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ABSTRACT 

 

This paper examines whether corporate political connections are associated with state government-

awarded corporate economic incentives, and whether an association is cause for constituent 

concern. Corporate economic incentives are predominantly in the form of tax credits, rebates, and 

abatements. We test our research questions using a novel dataset of more than 1,000 publicly 

traded companies awarded at least one state-level economic incentive from 2000 through 2014. 

We find that politically connected companies are nearly four times more likely to receive an 

incentive award. When these politically connected companies receive an award, the incentive is 

nearly fifty percent more valuable. When considering whether the positive relation is cause for 

constituent concern, we find that the association is stronger when the state legislative party 

vulnerable to losing its majority position, and when state political corruption is greatest. In 

addition, county-level future economic growth is greater when incentives are awarded to politically 

unconnected companies. Collectively, our analyses indicate that taxpayer funds are 

disproportionately awarded to politically connected companies, even though these awards are a 

less effective use of taxpayer funds.
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1. Introduction 

We examine whether state-level corporate political connections are associated with state 

government-awarded corporate economic incentives, and whether an association is cause for 

constituent concern. Prior research documents a positive relation between corporate political 

connections and firm value (e.g., Fisman, 2001; Faccio, 2006; Faccio and Parsley, 2009; Goldman 

et al., 2009; Cooper et al., 2010). Subsequent research explores several channels through which 

the positive benefits of political connections could manifest.1 In particular, a stream of literature 

measuring corporate political connections at the federal government level suggests that political 

connections help companies avoid income taxes (e.g., Kim and Zhang, 2016; Brown et al., 2015; 

Chen et al., 2018). However, interpretation of this evidence has been difficult because federal 

preferential income tax treatment is typically granted to specific industries or activities, not 

specific companies. Since federal tax preferences are also enjoyed by peer firms, examining 

political connections at the federal level fails to provide a direct link between firm-specific political 

activities and tax benefits. More importantly, the existing evidence does not pinpoint the 

mechanism through which federal political connections facilitate corporate income tax avoidance 

(Faccio, 2016). 

We identify a direct channel through which state-level political connections help 

corporations lighten their state tax burdens. Unlike the federal government, state governments 

frequently award economic incentives to individual corporations to encourage these companies to 

either expand their existing operations within the state, shift operations from out-of-state to in-

state, or retain in-state operations that a company is considering shifting out-of-state. The majority 

                                                 
1 Documented benefits of corporate political connections include better access to credit (Khwaja and Mian, 2005; 

Houston et al., 2014), government procurement contracts (Goldman et al., 2013), government financial assistance 

(Faccio et al., 2006; Duchin and Sosyura, 2012), and weaker regulatory monitoring (Kroszner and Stratmann, 1998; 

Yu and Yu, 2011) and financial reporting enforcement (Correia, 2014).  
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of state-awarded economic incentives relate to income, sales, property, and payroll tax 

credits/abatements/rebates. Other types of incentive include cost reimbursement programs, grants, 

and forgivable loans. Notable recipients of multi-million dollar state-awarded corporate economic 

incentives include Berkshire Hathaway, Boeing, Exxon Mobil, General Motors, Nike, Royal 

Dutch Shell, Sasol, Toyota, and Volkswagen. This practice has grown in frequency and economic 

magnitude over time, with a recent New York Times article noting that for state governments, 

“incentives have become the cost of doing business with almost every business” (Story, 2012a).  

Proponents of state awarded corporate economic incentives argue that these incentives 

encourage corporations to make investments in local human capital and infrastructure, which spur 

economic development and generate a larger future tax base (e.g., Bartik 1991; Cobb 1993; Jenkins 

et al. 2006; Baybeck et al. 2011). For example, as of 2012, Texas led the U.S. in corporate 

economic incentive awards, and was home to half of all private sector job creation in the U.S. 

during the prior decade (Story, 2012b). However, critics view these incentive programs as the 

product of “pay-to-play” policies that favor corporations with political connections (e.g., 

Schlozman and Tierney, 1986; Baumgartner and Leech, 1998). Others note that corporate 

economic incentives are “antithetical to the idea of free markets” and the “result of insidious 

cronyism” (Brunori, 2014). For example, when a close friend of New Jersey Republican Governor 

Chris Christie oversaw the New Jersey Economic Development Authority and awarded more than 

$1 billion in corporate economic incentives, 21 of the 22 recipient companies had close ties to 

Governor Christie and the Republican Party (Swain, 2014).  

It is unclear whether state-level political connections systematically affect the likelihood a 

company receives a state-awarded economic incentive. Even if there is a positive association 

between connections and awards, it is unclear whether the political connection helps or hinders the 
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effectiveness of states’ economic incentive programs. The stated goal of economic incentive 

awards is generally to stimulate economic growth through job creation and capital investment. 

Some theoretical work suggests government incentives awarded to politically connected firms are 

an ineffective allocation of government resources, as funds may not be allocated to a project solely 

on its merits (e.g., Stigler, 1971; Peltzman, 1976). Others suggest political connections reduce 

information asymmetries between politicians and companies, which leads to better project 

identification and a more effective allocation of government resources (e.g., Downs, 1957). In this 

paper, we first investigate whether state-awarded economic incentives are associated with 

connections between corporations and state politicians, and if so, whether such an association is 

cause for constituent concern.  

To address these research questions, we identify a sample of 1,077 publicly traded 

companies awarded at least one state-level economic incentive from 2000 through 2014. Following 

Cooper et al. (2010), we measure the extent of a company’s political connections using the number 

of politicians it made campaign contributions to.2 We match the 1,077 companies to state political 

candidate campaign contributions made by corporations and their corporate-sponsored political 

action committees (PACs). Measuring political connections at the state level provides richer 

variation than at the federal level – while there are only 535 federal legislative members in the 

U.S. Congress (100 Senators and 435 Representatives), there are more than 7,000 state legislative 

members across the 50 states.3 Our final sample includes 457,390 company-year-state 

observations, of which 37,044 are classified as politically connected and 7,738 are classified as 

                                                 
2 We use the terms “political connections” and “political contributions” interchangeably throughout the manuscript. 

Inferences using the dollar amount of corporate political contributions (e.g., Heese et al., 2017) are identical to those 

tabulated within the manuscript, and are available in our online appendix. Section 2.2 discusses why other potential 

ways to identify political connections are not suitable in our setting. 
3 Source: http://www.ncsl.org/research/about-state-legislatures/number-of-legislators-and-length-of-terms.aspx (last 

accessed June 20, 2018). 
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economic incentive recipients. We identify 2,352 company-year-state observations as both 

politically connected and economic incentive recipients.  

Our identification strategy relies on the inclusion of two sets of stringent fixed effects, both 

of which are possible because our unit of analysis is at the company-year-state level. The inclusion 

of company-year fixed effects (i.e., company times year) allows us to compare the same firm’s 

likelihood of receiving incentive packages and the amount of the incentives in a given year across 

50 states based on the firm’s political connections in each state. The inclusion of state-industry-

year fixed effects (i.e., state times industry times year) controls for time-varying macroeconomic 

activities within a state in a particular industry in a particular year.4 Therefore, economic shocks 

in a given state-industry-year, a state choosing to use incentives to stimulate a particular industry 

in a particular year, or industry-level corporate political activity within a state and year, cannot 

affect our inferences. These two sets of fixed effects largely mitigate concerns of correlated 

omitted variables and that the inclusion of time-varying company-level and state-industry-level 

control variables induce inconsistent estimates (Gormley and Matsa, 2014).  

Our analyses reveal a robust positive relation between state-level corporate political 

connections and both the likelihood and amount of state-awarded economic incentives. We find 

that in a given year, a company is nearly four times more likely to receive economic incentives in 

states it makes political contributions relative to those states it does not make such contributions. 

When a company does receive an award, the incentive is nearly fifty percent more valuable in 

                                                 
4 The following example illustrates this identification strategy (and the richness of the data) using one company in one 

year. In 2014, the Ohio state government awarded Ford Motor Company (Ford) a $250,000 grant for workforce 

training. In 2014, Ford made financial contributions to 20 different Ohio state politicians: one gubernatorial candidate, 

three state Senate candidates, and 16 state House candidates. Also in 2014, the Indiana state government awarded Ford 

a $200,000 income tax credit/rebate. Ford did not contribute to any political candidates in Indiana during the four-

year election cycle ending in 2014. Our inclusion of company-year fixed effects yields a coefficient of interest that 

captures the relation between political connections and economic incentives for Ford in 2014 in Ohio relative to Ford 

in 2014 in Indiana. State-industry-year fixed effects control for economic changes in the automotive industry in 2014 

in Ohio separately from economic changes in the automotive industry in 2014 in Indiana.  
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politically connected states. Our findings hold when we consider time-series variation in a 

company’s political connections within a given state. Results are also robust to controlling for job 

and investment requirements necessary to obtain the incentive, for federal-level political 

connections as they could serve as an indirect channel to receiving state-level economic incentives, 

and for self-selection using the sensitivity analysis approach in Altonji et al. (2005). Cross-

sectional tests reveal that companies contributing to both Republican and Democratic Party 

candidates, and to both gubernatorial and legislative candidates, reap the greatest economic 

benefits.  

Our next set of analyses seeks to shed light on whether the positive relation between 

corporate political connections and economic incentive awards is cause for constituent concern. 

We first consider politicians’ incentives. We find that the positive relation between connections 

and incentives is stronger when a political party is at risk of losing its majority position in the state 

legislature, and when state political corruption is greatest. We next consider taxpayers’ desire for 

economic growth. Using county-level data on the location of the facilities receiving the incentives, 

we find that incentives awarded to politically unconnected companies generate greater future 

economic growth (measured as future intra-industry jobs growth, future inter-industry jobs growth 

in the non-tradable sector, and future change in the house price index), relative to incentives 

awarded to politically connected companies. Collectively, our analyses indicate that taxpayer 

funds are disproportionately awarded to politically connected companies, even though these 

awards are a less effective use of taxpayer funds. These findings are consistent with incentives 

being awarded at least in part on factors other than project merits, and suggest that awards to 

politically connected companies are potentially cause for constituent concern.  
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The paper most closely related to our first research question is Slattery (2018), which 

examines the relation between corporate independent political expenditures and state economic 

incentive awards. Our paper differs from hers in three material ways. First, our independent 

variable is corporate campaign contributions, not independent political expenditures. Independent 

expenditures data are not available in the majority of states, and a large portion of these 

expenditures are not tied to a specific political candidate. Second, we ensure that company-specific 

political activity is matched to a company-specific economic incentive award. Slattery (2018) 

aggregates the data to state-year, which means that the company making the independent 

expenditure may not be the same company receiving the incentive award. Finally, Slattery (2018) 

does not address our second research question that considers whether political connections benefit 

or harm taxpayers. We view this second research question as crucial to understanding whether 

politically connected incentive awards could be cause for taxpayer concern. 

Our findings make important contributions to the literature. First, we extend prior work 

that finds politically connected companies avoid more taxes (e.g., Kim and Zhang 2016; Brown et 

al. 2015; Chen et al., 2018). We identify a mechanism through which this relation occurs: state-

awarded economic incentives that provide state tax benefits. Second, much of the political 

economy literature questions the effectiveness of government-awarded economic incentives. We 

find evidence consistent with this concern – at least for incentives awarded by states to politically 

connected companies.  

