

   

Mean of dependent variable 1.030 1.030 

   

Firm fixed effects Yes Yes 

Month fixed effects Yes Yes 

Industry trends No Yes 

   

Observations 7,248 7,248 

Notes: Standard errors clustered at the firm level are shown in 

parentheses. All regressions include firm fixed effects and 

month fixed effects. Prices stands for a firm’s monthly stock 

price scaled by its value in December 2007, Government 

ownership is a dummy equal to 1 if the government acquired a 

positive shareholding in the firm at nationalization, Government 

directors is a dummy equal to 1 if the government acquired the 

right to appoint at least one director to the board of the firm at 

nationalization, and Post law is a dummy variable equal to 1 

from December 2008 on. *Significant at the 10% level. 
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Table 3. Political connections, liquidity and risk 

 (1) (2) (3) (4) 

Dependent variable: Liquidity Liquidity Volatility Volatility 

     

Post law * Government ownership 0.138 0.104 -0.0004 -0.0004 

 (0.818) (0.955) (0.0015) (0.0016) 

     

Post law * Government directors -0.711 -0.460 -0.0006 -0.0005 

 (1.019) (1.060) (0.0018) (0.0018) 

     

Mean of dependent variable 16.360 16.360 0.0249 0.0249 

     

Firm fixed effects Yes Yes Yes Yes 

Month fixed effects Yes Yes Yes Yes 

Industry trends No Yes No Yes 

     

Observations 7,248 7,248 6,759 6,759 

Notes: Standard errors clustered at the firm level are shown in parentheses. All regressions 

include firm fixed effects and month fixed effects. Liquidity is the number of days in which 

a firm’s stock was traded within a month, Volatility is the standard deviation of the firm’s 

daily stock return during the month, Government ownership is a dummy equal to 1 if the 

government acquired a positive shareholding in the firm at nationalization, Government 

directors is a dummy equal to 1 if the government acquired the right to appoint at least one 

director to the board of the firm at nationalization, and Post law is a dummy variable equal 

to 1 from December 2008 on. 

 

 



Appendix 

 

1. Different time windows 

In the main text of the article we have considered a window of 5 years (or 60 months) on either 

side of the intervention (the nationalization of the AFJPs). Table A1 shows that our main results on 

firm value are robust to considering different windows (±6 years and ±4 years). 

[Table A1 about here] 

2. Common-trend assumption 

Difference-in-differences estimates assume that the change in stock prices in control firms is 

an unbiased estimate of the counterfactual. While this assumption cannot be tested, it is possible to 

check whether stock prices trends in treated firms and control firms were the same in the pre-

treatment period. If time trends are parallel in the pre-treatment period, then it is likely that they 

would have continued to be parallel in the post-treatment period in the absence of the treatment. 

Column (1) of Table A2 shows the results of estimating a modified version of equation (1) that 

includes a linear trend and, instead of the treatment variables, interactions between the linear trend 

and dummy variables that take the value of 1 if the firm will be eventually treated (under either 

treatment) and 0 if the firm will never be treated, using only observations from the period prior to 

the nationalization of the AFJPs. In column (2) of Table A2 we have included instead separate month 

dummies for treated firms. If the pre-intervention trend of firms which were not treated (control 

group) and the pre-intervention trends of those which will eventually be treated are not significantly 

different, then we can be confident that the trends in the three groups would have remained similar 

in the absence of the intervention (thus providing validity to the assumption that the trend in the 
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control group is a good counterfactual for the trend in the treated groups in the post-intervention 

period). 

[Table A2 about here] 

As reported in Table A2, for neither specification can we reject the hypothesis that pre-

intervention trends are the same for the eventually treated and control firms. In column (1) we find 

that the linear trends are not significant, and in column (2) we see that all dummy variables capturing 

the interaction between the month effects and the dummies for the treated firms also turn out non-

significant. Even though we are exploiting a well-documented natural experiment, the results in 

Table A2 provide additional confidence on the difference-in-differences assumption. Similar results 

(available from the authors upon request) hold when we include industry trends. 