Our paper relates to the literature on the intersection of politics and managers’ financial 

reporting and disclosure decisions (e.g., Ramanna, 2008; Ramanna and Roychowdhury, 2010; 

Correia, 2014; Kim and Zhang, 2016; Heese et al., 2017; Wellman, 2017). Both the Financial 

Accounting Standards Board (FASB) and Governmental Accounting Standards Board (GASB) 
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have taken an interest in the disclosure of government-awarded economic incentives. FASB is 

considering requiring publicly traded companies to disclose the nature, terms, and financial 

statement impact of governmental assistance (FASB, 2015). GASB now requires state and local 

governments to disclose the total dollar value of targeted economic incentives granted each year, 

although recipient names and per-recipient amounts are not required to be disclosed (GASB, 

2015). Shareholders also have demanded additional disclosure regarding corporate money in 

politics. In 2011, a SEC rule-making petition supporting mandatory disclosure of corporate 

political activity received more than one million public comments (Ackerman, 2015). In 2018, 

shareholder resolutions seeking information on political-related expenditures ranked first on proxy 

discussion topic lists (Stein, 2018). Our finding that state economic incentives awarded to 

politically connected firms are a less effective use of taxpayer funds speaks to the importance of 

more granular public disclosures by both companies and governments of economic incentive 

awards and political contributions.  

2. Institutional Details 

2.1 States’ corporate economic incentive granting process 

While the corporate economic incentive granting process varies across states, there are 

several common elements. State governments have commerce departments and/or economic 

development agencies (hereafter development agencies) focused on growing their state’s 

economy, primarily by retaining existing and generating new jobs in their state. Development 

agencies’ budgets are generally established through the state budgetary procedure (which involves 

the state legislature and gubernatorial office), and operate as either a division within the governor’s 

office or as a quasi-governmental agency overseen by either the governor’s office or state 

legislature (or both).  
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States often advertise their business-friendly practices and corporate economic incentive 

programs through websites, press releases, and local press interviews. For example, in March 2017 

the Baltimore affiliate of CBS aired a story featuring Maryland Secretary of Commerce Mike Gill, 

the political appointee responsible for overseeing Maryland Governor Larry Hogan’s economic 

growth agenda. Gill noted that “…the key to success in economic development is growth through 

retention…we gotta get out there and tell and sell the Maryland story” (CBS, 2017).  

Companies seeking economic incentive packages can also proactively contact state 

officials and economic development agencies. Companies interested in relocating or expanding 

their operations often hire site location consultants, who in turn solicit economic incentive 

packages from states’ economic development agencies. A former General Motors real estate 

manager justifies the incentive-shopping practice by noting “…management owes it to their 

stockholders to try to get the best economic deal that it can” (Story, 2012a). Ultimately, the 

incentive granting process is a two-way street, with Maryland Secretary of Commerce Gill noting 

that “economic development is a team sport; it takes everybody trying to go in the same direction 

to make things happen” (CBS, 2017).  

Many corporate economic incentive packages are tailored to specific companies, or require 

a company to apply for the economic incentive and agree to a state’s due diligence process and 

incentive award requirements. A recent study by Ernst & Young notes that “to act more boldly and 

swiftly, governors and economic development leaders increasingly have access to more closing 

funds, which can not only speed the process but also lead to some flexible or creative 

opportunities” (EY, 2016, p.6). The largest economic incentive packages generally require special 

approval from a state’s governor and/or legislature. For example, the Texas Enterprise Fund (“the 

Fund”) has awarded more than $600 million since its inception in 2004. The Fund was created by 
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the Texas state legislature at then-Governor Rick Perry’s request and is administered by the 

Economic Development and Tourism division of the Office of Texas Governor. Companies are 

required to satisfy specific pre-determined criteria, submit a lengthy application, and undergo an 

11-step diligence process. Applications must be approved by the Texas Governor, Lieutenant 

Governor, and Speaker of the House.5 Perry used the Fund to award more than $500 million in 

economic incentives to individual corporations interested in relocating to or expanding operations 

within Texas during his 15-year tenure. Some allege that Perry used the program as a political 

slush fund, noting that one in three recipient companies contributed financially to either Perry or 

the Republican Governor’s Association (an organization Perry served as Chairman of) in the first 

eight years of the fund’s existence (Mann, 2010; Ura, 2014).  

While this anecdote suggests a role for political connections in the state incentive granting 

process, there are several reasons why we may fail to find a positive association between state-

awarded economic incentives and state-level corporate political connections. First, laws regulating 

political campaign contributions are enacted to attenuate the link between money and political 

influence (Witko, 2005). Second, politicians may want to avoid negative publicity related to 

perceived cronyism, and could take steps to ensure that economic incentives are not awarded to 

politically connected companies. Third, politicians may place greater value on the positive press 

associated with attracting new and retaining existing companies in their districts than on financial 

contributions from incentive recipients. When Governor Scott Walker attracted Foxconn to 

Wisconsin with a $3 billion economic incentive package in 2017 (the largest corporate incentive 

in Wisconsin’s history), political pundits referred to the deal as “the pinnacle of Walker’s time as 

                                                 
5 https://gov.texas.gov/business/page/texas-enterprise-fund (last accessed November 20, 018). 
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governor” (AP, 2017a). Walker then announced his gubernatorial re-election bid at a 

manufacturing plant 15 miles from the expected Foxconn location (AP, 2017b).  

2.2 Corporate political connections at the state level 

Political activities permit companies to seek economic rents by attempts to influence pro-

company governmental policies (Hart, 2001). Following prior studies (e.g., Ramanna, 2008; 

Cooper et al., 2010; Wellman, 2017; Heese et al., 2017), we rely on corporate financial 

contributions to election campaigns to capture a firm’s political connections. Financial 

contributions provide an observable proxy for the firm’s access to politicians (Wellman, 2017). 

Because we are interested in whether this access enhances the firm’s chance of obtaining economic 

incentives from a state, we follow prior literature (Cooper et al., 2010) and use the number of 

candidates a company contributes to as our primary proxy for a firm’s political connections. For 

completeness, we also measure political connections using an indicator set equal to one in the 

presence of any dollars contributed to a state-level political candidate, as well as dollars 

contributed. 

Corporations interested in using money to influence a political election have two avenues: 

“hard money” campaign contributions and “soft money” independent expenditures. Campaign 

contributions involve donations to a specific candidate, while independent expenditures are made 

to independent third parties and used for political advertising activities that support/oppose a 

candidate. We measure state-level political connections using hard money campaign contributions 

instead of soft money independent expenditures for several reasons. First, during our sample 

period, data on campaign contributions by corporations are available for all state-level offices in 

all states, whereas data on independent expenditures are not available in the majority of states 

(Klumpp et al., 2016; Slattery, 2018). Second, unlike campaign contributions, a large portion of 
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independent expenditures are not tied to a specific political candidate within a state. Independent 

expenditures require a corporation to contribute to a third-party organization, which then uses the 

contributions to fund political advertising. The third-party organization is not allowed by law to 

coordinate its spending with political candidates or parties. Therefore, campaign contributions 

provide a better measure of a direct link between a specific company and a specific political 

candidate. 

All states enacted campaign finance law to regulate corporate campaign contributions. 

Direct contributions refer to those made by a corporation, and are permitted in 29 states. Indirect 

contributions refer to those made by a corporate-sponsored PAC,6 and are permitted in all 50 states. 

Appendix A, Panel A, details which states permit direct and indirect campaign contributions by 

corporations as of the 2015-2016 election cycle. Although some states impose limitations on the 

amount of corporate campaign contributions, no state limits the number of candidates a company 

can contribute to (our primary measure of political connections).  

2.3 Do economic incentives generate future economic growth? 

Prior research provides mixed evidence on whether government-awarded corporate 

economic incentives provide a meaningfully positive impact on the local economy. Most prior 

studies focus on a single state program or type of program. For example, using California 

enterprise zone data, Neumark and Kolko (2010) find no evidence of increased employment, while 

Bostic and Prohofsky (2006) document a short-term positive impact on wages. We extend this 

                                                 
6 Corporate-sponsored PACs solicit voluntary financial contributions from salaried employees with decision-making 

capacity, shareholders, and these two groups’ families (up to $5,000 per person per year) (Jacobs et al., 2016). The 

corporation can pay the PAC’s administrative, legal, and solicitation costs so that 100 percent of contributions can be 

used to support candidates. Employees are solicited via email and direct mail, and can receive small company 

perquisites for contributions. For example, British Petroleum employees who contribute at least 2.5 percent of their 

salary to the company’s corporate-sponsored PAC receive choice parking spots, and Wal-Mart employees who 

contribute to the company’s corporate-sponsored PAC receive a two-for-one match to Wal-Mart’s internal social 

services program for employees in need (Conlin and Lozada, 2015).  
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literature by (1) examining a variety of incentive packages awarded to publicly traded companies 

in nearly every U.S. state, (2) distinguishing between the economic effects of incentives awarded 

to politically connected versus unconnected companies, and (3) considering three types of 

economic growth: intra-industry jobs growth, inter-industry spillover in jobs growth to the non-

tradable section, and aggregate growth as reflected in the house price index. 

States offer economic incentives to corporations to spur economic growth beyond the 

awardee company (e.g., Klein and Moretti, 2014; Dolan, 2015). Economic growth fueled by 

incentive awards can occur through various channels. For example, if economic incentives 

encourage a recipient company to expand operations within a particular location, then this 

company’s intra-industry supply chain partners are expected to similarly expand their operations 

within this same location.  We refer to this type of effect as intra-industry economic growth.  

It is also possible that economic growth is fueled by companies operating outside of the 

incentive-receiving company’s industry. For example, an article discussing the $1.6 billion 

automotive plant that Toyota and Mazda are expected to build in Alabama notes that “….the 

impact of an auto assembly plant extends beyond its immediate economic impact, and that’s why 

states offer robust incentives….it creates a halo effect that in turn helps attract other projects” 

(Shepardson and Woodall, 2018). Adelino et al. (2017) find that exogenous increases in 

government spending generate spillover effects in the private sector, and that the spillover is 

concentrated in the nontradable sector (e.g., retail, food, and accommodations) because this sector 

primarily depends on local demand. Thus, we also consider whether the nontradable sector 

experiences spillover effects from state government-awarded economic incentive awards. We refer 

to this type of effect as inter-industry economic growth. 
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Finally, we use house price index as a comprehensive measure for economic output. This 

outcome variable allows for growth to manifest through all channels and in all industries (e.g. 

Cellini et al., 2010; Di Maggio and Kermani, 2017).  

3. Data Sources 

3.1 Data on state-awarded corporate economic incentives 

We obtain state-awarded corporate economic incentives from Good Jobs First (GJF), a 

national policy resource center promoting corporate and government accountability.7 GJF created 

the Subsidy Tracker 3.0 dataset (“the GJF data”) by compiling economic incentives-related 

information from the following sources: (i.) federal, state, and local government disclosures via 

reports and websites; (ii.) direct data requests to government agencies through Freedom of 

Information Act (FOIA) requests; (iii.) government and corporate press releases; (iv.) newspaper 

articles; and (v.) reports on specific projects by academics, government agencies, and non-profit 

organizations (GJF, 2013).8 We do not examine federal government-level incentive awards 

because they are rarely firm-specific.9 We do not examine local government-level incentive awards 

because data are incomplete (GJF, 2017).10 We include state-industry-year fixed effects in our 

                                                 
7 We are aware of several concurrent working papers that also utilize the GFJ corporate economic incentives data. 

These papers focus on corporate outcomes, including recipient firms’ future performance (Drake et al., 2018), earnings 

smoothness and informativeness (Pappas et al., 2018), and propensity to engage in financial misconduct 

(Raghunandan, 2018). In contrast, we focus on cross-sectional variation in how these incentives relate to future 

economic growth for taxpayers. 
8 A complete list of data sources GJF relied on when creating the Subsidy Tracker 3.0 dataset is available on the GJF 

website (http://www.goodjobsfirst.org/subsidy-tracker-state-data-sources; last accessed February 18, 2016). 
9 Two concurrent papers examine a small sample of firm-specific federal tax benefits awarded as part of the 1986 Tax 

Reform Act. Chen et al. (2018) identify 55 publicly traded firms that received firm-specific federal tax benefits, and 

Luchs-Nunez et al. (2018) identify six of 25 steel firms eligible for a steel industry-specific federal tax benefit. Both 

the U.S. Senate and U.S. House of Representatives have adopted procedural rules that make such provisions more 

difficult to pass. In addition, unlike state-awarded firm-specific economic incentives, federally awarded firm-specific 

economic incentives are generally viewed as politically unpalatable (Evans, 2008). 
10 Less than half of the 50 largest cities and counties in the U.S. disclose the names of companies receiving locally 

provided economic incentives (GJF, 2017), and cities and counties are not subject to systematic campaign finance 

reporting requirements. 
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research design to mitigate potential bias from differences in corporate incentive award 

preferences and/or disclosure across states, or within a state across industries and years.  

We begin our sample period in 2000 because our state political connections variables 

require data from years t-3 through t and we find that state campaign contributions data are 

comprehensively populated via National Institute on Money in State Politics (NIMSP) beginning 

with the 1997-1998 state election cycle. We end the sample period in 2014 because we examine 

states’ future economic growth through year t+3, which requires data through the end of 2017. 

Within this 15-year time period, GJF identifies 1,723 public and private parent companies 

associated with 31,904 unique state-awarded economic incentives.11 Parent companies include 71 

of the Fortune 100 and 653 of the Fortune 1000, suggesting an economically important group of 

companies receive state government economic incentive packages.  

We aggregate economic incentives granted to parents and their subsidiaries at the parent 

company level by state and year, and then match the GJF data to Compustat by parent company 

name. We manually reviewed all matches for accuracy. We focus on publicly traded companies 

because we require a measure of a state’s economic importance to a company, which is calculated 

using information disclosed in firms’ Form 10-K (Garcia and Norli, 2012). This control variable 

is important because a company is expected to be more likely to seek economic incentives and 

establish political connections in states with greater economic importance to the company’s 

operations. Our research design compares a given company-year across states, so failing to control 

for a state’s economic importance to a given company could generate a correlated omitted variable 

                                                 
11 Parent companies are identified through “matching efforts involving all the companies on the following lists: the 

Fortune 1000, the Fortune Global 500, the companies listed on the New York Stock Exchange, the S&P 500, the 

Forbes list of the 224 largest private companies in the United States, the Uniworld list of the 1,000 largest foreign 

firms operating in the United States, and the Private Equity International list of the 50 largest private equity firms” 

(GJF, 2016). 



15 

problem. Of the 1,723 parent companies in the GJF dataset, we identify 1,194 as publicly traded 

parent companies associated with 25,261 state-level economic incentives awarded during our 15-

year sample period.  

One limitation of the GJF data is that it matches a subsidiary company that receives state 

economic incentives in a given year to its ultimate parent company based on the parent-subsidiary 

ownership as of 2014.12 Since state economic incentive awards, corporate political connections, 

and parent-subsidiary ownership are all time varying, it is critical to precisely match a subsidiary 

company to its ultimate parent company as of the award date. Thus, we manually review the 

parent-subsidiary relation for all 25,261 state economic incentives in our sample. We eliminate 

3,242 incentives (13 percent of the sample) awarded to a company identified as a public company 

subsidiary, but the company was not owned by the identified parent company as of the award date. 

We further remove 3,674 incentives with missing incentive award values, leaving 18,345 

economic incentives associated with 1,077 unique public companies in our final sample.  

Table 1 shows that 60 percent of state economic incentives are in the form of tax credits, 

rebates, or abatements, and cover a variety of tax types (e.g., income, sales, property, and 

payroll).13 The distribution of these tax incentives is highly skewed, with a mean value of $1.67 

million and a median value of $164 thousand.14 The next most frequent type of state incentive is 

cost reimbursement programs, which usually relate to training new or existing employees. The 

magnitude of this type of incentive package is relatively smaller, with a median value of $29 

                                                 
12 We obtained the GJF data in January 2016.  
13 We do not explore state-level tax planning, because state-specific sales, property, and payroll taxes are not separately 

disclosed within corporate financial statements.  
14 Multi-year subsidies are recorded at their nominal estimated amount. We do not attempt to present-value multi-year 

awards because determining company-specific discount rates is subjective and GJF does not provide data on the 

number of years each economic incentive package provides benefits for. We mitigate the influence of extreme values 

through winsorization and log transformation of the incentive amount in our empirical analyses. Because the amount 

of the incentive may be imprecise, we also examine the likelihood of receiving an incentive award.  
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thousand. Incentives can also take the form of grants and forgivable loans. Although less frequent, 

the median dollar value of this type of incentive is similar to that of tax-related incentives. The 

“Other” category consists of 13 unique cases comprised of tax increment financing programs, 

industrial revenue bonds, and infrastructure assistance programs.15 Appendix B provides examples 

of state economic incentives of various types and amounts.  

Figure 1 presents economic incentive frequencies and average amounts by year (Panel A) 

and industry (Panel B), as well as average incentive amounts by state (Panel C). Panel A shows 

that incentive frequency (left vertical axis) has increased over time, from a low of 105 awards in 

2001 to a high of 2,971 awards in 2013. The dollar value of incentives awarded (right vertical axis) 

is highest in the early years, and then stabilizes in 2007 to an average of approximately $1.2 million 

per award. Panel B shows that companies across a wide range of industries receive state-awarded 

economic incentives. The largest economic incentive awards are given to the agricultural industry, 

followed by the financial services industry and then the equipment and machinery industry. Panel 

C shows significant variation in economic incentive values by state. All states excluding Hawaii 

and Wyoming award at least one economic incentive package to a publicly traded company during 

our sample period. The five states that award the largest economic incentives on average are New 

Jersey, Connecticut, Michigan, Texas, and Georgia. These states differ significantly in terms of 

population, geographic location, industry concentration, political leanings, and corporate tax 

policies, illustrating that corporate economic incentives are a lever used by many types of states. 

Overall, these panels highlight the importance of including state-industry-year fixed effects in our 

research design to control for time-varying and time-invariant state and industry heterogeneity.  

 

                                                 
15 The large values in this category are attributable to eight industrial revenue bond offerings (the proceeds of which 

were awarded to companies for economic development purposes) in three states. 
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3.2 Data on state-level corporate political connections 

We identify state-level political campaign contributions by corporations and their corporate-

sponsored PACs using data from the National Institute on Money in State Politics (NIMSP). 

NIMSP is a non-partisan and non-profit organization that promotes an accountable democracy by 

compiling and organizing campaign contribution data from nationwide government disclosure 

agencies. Our study makes use of NIMSP’s comprehensive coverage of campaign finance reports 

required to be submitted to disclosure agencies in all 50 states by all candidates for statewide 

offices.16 State-industry-year fixed effects reduce concern of potential differences in campaign 

disclosure rules across states, and within a state across industries and years. NIMSP campaign 

contributions data are matched to the GJF database by company name using an algorithm that 

incorporates both parent company name and subsidiary company name.17 Of the 1,077 public 

companies that receive a state economic incentive, 549 (51 percent) made a campaign contribution 

to at least one state political candidate during our 15-year sample period (untabulated). 

Table 2 provides descriptive information on corporate campaign contributions where the unit 

of analysis is firm-state-election cycle (e.g., Ford and its company-sponsored PAC make financial 

contributions to political candidates in Ohio related to the 2014 election cycle). We have 22,846 

firm-state-election cycle observations. Panel A shows that politically active firms support an 

average of 18 political candidates (11 Republicans and 7 Democrats) in a state election cycle. The 

large standard deviation suggests significant variation in the number of candidates a firm supports; 

untabulated analyses reveal a minimum of 1 and a maximum of 124. Panel B shows that the 

average dollar value of total corporate contributions to all political candidates in a state election 

                                                 
16 See details on each state’s reporting and disclosure requirements on the National Conference of State Legislatures 

(http://www.ncsl.org/research/elections-and-campaigns/disclosure-and-reporting-requirements.aspx) and the 

Campaign Finance Institute (http://www.cfinst.org/law/stateLinks.aspx) websites (last accessed March 3, 2017). 
17 We thank Greg Schneider at NIMSP for help with this matching procedure. 
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cycle is $18,800 ($10,853 to Republicans and $7,592 to Democrats). Splitting contributions 

between the two legislative chambers reveals that state senate (house) candidate contributions 

aggregate to $5,996 ($9,633) on average. On average, a firm contributes slightly more than $1,000 

to each recipient candidate in a state election cycle.18 To put these dollar values into context, in 

2010 the median amount raised by state house candidates was $14,447 (Klumpp et al., 2016). 

Thus, the corporate contributions we document should be large enough to indicate significant ties 

between specific state politicians and corporations.  

In Appendix A, Panel B we tabulate average contribution dollar amounts per candidate-

election cycle by state in our sample, along with each state’s campaign finance limits on corporate 

PAC contributions (as of the 2015-2016 election cycle). Consistent with prior research examining 

federal-level corporate political contributions (e.g., Ansolabehere et al., 2003; Cooper et al., 2010), 

we find that state-level corporate political contribution limits are not binding. Like prior research 

(e.g., Ramanna 2008), we acknowledge that financial contributions are only one of many ways to 

be politically connected, and that establishing a meaningful political connection likely requires 

activities beyond campaign contributions. Unfortunately, some activities (such as backdoor bribes, 

personal friendships, and luxurious gifts) are inherently unobservable, and many other activities 

(such as lobbying) are not systematically observable at the state level. As long as these other types 

of political activities are correlated with campaign contributions at the state level, financial support 

provides a reasonable proxy for a company’s overall political connections (e.g., Goldman et al. 

2009; Cooper et al, 2010; Milyo et al. 2000).19  

                                                 
18 $18,800 total contributions from Panel B ÷ 18 candidates from Panel A. 
19 Prior and concurrent research provides evidence of a positive correlation between campaign contributions and other 

types of political activity at the federal level. For example, the number of federal political candidates a corporation 

makes financial contributions to is strongly correlated with federal lobbying spending (Brown et al., 2015, Table 2), 

and federal corporate PAC spending is correlated with corporate philanthropic giving to charities affiliated with federal 

political candidates (Bertrand et al., 2018, Table 3). While these additional political connections proxies cannot be 
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3.3 Data on future economic growth 

In general, the stated goals of government-awarded economic incentives are to stimulate local 

economic growth through jobs creation and capital expenditures. To measure local economic 

growth, we collect data on the location of the facilities that received the state incentive awards. 