3. Fake treatment 

In Table A3 we perform a placebo test. We restrict the sample to the pre-treatment period, 

assigning two different fake treatments to those firms that were eventually treated (under either 

treatment). We use a fake treatment variable that takes a value of one after April 2006 (roughly the 

mid-point in the pre-treatment period) and interact it with our measures of political connections in 

column (1), and another fake treatment variable that takes a value of one after December 2007 (our 

baseline period) in column (2).1 We report estimates for the effect of political connections on stock 

prices using the fake treatment and, as expected, all the coefficients associated to the fake treatment 

variable are much smaller than those in Table 2 in the main text, and not significantly different from 

zero. These findings provide additional support to the validity of our identification strategy—as 

expected given the exogenous variation provided by our natural experiment. 

[Table A3 about here] 

                                                           
1 We have tried with other fake dummies, with similar results (which are available upon request). 
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4. List of firms by treatment group 

Our sample includes 68 firms. 37 firms saw the government come on board as a shareholder after 

the nationalization of the AFJPs. Of these 37 firms, 17 were firms in which the government also 

acquired the right to be represented on the board as of December 2008 (directors treatment group); 

the remaining 20 firms constitute our ownership treatment group. Finally, we have 31 firms in the 

control group. Below we list all firms in the sample by group. 

 

Treated firms (37) 

 Ownership treatment (20) 

o Banco Patagonia S.A. 

o BBVA Banco Francés S.A. 

o Capex S.A. 

o Cresud S.A. 

o Euromayor S.A. 

o Grupo Clarin S.A. 

o Grupo Financiero Galicia S.A. 

o Inversiones y Representaciones S.A. 

o IRSA Propiedades Comerciales S.A. 

o Juan Minetti S.A.  

o Ledesma S.A. 

o Metrogás S.A. 
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o Molinos Río de la Plata S.A. 

o Petrobras Argentina S.A. 

o Quickfood S.A. 

o S.A. San Miguel 

o Telefónica de Argentina S.A. 

o Tenaris S.A. 

o Transportadora de Gas del Norte 

o YPF S.A. 

 Directors treatment (17) 

o Aluar Aluminio Argentino 

o Banco Hipotecario 

o Banco Macro S.A. 

o Camuzzi Gas Pampeana S.A. 

o Distribuidora de Gas Cuyana 

o Edenor S.A. 

o Empresa Distribuidora Eléctrica Regional S.A. (Emdersa) 

o Endesa Costanera S.A. (Central Costanera) 

o Gas Natural BAN 

o Grupo Concesionario del Oeste 

o La Anónima (Importadora y Exportadora de la Patagonia S.A.) 
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o Mirgor 

o Pampa Energía S.A. 

o Siderar S.A.I.C. 

o Solvay Indupa S.A. 

o Telecom Argentina 

o Transener S.A. 

Control firms (31) 

o Agrometal S.A.I. 

o Ángel Estrada y Cía. S.A. 

o Autopistas del Sol S.A. 

o Banco Río de la Plata 

o Banco Santander Río S.A. 

o Bodegas Esmeralda S.A. 

o Boldt S.A. 

o Caputo S.A.I.C.F. 

o Carboclor S.A. 

o Carlos Casado S.A. 

o Celulosa Argentina S.A. 

o Cía. Argentina de Comodoro Rivadavia S.A. 

o Cía. Introductora de Bs As S.A. 
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o Colorin S.A. 

o Dycasa S.A. 

o Ferrum S.A. 

o Fiplasto S.A. 

o García Reguera S.A.C.I.F.E.I. 

o Garovaglio Zorraquín 

o Grimoldi S.A. 

o Instituto Rosenbusch S.A. 

o Longvie S.A. 

o Molinos Juan Semino S.A. 

o Morixe Hnos. S.A. 

o Papel Prensa S.A.I.C.F. y de M. 

o Petroleo Brasileiro 

o Petrolera del Conosur S.A. 

o Polledo S.A.I.C. y F. 

o Respsol S.A. 

o Rigolleau S.A. 

o Sociedad Comercial del Plata S.A. 
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Table A1. Different time windows 