The GJF dataset includes a data item for the zip code of the facility, but this data item is often 

missing.20 We supplement the GJF data by manually searching company press releases, news 

articles, and state reports and disclosures. To make data collection manageable, we focus on the 

31 states where at least 10% of facility zip codes are non-missing.21 Of the 18,345 economic 

incentives in our sample, we are able to identify location level data for 11,516 incentives 

representing 69 percent of the total dollar amount of state incentives awarded.  

We measure local economic growth using county level employment and housing price change. 

We obtain data on private-sector employment from the County Business Patterns (CBP) data 

published by the U.S. Census Bureau,22 and data on house price index from the Federal Housing 

Finance Agency. 

 

 

                                                 
incorporated in our analyses due to lack of required disclosures at the state level, it is reasonable that these positive 

associations are also present at the state level. 
20 To illustrate the heterogeneity in zip code data in the GJF dataset, zip codes are provided for more than 99% of 

economic incentives awarded in two states, but 0% of economic incentives for 11 states. 
21 These 31 states are California, Colorado, Connecticut, Delaware, Florida, Georgia, Illinois, Indiana, Iowa, Kansas, 

Kentucky, Louisiana, Maryland, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New Mexico, New York, 

Nevada, Ohio, Oklahoma, Oregon, Rhode Island, South Carolina, Tennessee, Virginia, Vermont, Wisconsin, and West 

Virginia. 
22 The CBP database provides aggregated industry-level data on all businesses with paid employees within the U.S.; 

industries are defined using six-digit NAICS codes. CBP data undergo automated and analytical edits that remove 

anomalies and validate geographic coding, addresses, and industry classification. CBP excludes (and therefore our 

analyses omit) the following NAICS industries: crop and animal production; rail transportation; National Postal 

Service; pension, health, welfare, and vacation funds; trusts, estates, and agency accounts; private households; and 

public administration. In addition, CBP excludes most establishments reporting government employees. 

(https://www.census.gov/programs-surveys/cbp/data/datasets.html; last accessed January 29, 2018). 
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4. Political Connections and State-Awarded Economic Incentives  

4.1 Research design 

To examine the relation between state-level economic incentive awards and corporate political 

connections, we estimate the following regression: 

[1] Yjtk = α + β1Xjtk + β2StateImportancejtk + FixedEffects + εjtk          

 

where j indexes the company, t indexes the year, and k indexes the state. Our unit of analysis is at 

the company-year-state level, so all incentives awarded to company j in year t by state k are 

aggregated into one observation.23 We describe Equation [1] variables below; see Appendix C for 

more details. 

We measure Y using two variables that capture state-awarded economic incentive packages. 

Incent is an indicator set equal to one if state k awards an economic incentive to company j in year 

t, and zero otherwise. IncentAmt is the natural log of one plus the dollar amount of economic 

incentive that state k awards to company j in year t. We log transform the economic incentive 

amount because Table 1 shows that incentive dollar values are highly skewed. Collectively, Incent 

and IncentAmt capture whether and to what extent a company receives an economic incentive from 

a state in a given year. 

We measure X using two variables that capture corporate contributions to state-level political 

candidates. To capture the extent of a company’s political relationship building, we follow Cooper 

et al. (2010) and consider the number of political candidates a company contributes to as our 

primary independent variable. ConnectedCnt is the natural log of one plus the number of state k 

                                                 
23 This unit of analysis allows us to align all corporate economic incentives granted by a state government to all 

corporate political contributions to state-level candidates seeking legislative or executive branch positions. A more 

granular level of analysis would not permit a comprehensive matching. For example, a portion of economic incentives 

relate to human or physical capital investments in a particular county or region of a state. However, such counties or 

regions do not necessarily align cleanly with state-level political candidate districts, and would exclude corporate 

political connections with statewide candidates seeking an executive branch position. In addition, we do not have 

comprehensive data on municipality level incentive packages and campaign contributions.  
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political candidates that company j contributes to in years t-3 through t.24 We also consider the 

indicator variable Connected, which is set equal to one if company j contributes to a state k political 

candidate in years t-3 through t, and zero otherwise.25 State election cycles are every two or four 

years depending on the state and office, so measuring corporate contributions over a four-year 

measurement window (from t-3 through t) ensures each X variable captures all corporate 

contributions made within the most recent election cycle.26  

We expect that a company is both more likely to be politically connected and seek and/or 

receive an incentive package in a state that is economically important to the company. To measure 

a state’s economic importance, we follow Garcia and Norli (2012) and use mentions of a particular 

state with a company’s Form 10-K as a proxy for a state’s economic importance to the company. 

StateImportance is measured as the number of times state k is mentioned in company j’s Form 10-

K as a percentage of all state mentions, averaged over years t-3 through t. 

As previously discussed, we include fixed effects for each company-year combination and 

each state-industry-year combination. Industry is defined according to the Fama-French 12 

industry classifications. Including company-year fixed effects allows us to compare the relation 

between political connections and economic incentives for a given company-year across states. 

Including state-industry-year fixed effects addresses the concern that a state awards economic 

incentives to companies in an industry for reasons unrelated to political activity (e.g., a state is 

                                                 
24 ConnectedCnt also takes into account the strength of the relationship between a company and a particular candidate. 

To illustrate, assume that within a state a company contributes to Candidate A in years t-2, t-1, and t and to Candidate 

B in years t-1 and t. ConnectedCnt equals ln(1 + (3 years × 1 candidate) + (2 years ×1 candidate)) = ln(6). 
25 For parsimony, we also consider the dollar amount of political contributions a company makes (ConnectedAmt). 

Regression results using this variable yield the same inferences as our other two independent variables and are 

tabulated in the online appendix. 
26 For gubernatorial positions, 48 states have four-year term lengths and 2 states have two-year tern lengths. For state 

senate positions, 31 states have four-year term lengths, 12 states have two-year term lengths, and 7 states oscillate 

between two and four-year term lengths (depending on when the election falls relative to the decennial federal census). 

For state representative positions, 5 states have four-year term lengths, 44 states have two-year term lengths, and 1 

state does not elect representatives because it uses a unicameral system (www.ncsl.org). 
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interested in stimulating a specific industry in a given year). These two extensive sets of fixed 

effects control for all time-varying and time-invariant company, state, and industry characteristics 

with the potential to affect the connections-incentives relation.  

We estimate Equation [1] using an OLS regression specification, including when our 

dependent variable is binary because non-linear specifications with an extensive set of fixed effects 

can generate biased inferences (Greene, 2004). We cluster standard errors by company and state 

to correct for possible correlations across observations of a given company and of a given state. 

4.2 Sample and descriptive statistics 

Our sample is comprised of publicly traded companies that receive an economic incentive from 

at least one state from 2000 through 2014, yielding a final sample of 457,390 company-year-state 

observations. Analyzing only state economic incentive recipients (as opposed to the universe of 

firms) has two advantages. First, it eliminates the concern that companies awarded an incentive 

are fundamentally different from companies never awarded an incentive due to unobservable 

factors. Second, a comprehensive list of subsidiary names for the universe of publicly traded 

company is not available.27 Thus, focusing only on public companies that have received at least 

one state economic incentive award allows us to use the same parent-subsidiary relations when 

creating both our dependent variable (i.e., state-awarded economic incentives) and independent 

variable of interest (i.e., corporate connections to state political candidates). 

Table 3 presents descriptive statistics for our Equation [1] variables. Panel A shows that 1.7 

percent of the sample is awarded a state economic incentive (Incent=1), while 8.1 percent is 

politically connected (Connected=1). Given the large percentage of observations that are either not 

                                                 
27 Public companies are required to report significant subsidiaries in Exhibit 21. However, this disclosure is not 

complete. Dyreng et al. (2018) find that companies strategically omit disclosures of significant subsidiaries. The 

parent-subsidiary relations for the companies receiving at least one incentive award are identified through 

comprehensive search of press releases and news articles.  
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awarded economic incentives and/or do not establish political connections, it is unclear whether 

the mean values for IncentAmt, ConnectedCnt, or ConnectedAmt are meaningful. Thus, we present 

these variables’ descriptive statistics separately for the subsamples where Incent=1 (Panel B) and 

Connected=1 (Panel C). For the 7,738 observations receiving state-awarded economic incentives, 

the average dollar value awarded is $2.6 million, with a median of $182 thousand. For the 37,044 

politically connected observations, a company contributes on average $31 thousand to 31 state 

candidates in the most recent four years.  

Figure 2 presents a Venn diagram of the intersection between Incent=1 and Connected=1 

observations (not to scale). There are 2,352 company-year-state observations classified as both an 

incentive recipient and politically connected. This figure illustrates the economically meaningful 

effect that political connections have on receiving an economic incentive. The unconditional 

probability of receiving an incentive in our sample is 1.7 percent (=7,738 ÷ 457,390). For 

politically unconnected observations, the unconditional probability is 1.3 percent (= 5,386 ÷ 

(457,390 – 37,044)). For politically connected observations, the unconditional probability is nearly 

five times larger at 6.3 percent (= 2,352 ÷ 37,044). Turning to economic incentive magnitudes, the 

average incentive award for politically unconnected observations is $1.9 million; for politically 

connected observations, the average award is more than twice as large at $4.3 million. These 

univariate statistics suggest an economically material relation between state-level corporate 

political connections and economic incentive awards.  

4.3 Main results 

 Table 4 presents the regression results of Equation [1]. In Column 1, the Connected 

coefficient indicates that connected observations have a 3.7 percent increase in the likelihood of 

being awarded a state economic incentive. Given that the unconditional probability of a politically 
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unconnected observation being awarded an economic incentive is 1.3 percent, being politically 

connected is associated with a probability of 5.0 percent (=1.3 + 3.7), or a four-fold increase. Due 

to the inclusion of company-year fixed effects, the Connected coefficient reflects the difference in 

incentive award likelihood for a given firm-year in a connected state relative to that same firm-

year in an unconnected state.  

The remaining three columns yield similar inferences. The extent of a company’s political 

connections increases its incentive award likelihood (Column 2), and the presence and extent of 

political connections are also positively associated with incentive award amount (Columns 3 and 

4, respectively). The coefficient on StateImportance is positive and significant across all columns, 

indicating that a company is more likely to be awarded an incentive in a state that is economically 

important to the company. Overall, these results are consistent with corporate state-level political 

connections being positively associated with the likelihood and amount of state government-

awarded economic incentives.28  

We conduct two untabulated analyses to ensure that the robustness of the positive 

association. All results are available upon request. First, our main sample implicitly assumes that 

companies have incentive opportunities in all 50 states. However, absent within-state operations, 

a state is unlikely to award a corporate economic incentive and a company is unlikely to establish 

state-level political connections.29 To overcome this limitation, we re-estimate Equation [1] using 

                                                 
28 We also consider whether there is an incremental advantage (or disadvantage) to political connections beyond a 

certain number of candidates. We divide the Connected=1 observations into four mutually exclusive groups based on 

whether an observation is connected to a single candidate, two through five candidates, six through ten candidates, or 

more than ten candidates. Using indicator variables to capture each of the four groups, we find that all variables are 

positive and significant. Coefficient values monotonically increasing as the number of connections increases, and F-

tests confirm that monotonic increases are statistically significant (untabulated). These findings indicate that while 

being connected to only one political candidate is beneficial, being connected to many candidates is most 

advantageous.  
29 It is possible that a state-awarded economic incentive induces a firm with no operations within a state to commence 

operating within the awarding state in the following year. Such situations will be captured in our primary analyses 

using our full sample of 457,390 observations. 
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only the 144,317 company-state-year observations where StateImportance is greater than zero, 

with no change in inferences. Importantly, the positive and highly significant coefficients on our 

political connections variables are nearly identical in magnitude to those reported in Table 4, 

suggesting our primary results are not driven by a spurious relation in states where companies do 

not have a physical presence. We obtain similar inferences when retaining only company-state-

years where a state is mentioned more often than the sample median of two percent and when a 

state comprises 10 percent of all state mentions.  

Second, we consider whether the relation we document is materially different within 

individual industries or individual states. We replace the state-industry-year fixed effects with 

state-year fixed effects, and re-estimate Table 4 by Fama-French 12 industry. We find that the 

Connected and ConnectedAmt coefficients are positive and statistically significant in 46 of 48 

regressions. To investigate whether a specific state is driving the results, we replace the fixed 

effects in Equation (1) with industry-year fixed effects and re-estimate Table 4. We find a positive 

and significant relation between political connections and economic incentives for 28 of the 48 

states in our sample (58 percent). Within the remaining 20 states, the StateImportance coefficient 

is insignificant for nearly half of these states, suggesting that the companies in our sample have 

economically insignificant operations in these states and are unlikely to be politically connected 

or be awarded a subsidy. Collectively, we conclude that the positive association between political 

connections and economic incentive awards is found in every industry, as well as the vast majority 

of states once state economic importance is considered. 

4.4 Endogeneity considerations 

We acknowledge that whether to make campaign contributions is a firm’s choice, and thus 

political connections are endogenous. To address this issue, papers examining federal political 



26 

connections often use a two-stage approach – the first stage models a manager’s decision to be 

politically connected, and the second stage examines the relation between political connections 

and a researcher’s dependent variable of interest. This approach is not suitable for our setting, 

because as opposed to modeling a firm’s choice to be politically connected, we need to model a 

firm’s choice to be politically connected in some states but not others. We are unaware of research 

that models the political connection choice at the state level, so we are unable to identify a proper 

exclusion variable for a firm’s choice to establish political connections at the state level.30  

We are, however, able to conduct other analyses that mitigate endogeneity concerns. First, 

we follow the sensitivity analysis approach used in Altonji et al. (2005). Instead of identifying a 

particular exclusion variable, we use a bivariate probit model that assumes a specific correlation 

between the unobserved factors that determine a firm’s choice to be politically connected and a 

state’s choice to award corporate economic incentives. A high correlation would imply that 

unobservable characteristics significantly affect both choices. Re-estimating Equation [1] and 

assuming the correlation for the error components of the two choices is 0.1, 0.2, 0.3, 0.4, or 0.5 

yields no change in inferences (untabulated).31  

Second, we re-estimate Equation [1] within a sample of politically connected observations 

(i.e., the 37,044 observations with Connected=1). This analysis holds political connectedness 

constant, and exploits variation in the extent of a firm’s political connections across states and 

time. Table 5, Panel A shows that within this politically connected sub-sample, the number of 

candidates supported is positively associated with both economic incentive award likelihood 

                                                 
30 Some accounting research addresses the potential for endogeneity using peer firm choice as an instrument (e.g., 

Correia, 2014; Lang and Stice-Lawrence, 2015; Heese et al., 2017). However, peer firm political connectedness is 

captured by the state-year-industry fixed effects in our model, so it cannot be driving our results.  
31 We are unable to use the extensive set of fixed effects employed in Equation [1] because we need to ensure 

convergence of the bivariate probit. Instead, we include industry fixed effects, year fixed effects, and firm-year 

controls for size, leverage, and tax avoidance. Standard errors are clustered at the firm level. 
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(Column 1) and amount (Column 2). Coefficients are of similar magnitude to those reported in 

Table 4 Columns 2 and 4, indicating that our full sample results are not simply driven by 

heterogeneity between politically connected and unconnected observations.  

We next examine the subsample of observations that receive an economic incentive from 

a state in the current year (i.e., the 7,738 observations with Incent=1). This analysis holds economic 

incentive recipient status constant, and exploits variation in a firm’s political connections across 

time and states. Due to limited variation within each company-year in this sub-sample, we replace 

the company-year fixed effects with three time-varying company characteristics: total assets (Size), 

financial leverage (Leverage), and cash effective tax rate (CashETR). These company 

characteristics are chosen because prior research finds they are associated with tax planning (e.g., 

Kim and Zhang, 2016), and the majority of incentives relate to tax abatements and credits. Results 

in Table 5, Panel B show that within a sample of incentive-receiving observations, the existence 

of political connections (Column 1) and the extent of political connections (Column 2) are 

positively associated with economic incentives. Importantly, coefficients values are of similar 

magnitude to those reported in Table 4, Columns 3 and 4. Control variables indicate that larger 

incentives are awarded by states that are economically important to the companies receiving the 

award (StateImportance) and to firms that are larger (Size) and make smaller income tax payments 

as a percentage of pre-tax income (CashETR). 

This subsample also allows us to examine whether political connections are incremental to 

the jobs and/or capital investment commitments that many companies are required to satisfy as a 

condition of the state economic incentive award. If politically active companies are more likely to 

be awarded incentives with these requirements, these commitments are correlated omitted 

variables that could be driving our inferences. Limiting our sample to incentives awardees is 
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important for conducting these tests because incentive characteristics are only relevant when an 

incentive is awarded. We define CommitJobs (CommitCapital) as the natural log of one plus the 

number of jobs (capital investment dollars) a company commits to in exchange for a state 

incentive. When the incentive disclosure fails to include information on jobs and capital 

requirements, we set CommitJobs (CommitCapital) equal to zero and the indicator variable 

CommitJobsMissing (CommitCapitalMissing) equal to one.32 Table 5, Panel B, Columns 3 and 4 

show that the CommitJobs and CommitCapital coefficients are positive and significant, consistent 

with states offering larger economic incentives when companies are willing to commit to greater 

human and capital investments. Importantly, the political connections coefficients continue to be 

positive and significant. The Connected coefficient in Column 3 indicates that conditional upon 

being awarded an economic incentive, the incentive award amount is on average 47 percent larger 

(=exp(0.386)-1) in a connected state relative to within an unconnected state. 

4.5 Within-state time-series analyses 

It is possible that states award economic incentives to politically connected companies for 

reasons unrelated to political connections. For example, a state may want to retain a large 

company’s operation and the company happens to be politically connected. To investigate this 

possibility, we consider time-series variation in the relation between a company’s political 

connections and incentive awards within a given state. We replace company-year fixed effects with 

company-state fixed effects to control for any stationary attributes of a company’s relation with 

state government officials. The control variables Size, Leverage, and CashETR address time-series 

variation in company characteristics that could affect the relation between political connections 

                                                 
32 Over 50 (75) percent of subsidies do not include information on jobs (capital investment) commitments. Limiting 

the sample to the 1,554 observations with non-missing CommitJobs and CommitCapital continues to yield similar 

inferences (untabulated). 
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and economic incentives. Table 6 shows that variation in the extent of a firm’s political connections 

within a state over time is associated with a higher likelihood of a company being awarded a state 

incentive and a higher incentive amount (Columns 2 and 4). These findings indicate that companies 

adjust the extent of their political connections within a state over time, and that these adjustments 

are associated with state-awarded corporate economic incentives. An omitted variable would need 

to be correlated with these within-state adjustments and with state economic incentives to explain 

our findings. In addition, this time-series within-state evidence suggests that we are not simply 

capturing a “headquarter effect” (i.e., companies establishing political connections in hopes of 

being awarded an economic incentive only in their headquarter states). Measuring political 

connectedness using the binary variable Connected provides weaker evidence (Columns 1 and 3), 

consistent with this variable exhibiting little variation across time within a state (i.e., once a firm 

is politically connected within a state, it generally remains politically connected to at least some 

extent within that state). 

4.6 Considering type of political connection 

We next consider whether cross-sectional variation in the type of political connection is 

differentially associated with economic incentive likelihood or amount. We first consider 

connections to candidates of different political affiliations. Table 7, Panel A shows that 

connections with only Democratic Party candidates (ConnectedDemOnly=1), only Republican 

Party candidates (ConnectedRepubOnly=1), and candidates from both political parties 

(ConnectedDem&Repub=1) are positively associated with economic incentive awards. F-tests 

indicate that the ConnectedDemOnly and ConnectedRepubOnly coefficients are statistically 

indistinguishable from one another, and that the ConnectedDem&Repub coefficient is statistically 
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larger than both the ConnectedDemOnly and ConnectedRepubOnly coefficients. These findings 

indicate that being connected to both political parties is most advantageous.  

We next consider connections to candidates in different branches of state government. 

Table 7, Panel B shows that connections with only gubernatorial candidates 

(ConnectedGubOnly=1), only legislative candidates (ConnectedLegOnly=1), and candidates from 

both branches (ConnectedGub&Leg=1) are positively associated with economic incentive awards. 

F-tests indicate that the ConnectedGubOnly and ConnectedLegOnly coefficients are statistically 

indistinguishable from one another, and that the ConnectedGub&Leg coefficient is statistically 

larger than both the ConnectedGubOnly and ConnectedLegOnly coefficients. These findings 

suggest that connections with multiple branches of government yield the greatest payoff.   

4.7 Additional analyses and robustness tests 

We consider whether the positive relation between connections and economic incentives 

exhibits a “recency” effect (i.e., more recent connections have a stronger association with 

economic incentive awards). We re-estimate Equation [1] after replacing Connected and 

ConnectedCnt (both of which are measured from year t-3 through t) with annual measures of 

political connections (i.e., a separate connections variable for t-3, t-2, t-1, and t). Table 8, Panel A 

shows that each annual measure exhibits a positive and highly significant association with both 

incentive likelihood and incentive amount. F-tests reveal that coefficient magnitudes are 

statistically indistinguishable from one another (untabulated), which is inconsistent with a recency 

effect. Instead, the finding is consistent with companies fostering long-term political relationships 

at the state level, which is similar to inferences from research examining political connections at 

the federal level (e.g., Snyder, 1992; Brown et al., 2015; Wellman, 2017). 
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Next, we consider political connections at the federal level as a potential correlated omitted 

variable. It is possible that federal politicians could exert influence over state politicians’ economic 

incentive award decisions, so that state-level political connections might simply be capturing a 

company’s federal-level political connections. We follow prior research and match parent 

company name to parent company PAC name using federal campaign contributions data filed with 

the U.S. Federal Election Commission (FEC).33 Similar to our state-level measures of political 

connections, we set the indicator variable ConnectedFed equal to one if company j contributes to 

a political candidate seeking to represent state k at the federal level in years t-3 through t, and zero 

otherwise. Similarly, ConnectedCntFed is measured as the natural log of one plus the number of 

political candidates seeking to represent state k at the federal level that company j contributes to 

in years t-3 through t. We find a 0.43 (0.32) correlation between Connected and ConnectedFed 

(ConnectedCnt and ConnectedCntFed), consistent with companies being politically engaged at 

multiple levels of government (untabulated). Table 8, Panel B shows that after controlling for 

federal political connections, state-level political connections continue to be positively associated 

with both state economic incentive likelihood and amounts. Most importantly, the Connected and 

ConnectedCnt coefficients are of similar magnitude to those reported in Table 4. Thus, federal 

political connections are not a correlated omitted variable driving our primary inferences. 