 (1) (2) (1) (2) 

Dependent variable: Prices Prices Prices Prices 

     

Post law * Government ownership 0.130 0.262 -0.094 0.042 

 (0.300) (0.286) (0.224) (0.198) 

Post law * Government directors -0.520* -0.349* -0.399* -0.222* 

 (0.290) (0.195) (0.202) (0.134) 

     

Mean of dependent variable 1.030 1.030 1.030 1.030 

     

Firm fixed effects Yes Yes Yes Yes 

Month fixed effects Yes Yes Yes Yes 

Industry trends No Yes No Yes 

     

Window [-6,+6] [-6,+6] [-4,+4] [-4,+4] 

     

Observations 8,627 8,627 6,474 6,474 

Notes: Standard errors clustered at the firm level are shown in parentheses. All regressions 

include firm fixed effects and month fixed effects. Prices stands for a firm’s monthly stock 

price scaled by its value in December 2007, Government ownership is a dummy equal to 1 if 

the government acquired a positive shareholding in the firm at nationalization, Government 

directors is a dummy equal to 1 if the government acquired the right to appoint at least one 

director to the board of the firm, and Post law is a dummy variable equal to 1 from December 

2008 on. *Significant at the 10% level. 
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Table A2. Pre-treatment trends 

 (1) (2) 

Dependent variable: Prices Prices 

 

Trend 

 

Trend x Government ownership                               

 

Trend x Government directors 

 

 

0.0097*** 

(0.0013) 

-0.0027 

(0.0024) 

0.0007 

(0.0025) 

 

 

 

 

 

Dummy Dec 2003 x Government ownership   0.055  

  (0.149) 

Dummy Jan 2004 x Government ownership  0.071 

  (0.162) 

Dummy Feb 2004 x Government ownership  0.101 

  (0.149) 

Dummy Mar 2004 x Government ownership  0.109 

  (0.156) 

Dummy Apr 2004 x Government ownership  0.109 

  (0.149) 

Dummy May 2004 x Government ownership  0.091 

  (0.126) 

Dummy Jun 2004 x Government ownership  0.103 

  (0.120) 

Dummy Jul 2004 x Government ownership  0.085 

  (0.119) 

Dummy Aug 2004 x Government ownership  0.073 

  (0.118) 

Dummy Sep 2004 x Government ownership  0.115 

  (0.126) 

Dummy Oct 2004 x Government ownership  0.141 

  (0.131) 

Dummy Nov 2004 x Government ownership  0.171 

  (0.132) 

Dummy Dec 2004 x Government ownership  0.186 

  (0.131) 

Dummy Jan 2005 x Government ownership  0.195 

  (0.133) 

Dummy Feb 2005 x Government ownership  0.206 

  (0.137) 

Dummy Mar 2005 x Government ownership  0.214 

  (0.136) 

Dummy Apr 2005 x Government ownership  0.162 

  (0.125) 

Dummy May 2005 x Government ownership  0.162 

  (0.128) 



9 

 

Dummy Jun 2005 x Government ownership  0.127 

  (0.129) 

Dummy Jul 2005 x Government ownership  0.130 

  (0.125) 

Dummy Aug 2005 x Government ownership  0.132 

  (0.122) 

Dummy Sep 2005 x Government ownership  0.117 

  (0.129) 

Dummy Oct 2005 x Government ownership  0.064 

  (0.137) 

Dummy Nov 2005 x Government ownership  0.080 

  (0.133) 

Dummy Dec 2005 x Government ownership  0.057 

  (0.126) 

Dummy Jan 2006 x Government ownership  0.067 

  (0.132) 

Dummy Feb 2006 x Government ownership  0.056 

  (0.130) 

Dummy Mar 2006 x Government ownership  0.065 

  (0.130) 

Dummy Apr 2006 x Government ownership  0.082 

  (0.131) 

Dummy May 2006 x Government ownership  0.066 

  (0.131) 

Dummy Jun 2006 x Government ownership  0.067 

  (0.120) 

Dummy Jul 2006 x Government ownership  0.050 

  (0.119) 