 

 

 

 

                                                 
33 We only consider company PACs because companies are prohibited from making direct financial contributions at 

the federal level. Data are obtained from https://classic.fec.gov/finance/disclosure/ftpdet.shtml#archive_link (last 

accessed June 18, 2018). 
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5. Implications of a Positive Relation between Corporate Political Connections and 

Government-Awarded Economic Incentives 

 

After establishing a robust positive relation between state-level political connections and 

state-awarded economic incentives, we conduct three tests to determine whether this relation could 

be cause for constituent concern.  

5.1 Politicians’ incentives 

Our first test considers whether the positive relation between political connections and state 

economic incentives varies based on political party vulnerability. We posit that when the majority 

party is vulnerable, candidates from this party have a heightened interest in catering to their 

political supporters, and economic incentives may serve as a means of rewarding support from 

corporations. To test for this possibility, we set an indicator variable, MajorityVulnerable, equal 

to one if the state legislature majority party holds between 50 and 55 percent of legislative seats in 

year t, and zero otherwise. We measure whether the firm is the supporter of the majority by 

separating Connected into two subgroups: ConnectedMajority (ConnectedMinority) captures 

connected companies in years t-3 to t who give more than 50 percent of their political contributions 

to the majority (non-majority) party. We then interact MajorityVulnerable with both connected 

variables. Note that the MajorityVulnerable main effect is absorbed by the state-industry-year 

fixed effects. 

Table 9 shows that both ConnectedMajority and ConnectedMinority are positively 

associated with economic incentive awards. F-tests reveal that within each column, the two 

coefficients are statistically indistinguishable from one another (untabulated). We also find that 

the interaction of ConnectedMajority and MajorityVulnerable is positive and significant, but the 

interaction of ConnectedMinority and MajorityVulnerable is not. An F-test reveals that the sum of 
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the ConnectedMajority and ConnectedMajority*MajorityVulnerable coefficients is larger than the 

sum of the ConnectedMinority and ConnectedMinority*MajorityVulnerable coefficients.  

These results suggest that firms can increase the amount and chance of receiving an award 

by connecting to the majority party, likely because the majority party has more legislative power 

in deciding incentive awards. More importantly, when the majority party is not politically 

vulnerable, simply being connected to some state politicians can enhance the company’s chance 

of receiving economic incentives. However, when the legislative party majority is vulnerable, 

being relatively more connected to that vulnerable majority party is incrementally related to the 

company’s economic incentive award likelihood (Column 1) and amount (Column 2). This finding 

is consistent with politicians’ self-serving behavior, in that they cater more to their corporate 

constituents when their party’s legislative majority is vulnerable. 

5.2 Political corruption 

Our second test considers political corruption. Our presumption is that if the positive 

relation between political connections and economic incentives is stronger in the presence of 

political corruption, the relation is unlikely to be beneficial to taxpayers. We measure corruption 

using public corruption convictions from the 94 U.S. federal district courts (e.g., Glaeser and Saks, 

2006; Butler et al., 2009; Smith, 2016). Political corruption cases are prosecuted by the Offices of 

the U.S. Attorneys, generally in the federal district where the alleged crime was committed. Federal 

districts generally follow state lines, or county lines within the states that contain more than one 

district court. Thus, we can precisely measure political corruption convictions by state and year. 

The U.S. Department of Justice publishes data on annual public corruption convictions within the 

‘Report to Congress on the Activities and Operations of the Public Integrity Section.’ Corruption 

cases relate to relate to bribery, extortion, election crimes, and criminal conflicts of interest.  
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We calculate a state-year’s average corruption rate (number of convictions per 100,000 

residents), and set the indicator Corrupt equal to one for observations in the highest corruption 

value decile in the sample and zero otherwise. We re-estimate Equation [1] after interacting 

Corrupt with our political connections variables.34 Table 10 shows that the interaction coefficient 

is positive and significant in three of the four regression specifications. The fact that political 

connections are most effective in securing economic incentives in corrupt states suggest that the 

positive relation between political connections and economic incentives may not be beneficial to 

taxpayers.  

5.3 Incentive effectiveness in generating economic growth 

To provide more direct evidence, our third test examines if incentives awarded to 

politically connected companies are differentially effective in contributing to future economic 

growth. Seminal work in corporate finance indicates that information asymmetries between capital 

seekers and capital providers can inhibit effective resource allocation (Myers and Majluf, 1984). 

In our setting, political connections can facilitate access between companies (i.e., capital seekers) 

and politicians (i.e., capital providers), which should reduce information asymmetries between 

these two parties and lead to more effective resource allocation decisions. From a company’s 

perspective, access to politicians could help the firm better understand a government’s economic 

priorities and tailor its future projects accordingly (e.g., Wellman, 2017). From a politician’s 

perspective, access to companies could help the politician better identify which private sector 

projects best align with constituents’ economic priorities (e.g., Downs, 1957). These arguments 

suggest economic incentives awarded to politically connected companies could lead to a better 

allocation of government resources, resulting in greater economic growth.  

                                                 
34 The main effect of Corrupt is absorbed by the state-industry-year fixed effects. 
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We consider the extent to which state economic incentives stimulate local economy 

through growth within the recipient industry (intra-industry growth), spillover to the other 

industries within the same location (inter-industry growth), and overall local economic output. We 

measure the local economy growth at the county level.  

To test for whether intra-industry growth differs between awards to politically connected 

versus unconnected companies, we estimate the following regression: 

[2a]     JobsGrowthcit+n = α + β1IncentAmtCountyInd_Conncit + β2IncentAmtCountyInd_Unconncit  

       + FixedEffects + εcit+n                     

 

Our unit of analysis is county-industry-year, and c indexes the county, i indexes the industry (3-

digit NAICS code), and t indexes the year. An industry is included if it receives at least one state 

incentive awards during the sample period. The dependent variable JobsGrowth captures the one, 

two, and three-year future growth in the number of private sector employees in county c and 

industry i. The independent variable IncentAmtCountyInd_Conn (IncentAmtCountyInd_Unconn) 

is defined as the natural log of one plus the dollar value of state awarded incentives to politically 

connected (unconnected) publicly traded companies within industry i in year t with projects in 

county c.  

To test for inter-industry spillover in economic growth, we estimate the following 

regression: 

[2b]  JobsGrowthNonTradect+n = α + β1IncentAmtCounty_Connct + β2IncentAmtCounty_Unconnct 

         + FixedEffects + εct+n  

 

Our unit of analysis is county-year, and c indexes the county and t indexes the year. The dependent 

variable JobsGrowthNonTradect+n is the one, two, and three-year future growth jobs within the non-

tradable sector in county c. We focus on the non-tradable sector to measure the spillover effect 

because employment of this sector heavily relies on local demand and is most responsive to 

government spending (e.g., Di Maggio and Kermani 2017, Adelino et al., 2017; Mian et al., 2017). 
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The independent variable IncentAmtCounty_Connct (IncentAmtCounty_Unconnct) is the log of one 

plus the amount of economic incentives awarded by state governments to connected (unconnected) 

firms for projects in county c and year t. Finally, to test for overall future economic growth within 

a county, we replace the dependent variable in Equation [2b] with ΔHPIct+n, defined as the one, two, 

and three-year future change in house price index in county c. 

In both Equations [2a] and [2b], we include state-year fixed effects to control for all time-

varying and time-invariant factors at the state level that could affect county level economy growth. 

Since the unit of analysis for Equation [2a] is county-industry-year, we further include industry-

year fixed to control for any heterogeneity within a given industry and a given year. We cluster 

standard errors by county and industry in Equation [2a], and by county in Equation [2b] given the 

unit of observation is county-year.  

 A finding that β1 > β2 indicates that economic incentives awarded to politically connected 

companies have a stronger positive association with future economic growth, consistent with 

connections reducing information asymmetries and facilitating better project selection. 

Conversely, a finding that β1 < β2 indicates that economic incentives awarded to politically 

connected companies have a weaker positive association with future economic growth, consistent 

with incentives awarded to connected companies being a relatively less effective use of taxpayer 

money.  

 Table 11, Panel A provides descriptive statistics for the variables in Equations [2a] and 

[2b]. For our dependent variables, future intra-industry jobs growth is on average negative (-10.7 

to -14.6 percent), while future jobs growth in the nontradable sector is on average slightly positive 

(0.8 to 1.3 percent). Both mean and median future changes in the house price index are positive. 

On average, economic incentive award values to politically unconnected firms are larger than 
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awards to politically connected firms when the unit of analysis is county-industry-year or county-

year.  

Panel B reports results on intra-industry job growth. We find that incentive awards to both 

politically connected and unconnected companies are associated with positive future intra-industry 

job growth within the county. However, this growth is approximately twice as large for incentive 

awards to unconnected companies relative to incentive awards to connected companies. F-tests 

reveal that the magnitude difference is statistically significant. Panel C reports results on the 

spillover effect of incentives. We find that only incentive awards to politically unconnected 

companies are associated with positive future job growth spillover to the non-tradable sector. 

Finally, Panel D reports results on future changes in housing prices. Incentive awards to both 

politically connected and unconnected companies are positively associated with a county’s one-

year and two-year ahead change in house price index (Columns 1 and 2). While the coefficients 

are of similar magnitudes in Column 1, the coefficient for awards to politically unconnected firms 

is statistically larger in Column 2. When the window is expanded to three years ahead, only awards 

to politically unconnected companies are positively associated with the future change in house 

price index (Column 3).35 Overall, the results in Table 11 provide consistent evidence that 

economic incentives awarded to politically connected companies generate smaller future economic 

benefits, relative to incentive awards to politically unconnected companies. This finding is again 

consistent with incentives being awarded (at least partially) on factors other than project merits. 

 

 

                                                 
35 Re-estimating Equations [2a] and [2b] on the subsample of observations with counties where incentive amounts are 

non-zero yields similar inferences (untabulated). 
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6. Conclusion 

This paper examines whether state-level corporate political connections are associated with 

state-awarded corporate economic incentives, and whether this relation is beneficial or harmful to 

taxpayers. State-level analyses provide rich cross-sectional and time-series variation in both the 

presence and extent of corporate political connections and governmental economic incentive 

awards. We pinpoint to the project location and provide granular tests of whether economic 

incentives are associated with future county economic growth.  

We find robust evidence that state-awarded economic incentives are disproportionately 

awarded to politically connected companies. Politically connected companies are nearly four times 

more likely to receive an award, and awards received are nearly fifty percent more valuable. This 

relation is stronger when the state legislative majority party is vulnerable and state political 

corruption is greatest. Importantly, politically connected awards are associated with smaller future 

economic growth. Collectively, these findings suggest that incentives are awarded (in part) on 

factors other than project merits, and may be cause for constituent concern.  

Our findings have important implications for the FASB and GASB as they consider the 

extent to which economic incentive awards are disclosed by public companies and governments, 

and for the SEC as it considers the extent to which political contributions are disclosed by public 

companies. Our findings should also be of interest to government officials and taxpayers as they 

consider how to best allocate scarce resources in pursuit of economic growth. 
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APPENDIX A 

Information on State-level Corporate Political Contributions 

 

Panel A: State limitations on corporate direct and indirect political contributions 

 
Direct Contributions  Indirect Contributions (via PACs)  

Unlimited (6) Limited (23) Prohibited (21)  Unlimited (14) Limited (36) 

Alabama Arkansas Alaska   Alabama Alaska  

Missouri California Arizona   Indiana Arizona  

Nebraska Delaware Colorado   Iowa Arkansas  

Oregon Florida Connecticut   Mississippi California  

Utah Georgia Iowa   Missouri Colorado  

Virginia Hawaii Kentucky   Nebraska Connecticut  

 Idaho Massachusetts   New Hampshire  Delaware  

 Illinois Michigan   North Dakota Florida  

 Indiana Minnesota   Oregon Georgia  

 Kansas Montana   Pennsylvania Hawaii  

 Louisiana North Carolina   South Dakota Idaho  

 Maine North Dakota   Texas Illinois  

 Maryland Ohio   Utah Kansas  

 Mississippi Oklahoma   Virginia Kentucky  

 Nevada Pennsylvania    Louisiana  

 New Hampshire Rhode Island    Maine  

 New Jersey South Dakota    Maryland  

 New Mexico Texas    Massachusetts  

 New York West Virginia    Michigan  

 South Carolina Wisconsin    Minnesota  

 Tennessee Wyoming    Montana  

 Vermont    Nevada  

 Washington    New Jersey  

     New Mexico  

     New York  

     North Carolina  

     Ohio  

     Oklahoma  

     Rhode Island  

     South Carolina  

     Tennessee  

     Vermont  

     Washington  

     West Virginia  

     Wisconsin  

     Wyoming  
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APPENDIX A (cont.) 

Information on State-level Corporate Political Contributions 

 

Panel B: State PAC contribution limitations and average company contribution, per candidate 

per state-election cycle 

 
State PAC contribution limitation Average contribution per 

firm-state candidate-election  

cycle within our sample 

Alabama Unlimited $1,134 

Alaska $1,000/office/year 

Contributions from out-of-state PACs 

prohibited 

$599 

Arizona $5,000/statewide or legislative candidate/year $372 

Arkansasa $2,700/candidate/election $683 

Californiaa $28,200/gubernatorial candidate 

$7,000/other statewide candidate 

$4,200/legislative candidate 

$2,441 

Coloradoa 36 $575/statewide candidate 

$200/legislative candidate 

$656 

Connecticuta $5,000/gubernatorial candidate 

$3,000/other statewide candidate 

$1,500/Senate candidate 

$750/House candidate 

$304 

Delaware $1,200/statewide candidate 

$600/other candidate 

$524 

Floridaa $3,000/statewide candidate 

$1,000/legislative  

$594 

Georgiaa $6,300/statewide candidate 

$2,500/legislative candidate 

$1,147 

Hawaii $6,000/statewide candidate 

$4,000/Senate candidate 

$2,000/House candidate 

$1,034 

Idahoa $5,000/statewide candidate 

$1,000/legislative candidate 

$1,004 

Illinois $53,900 per election cycle $1,497 

Indiana Unlimited $1,309 

Iowa Unlimited $952 

Kansasa $2,000/statewide candidate 

$1,000/Senate candidate 

$500/House candidate 

$658 

Kentuckya $1,000/candidate $762 

Louisianaa 

 

Regular PACs: 

   $5,000/statewide candidate 

   $2,500/legislative candidate 

“Big” PACs:b Double the amount of the limits 

$1,251 

 

                                                 
36 Contribution limits double for a candidate who accepts voluntary spending limits if his/her opponent has not 

accepted the limits and has raised more than 10 percent of the limit. 
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State PAC contribution limit Average contribution per 

firm-state candidate-election  

cycle within our sample  

Mainea $1,575/gubernatorial candidate 

$375/legislative candidate 

$432 

Maryland $6,000/candidate $1,138 

Massachusetts Regular PAC or People’s Committee: 

$500/candidate. Amounts per calendar year. 

$418 

Michigan $6,800/statewide candidate 

$2,000/Senate candidate 

$1,000/House candidate 

$657 

Minnesotac Election segment limits: 

   $4,000/gubernatorial candidate 

   $1,000/legislative candidate 

Nonelection segment limits: 

   $2,000/gubernatorial candidate 

   $1,000/Senate candidate  

   n/a for House candidates 

$293 

Mississippi Unlimited $1,036 

Missouri Unlimited $875 

Montanaa $650/gubernatorial slate 

$170/legislative candidate 

$255 

Nebraska Unlimited $1,815 

Nevadaa $5,000/candidate $1,448 

New 

Hampshirea 

$1,000/candidate to candidates not agreeing to 

abide by spending limits; Unlimited to 

candidates who agree to expenditure limits 

$1,063 

New Jerseya $8,200/candidate $1,119 

New Mexicoa $5,400/candidate $1,427 

New York Primary: 

    $6,500-$19,700/statewide 

    $6,500/Senate candidate 

    $4,100/Assembly candidate 

General: 

    $41,100/statewide candidate 

    $10,300/Senate candidate 

    $4,100/Assembly candidate 

$1,438 

North Carolinaa $5,000/candidate $1,005 

North Dakota Unlimited $1,302 

Ohioa $12,532.52/candidate $1,320 

Oklahoma $5,000/candidate/campaign $901 

Oregon Unlimited $1,343 

Pennsylvania Unlimited $1,490 

Rhode Island $1,000/candidate/ year  $390 

South Carolina $11,500/statewide candidate 

$7,600/legislative candidate 

$1,098 

South Dakota Unlimited $387 

Tennesseea $11,200/statewide candidate 

$11,200/Senate candidate 

$7,400/other candidates 

$906 
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State PAC contribution limit Average contribution per 

firm-state candidate-election  

cycle within our sample  

Texas Unlimited $1,552 

Utah Unlimited $940 

Vermont $4,000/statewide candidate 

$1,500/State Senate 

$1,000/State House 

$834 

Virginia Unlimited $1,437 

Washingtona $1,900/gubernatorial candidate 

$950/legislative candidate 

$770 

West Virginiaa $1,000/candidate $711 

Wisconsin $43,128/gubernatorial candidate 

$1,000/Senate candidate 

$500/Assembly candidate 

$1,029 

Wyominga $7,500/statewide candidate 

$3,000/other candidate 

$552 

 

Notes: 

State limitations on corporate contributions to political candidates as of the 2015-2016 election cycle are from the 

National Conference of State Legislatures (http://www.ncsl.org/Portals/1/ documents/legismgt/elect/Contribution 

LimitstoCandidates2015-2016.pdf; last accessed January 28, 2018). In Panel B, average contribution values per 

firm-state candidate-election cycle relate to the 22,846 contributions made by the 1,077 firms in our sample from the 

1997-98 election cycle through the 2013-2014 election cycle. 
 

a. The limit on contribution amount applies to each election. Primary and general elections are considered separate 

elections, so the amount limit is doubled for an election cycle with primary and general elections.  
 

b. A “Big PAC” is defined as a PAC with more than 250 members who each contributed over $50 to the PAC in the 

preceding calendar year. 
 

c. In 2013, Minnesota divided its election cycles into two-year “election segments,” and contribution limits are per 

election segment. For candidates serving a four- or six-year term, limits are higher in the two-year period during which 

an election is held.  
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APPENDIX B 

State Economic Incentives Examples 

Part A: Examples of economic incentive programs 

1. In 2010, Washington awarded $183,352 to ELDEC (a Crane Co. subsidiary) through the state’s 

“High Technology Business & Occupation Tax Credit” program. This program incentivizes 

research and development activities in the fields of advanced computing, advance materials, 

biotechnology, electronic device technology, and environmental technology. 

 

2. In 2014, Pennsylvania awarded $183,052 to Comcast through the state’s “Research & 

Development Tax Credit” program. The program incentivizes research and development 

activities. 

 

3. In 2011, California reimbursed Sears $29,240 through the state’s “Employment Training 

Panel” program. The program provides financial assistance to support private section 

employee training.  

 

4. In 2013, North Carolina granted Caterpillar $162,000 through its “One North Carolina Fund” 

program. This program provides cash grants to competitive job-creation projects.  

 

Part B: Examples of larger economic incentive programs; holding state (Ohio) constant and 

varying the presence of corporate political connections 

1. In 2008, Ohio awarded NetJets (a Berkshire Hathaway subsidiary) an economic incentive 

package valued at more than $37 million. NetJets sells fractional ownership interests in private 

business jets. The company had a presence in Columbus, Ohio and wanted to expand 

operations by building a new aviation campus for another Berkshire subsidiary, FlightSafety 

International. FlightSafety is the world’s largest provider of aviation training in the US and 

Canada. The state of Ohio provided NetJets with a $37.4 million economic expansion incentive 

package that included workforce development, job credits, tax abatements, and other forms of 

direct assistance. The city of Columbus and Franklin County contributed an additional $22 

million, and the Columbus Regional Airport Authority contributed another $8.2 million. In 

exchange for this incentive package, NetJets committed to constructing a $200 million 

aviation campus and generating 810 new jobs. Upon completion, the new aviation campus 

is expected to house the largest concentration of flight simulators in the US. In 2008, 

Berkshire Hathaway donated to two Ohio House of Representatives and two Ohio Senate 

candidates. 

 

2. In 2011, Ohio awarded American Greetings Card (AGC) an economic incentive package 

valued at more than $146 million. AGC is a self-described “creator and manufacturer of 
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innovative social expression products.” It was a Fortune 1000 firm with its headquarters in 

Brooklyn, Ohio (within the Cleveland metropolitan area) since the 1960s. On Jan 6, 2010 AGC 

announced interest in moving its headquarters, and was considering locations both within and 

outside of Ohio. Cities and states began competing for the new headquarter location, and the 

Ohio legislature and Ohio Department of Development began discussing an incentive package 

to keep AGC in Ohio. Ohio House Bill 58 offered AGC a variety of economic incentives, 

including a multi-year refundable jobs retention tax credit, a low-interest loan, and grants 

earmarked for construction costs and infrastructure improvements. In exchange for this 

incentive package, AGC committed to keeping the equivalent of 1,750 full-time jobs at its 

Ohio headquarters. AGC ended up moving its headquarters 15 miles down the road to 

Westlake, Ohio (also within the Cleveland metropolitan area). AGC did not make financial 

contributions to any Ohio state political candidates prior to the incentive package being offered 

and accepted. 
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APPENDIX C 

Variable Definitions 

 

Variable Definition 
 

CashETR 
 

Tax paid (txpd) ÷ (pre-tax book income (pi) less special items (spi)). 

Requires (pi – spi) > 0, and truncated at a lower (upper) bound of 

zero (one). Source: Compustat. 
 

CommitCapital Natural log of one plus the amount of capital investment company j 

commits to make in state k when awarded an economic incentive in 

state k. Set to zero when company j does not make an identifiable 

capital commitment to state k when receiving an economic incentive 

in state k. Source: GJF. 
 

CommitCapitalMissing Indicator set to one when company j does not make an identifiable 

capital commitment to state k when receiving an economic incentive 

from state k, and set to zero otherwise. Source: GJF. 
 

CommitJobs Natural log of one plus the number of jobs company j commits to 

generate in state k when awarded an economic incentive in state k. 

Set to zero when company j does not make an identifiable jobs 

commitment to state k when receiving an economic incentive from 

state k. Source: GJF. 
 