Dummy Aug 2006 x Government ownership  0.046 

  (0.119) 

Dummy Sep 2006 x Government ownership  0.088 

  (0.119) 

Dummy Oct 2006 x Government ownership  0.096 

  (0.123) 

Dummy Nov 2006 x Government ownership  0.091 

  (0.125) 

Dummy Dec 2006 x Government ownership  0.106 

  (0.128) 

Dummy Jan 2007 x Government ownership  0.115 

  (0.137) 

Dummy Feb 2007 x Government ownership  0.109 

  (0.144) 

Dummy Mar 2007 x Government ownership  0.107 

  (0.140) 

Dummy Apr 2007 x Government ownership  0.121 

  (0.147) 
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Dummy May 2007 x Government ownership  0.159 

  (0.146) 

Dummy Jun 2007 x Government ownership  0.152 

  (0.135) 

Dummy Jul 2007 x Government ownership  0.167 

  (0.130) 

Dummy Aug 2007 x Government ownership  0.138 

  (0.120) 

Dummy Sep 2007 x Government ownership  0.143 

  (0.111) 

Dummy Oct 2007 x Government ownership  0.172 

  (0.107) 

Dummy Nov 2007 x Government ownership  0.108 

  (0.097) 

Dummy Dec 2007 x Government ownership  0.066 

  (0.091) 

Dummy Jan 2008 x Government ownership  0.051 

  (0.083) 

Dummy Feb 2008 x Government ownership  0.014 

  (0.080) 

Dummy Mar 2008 x Government ownership  -0.019 

  (0.075) 

Dummy Apr 2008 x Government ownership  -0.027 

  (0.073) 

Dummy May 2008 x Government ownership  -0.047 

  (0.081) 

Dummy Jun 2008 x Government ownership  -0.152 

  (0.126) 

Dummy Jul 2008 x Government ownership  -0.091 

  (0.085) 

Dummy Aug 2008 x Government ownership  -0.114 

  (0.079) 

Dummy Sep 2008 x Government ownership  -0.096 

  (0.062) 

Dummy Oct 2008 x Government ownership  -0.062 

  (0.043) 

Dummy Dec 2003 x Government directors  0.018 

  (0.139) 

Dummy Jan 2004 x Government directors  0.028 

  (0.155) 

Dummy Feb 2004 x Government directors  0.040 

  (0.147) 

Dummy Mar 2004 x Government directors  0.039 

  (0.155) 

Dummy Apr 2004 x Government directors  0.043 

  (0.149) 
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Dummy May 2004 x Government directors  0.077 

  (0.123) 

Dummy Jun 2004 x Government directors  0.055 

  (0.116) 

Dummy Jul 2004 x Government directors  0.083 

  (0.116) 

Dummy Aug 2004 x Government directors  0.069 

  (0.112) 

Dummy Sep 2004 x Government directors  0.068 

  (0.121) 

Dummy Oct 2004 x Government directors  0.063 

  (0.129) 

Dummy Nov 2004 x Government directors  0.049 

  (0.131) 

Dummy Dec 2004 x Government directors  0.059 

  (0.131) 

Dummy Jan 2005 x Government directors  0.052 

  (0.133) 

Dummy Feb 2005 x Government directors  0.046 

  (0.138) 

Dummy Mar 2005 x Government directors  0.070 

  (0.140) 

Dummy Apr 2005 x Government directors  0.072 

  (0.128) 

Dummy May 2005 x Government directors  0.089 

  (0.127) 

Dummy Jun 2005 x Government directors  0.091 

  (0.126) 

Dummy Jul 2005 x Government directors  0.078 

  (0.121) 

Dummy Aug 2005 x Government directors  0.061 

  (0.122) 

Dummy Sep 2005 x Government directors  0.084 

  (0.122) 

Dummy Oct 2005 x Government directors  0.124 

  (0.131) 

Dummy Nov 2005 x Government directors  0.069 

  (0.130) 

Dummy Dec 2005 x Government directors  0.093 

  (0.124) 

Dummy Jan 2006 x Government directors  0.103 

  (0.128) 

Dummy Feb 2006 x Government directors  0.079 

  (0.126) 

Dummy Mar 2006 x Government directors  0.066 

  (0.126) 
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Dummy Apr 2006 x Government directors  0.067 

  (0.128) 

Dummy May 2006 x Government directors  0.071 

  (0.123) 

Dummy Jun 2006 x Government directors  0.071 

  (0.116) 

Dummy Jul 2006 x Government directors  0.072 

  (0.115) 

Dummy Aug 2006 x Government directors  0.077 

  (0.114) 

Dummy Sep 2006 x Government directors  0.084 

  (0.115) 

Dummy Oct 2006 x Government directors  0.063 

  (0.122) 

Dummy Nov 2006 x Government directors  0.088 

  (0.125) 

Dummy Dec 2006 x Government directors  0.120 

  (0.132) 

Dummy Jan 2007 x Government directors  0.124 

  (0.145) 

Dummy Feb 2007 x Government directors  0.129 

  (0.161) 

Dummy Mar 2007 x Government directors  0.148 

  (0.156) 

Dummy Apr 2007 x Government directors  0.173 

  (0.161) 

Dummy May 2007 x Government directors  0.155 

  (0.159) 

Dummy Jun 2007 x Government directors  0.168 

  (0.146) 

Dummy Jul 2007 x Government directors  0.138 

  (0.139) 

Dummy Aug 2007 x Government directors  0.133 

  (0.124) 

Dummy Sep 2007 x Government directors  0.148 

  (0.117) 

Dummy Oct 2007 x Government directors  0.095 

  (0.112) 

Dummy Nov 2007 x Government directors  0.106 

  (0.098) 

Dummy Dec 2007 x Government directors  0.135 

  (0.087) 

Dummy Jan 2008 x Government directors  0.125 

  (0.078) 

Dummy Feb 2008 x Government directors  0.115 

  (0.075) 
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Dummy Mar 2008 x Government directors  0.117 

  (0.072) 

Dummy Apr 2008 x Government directors  0.085 

  (0.073) 

Dummy May 2008 x Government directors  0.045 

  (0.072) 

Dummy Jun 2008 x Government directors  0.021 

  (0.073) 

Dummy Jul 2008 x Government directors  -0.006 

  (0.075) 

Dummy Aug 2008 x Government directors  0.045 

  (0.075) 

Dummy Sep 2008 x Government directors  0.073 

  (0.058) 

Dummy Oct 2008 x Government directors  0.042 

  (0.049) 

   

Observations 3,481 3,481 
Notes: Standard errors clustered at the firm level are shown in parentheses. All regressions include firm fixed effects. 

Column (2) includes also month fixed effects. Prices stands for a firm’s monthly stock price scaled by its value in December 

2007, Government ownership is a dummy equal to 1 if the government acquired a positive shareholding in the firm at 

nationalization, and Government directors is a dummy equal to 1 if the government acquired the right to appoint at least 

one director to the board of the firm at nationalization. *** Significant at the 1% level. 
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Table A3. Placebo tests 

 (1) (2) 

 Prices Prices 

   

Post Apr 2006 * Government ownership -0.062  

 (0.079)  

Post Apr 2006 * Government ownership 0.028  

 (0.080)  

Post Dec 2007 * Government ownership  -0.154 

  (0.098) 

Post Dec 2007 * Government directors  0.021 

  (0.101) 

 

Sample  Dec 2003 – Nov 

2008 

Dec 2003 – Nov 

2008 

   

Observations 3,481 3,481 

Notes: Standard errors clustered at the firm level are shown in parentheses. The 

regression includes firm fixed effects and month fixed effects. Prices stands for a 

firm’s monthly stock price scaled by its value in December 2007, Government 

ownership is a dummy equal to 1 if the government acquired a positive 

shareholding in the firm at nationalization, Government directors is a dummy 

equal to 1 if the government acquired the right to appoint at least one director to 

the board of the firm at nationalization, Post Apr 2006 is a dummy variable equal 

to 1 from April 2006 on, and Post Dec 2007 is a dummy variable equal to 1 from 

December 2007 on.  

 