CommitJobsMissing Indicator set to one when company j does not make an identifiable 

capital commitment to state k when receiving an economic incentive 

from state k, and set to zero otherwise. Source: GJF. 
 

Connected Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes to a state k political candidate in years t-3 through 

t, and set to zero otherwise. Source: NIMSP. 
 

ConnectedAmt Natural log of one plus the dollar amount that company j (or its 

corporate-sponsored PAC) contributes to state k political candidates 

in years t-3 through t. Source: NIMSP. 
 

ConnectedCnt Natural log of one plus the number of state k political candidate-years 

that company j (or its corporate-sponsored PAC) contributes to in 

years t-3 through t. For example, if company j contribute to a single 

candidate from state k twice during t-3 through t, the variable equals 

ln(1+(2 years ×1 candidate))=ln(3). Source: NIMSP.  
 

ConnectedCntFed Natural log of one plus the number of state k U.S. Congressional 

political candidate-years that company j’s corporate-sponsored PAC 

contributes to in years t-3 through t. Source: FEC.  
 

ConnectedDemOnly Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes only to state k political candidates from the 

Democratic Party in years t-3 through t, and set to zero otherwise. 

Source: NIMSP.   
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ConnectedDem&Repub Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes to state k political candidates from the Democratic 

Party and Republican Party in years t-3 through t, and set to zero 

otherwise. Source: NIMSP.   
 

ConnectedFed Indicator set equal to one if company j’s corporate-sponsored PAC 

contributes to federal political candidate (i.e., a U.S. Senator or 

Congressperson) from state k in years t-3 through t, and set to zero 

otherwise. Source: FEC. 
 

ConnectedGubOnly Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes only to state k gubernatorial political candidates in 

years t-3 through t, and set to zero otherwise. Source: NIMSP.   
 

ConnectedGub&Leg Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes to state k gubernatorial and legislature political 

candidates in years t-3 through t, and set to zero otherwise. Source: 

NIMSP. 
 

ConnectedLegOnly Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes only to state k legislative political candidates 

(house or senate) in years t-3 through t, and set to zero otherwise. 

Source: NIMSP.  
 

ConnectedMajority Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes to a state k political candidate in years t-3 through 

t and more than 50 percent of the contributions go to the majority 

party in the house, and set to zero otherwise. Source: NIMSP, NCSL, 

and Census.  
 

ConnectedMinority Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes to a state k political candidate in years t-3 through 

t and more than 50 percent of the contributions go to the minority 

party in the house, and set to zero otherwise. Source: NIMSP, NCSL, 

and Census.  
 

ConnectedRepubOnly Indicator set equal to one if company j (or its corporate-sponsored 

PAC) contributes only to state k political candidates from the 

Republican Party in years t-3 through t, and set to zero otherwise. 

Source: NIMSP.   
 

Corrupt Indicator set equal to one if a state-year’s average corruption rate 

(defined as number of convictions per 100,000 residents) is in the top 

decile of the sample, and set to zero otherwise. Source: US 

Department of Justice’s annual ‘Report to Congress on the Activities 

and Operations.’ 
 

Incent Indicator set equal to one if company j receives an economic 

incentive in year t from state k, and zero otherwise. Source: GJF.   
 

IncentAmt Natural log of one plus the dollar amount of economic incentives 

awarded to company j in year t by state k. Source: GJF.   
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IncentAmtCounty_Conn Natural log of one plus the dollar amount of economic incentives 

awarded by state k in year t to politically connected firms with 

projects located in county c. Sources: GJF and NIMSP.   
 

IncentAmtCounty_Unconn Natural log of one plus the dollar amount of economic incentives 

awarded by state k in year t to politically unconnected firms with 

projects located in county c. Sources: GJF and NIMSP.   
 

IncentAmtCountyInd_Conn Natural log of one plus the dollar amount of economic incentives 

awarded by state k in year t to politically connected firms in industry 

i with projects located in county c. Sources: GJF and NIMSP.   
 

IncentAmtCountyInd_Unconn Natural log of one plus the dollar amount of economic incentives 

awarded by state k in year t to politically unconnected firms in 

industry i with projects located in county c. Sources: GJF and 

NIMSP.  
 

JobsGrowth Percentage change in the number of private sector employees in 

county c and industry i from year t to year t+n. Source: Census CBP. 
 

JobsGrowthNonTrade Percentage change in the number of private sector employees in 

county c in the nontradable sector (retail (NAICS codes 44-45) and 

accommodations and food services (NAICS code 72)) from year t to 

year t+n. Source: Census CBP.   
 

Leverage Total long-term debt (dltt) ÷ total assets (at). Source: Compustat.  
 

MajorityVulnerable Indicator set equal to one if the state legislature majority party holds 

between 50 and 55 percent of legislative seats in year t, and set to 

zero otherwise. Source: NCSL and Census. 
 

Size Natural log of one plus total assets (at). Source: Compustat.  
 

StateImportance Number of times state k is mentioned in company j’s Form 10-K as 

a percentage of all state mentions, averaged over years t-3 through t. 

Our state name search is confined to Form 10-K Items 1 (Business), 

2 (Properties), 6 (Consolidated Financial Data), and 7 (Management 

Discussion and Analysis). Source: Form 10-K. 
 

ΔHPI Change in the house price index in county c from year t to year t+n. 

Source: Federal Housing Finance Agency.  

  

 
Notes: Variables are presented in alphabetical order. The source ‘Census CBP’ refers to the U.S. Census’ County 

Business Patterns data. The source ‘GJF’ refers to the Good Jobs First Subsidy Tracker 3.0. The source ‘NCSL’ 

refers to the National Conference of State Legislatures. The source ‘NIMSP’ refers to the National Institute for 

Money in State Politics.  
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FIGURE 1 

State economic incentive frequency and average dollar value 

Panel A: State economic incentive frequency and average amount by year (N=18,345) 
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FIGURE 1 (cont.) 

State economic incentive frequency and average dollar value 

Panel B: State economic incentive frequency and average amount by industry (N=18,345) 
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FIGURE 1 (cont.) 

State economic incentive frequency and average dollar value 
 

Panel C: State economic incentive average dollar value (in thousands) by state (N=18,345) 

 

Notes: This figure presents information on state economic incentive award frequencies and average dollar values per award. Panel A (B) presents information by 

year (industry), with the left y-axis presenting frequencies and the right y-axis presenting dollar values. Panel C presents the average economic incentive in dollar 

values (000s) by state. 

702 

2524 

8075 

1596 

198 

448 

8683 
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FIGURE 2 

Venn diagram of state-level economic incentives and political connections 

 

 
 

Notes: This figure presents a Venn diagram (not to scale) of state economic incentives and political connections frequencies, as well as mean values for our 

continuous dependent and independent variables of interest, for our sample of 457,390 company-year-state observations. All variables are defined in Appendix 

C. 

N = 2,352 

IncentAmt = $4.266M 

ConnectedCnt = 42 

ConnectedAmt = $52,626 

 

Incent = 1 

N = 5,386 

IncentAmt = $1.911M 

ConnectedCnt = 0 

ConnectedAmt = $0 

 

N = 34,692 

IncentAmt = $0 

ConnectedCnt = 30 

ConnectedAmt = $29,426 

 

Connected = 1 

N = 414,960 

IncentAmt = $0 

ConnectedCnt = 0 

ConnectedAmt = $0 
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TABLE 1 

Descriptive statistics on state economic incentives 

 

Type N Percent Mean Median Std Dev 

Tax credits/abatements/rebates 10,945 60% $1,665,793 $164,126 $5,782,937 

Cost reimbursement programs 4,025 22% $194,690 $28,500 $951,251 

Grants and forgivable loans 3,362 18% $1,131,314 $160,885 $3,657,120 

Other 13 0% $9,750,528 $4,000,000 $11,597,650 

 18,345 100%    

 
Notes: This table provides descriptive information on state-awarded economic incentives from 2000 through 2014 for 

publicly traded companies with Compustat data. The unit of observation is state-year-economic incentive. 



58 

TABLE 2 

Descriptive statistics on corporate campaign contributions  

to state candidates per election cycle 

 

Panel A: The number of candidates a corporation contributes to per state-election cycle 

  Mean Median Std Dev 

Total number of supported candidates 18 7 24.70 

 

Number of candidates by party:    
     Democrats 7 2 11.32 

     Republicans 11 4 15.30 

     Other 0 0 0.27 

 

Number of candidates by race:    
     Gubernatorial 1 0 0.91 

     Senate 5 2 7.35 

     House 12 4 18.41 
 

Panel B: Corporate campaign contribution amount per state-election cycle 

  Mean Median Std Dev 

Total contributions $18,800 $5,550 $35,229 

    

Contribution by party:   
     Democrats $7,592 $1,500 $16,709 

     Republicans $10,853 $3,000 $20,456 

     Other $33 $0 $190 

 

Contribution by race:   
     Gubernatorial $2,770 $0 $7,196 

     Senate $5,996 $1,500 $11,741 

     House $9,633 $2,075 $19,760 

 
Notes: This table presents descriptive information on corporate campaign contributions to state candidates for our 

sample firms. The sample include 22,846 firm-state-election cycle contributions. Panel A (B) reports information on 

the number of candidates a firm contributes to (contribution dollar amounts). The unit of observation is firm-state-

election cycle. 
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TABLE 3 

Descriptive statistics 

 

Panel A: Summary statistics (full sample) 
 

Variables N Mean Std. Dev. 

Incent 457,390 0.017 0.129 

IncentAmt 457,390 0.205 1.594 

Connected 457,390 0.081 0.273 

ConnectedCnt 457,390 0.192 0.751 

ConnectedAmt 457,390 0.706 2.428 

StateImportance 457,390 0.021 0.073 

 

 

Panel B: Summary statistics for Incent = 1 sub-sample 
 

Variables N Mean Std. Dev. P25 Median P75 

IncentAmt (unlogged) 7,738 $2,626,649 $10,885,387 $37,814 $181,770 $924,988 

 

 

Panel C: Summary statistics for Connected = 1 sub-sample (treatment group) 
 

Variables N Mean Std. Dev. P25 Median P75 

ConnectedCnt (unlogged) 37,044 31 45 2 10 40 

ConnectedAmt (unlogged) 37,044 $30,899 $61,796 $1,750 $7,500 $28,500 

 

 

Notes: This table presents sample descriptive statistics at the firm-year-state unit of analysis. Summary statistics are 

reported for all observations used to estimate Equation [1] (Panel A), for economic incentive award observations 

(Panel B), and for politically connected observations (Panel C). All variables are defined in Appendix C.  
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TABLE 4 

State economic incentives and corporate political connections 

 

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

 Variables [1] [2]  [3] [4] 

      

Connected 0.037***   0.488***  

 [6.948]   [6.782]  

ConnectedCnt  0.016***   0.209*** 

  [6.783]   [6.682] 

StateImportance 0.166*** 0.160***  2.148*** 2.057*** 

 [4.961] [4.843]  [4.996] [4.883] 
      

Observations 457,390 457,390  457,390 457,390 

Adjusted R2 0.103 0.103  0.102 0.103 

Company-Year FE Y Y  Y Y 

State-Industry-Year FE Y Y  Y Y 
 

Notes: This table presents analysis on the relation between state economic incentives and corporate political 

connections. All variables are defined in Appendix C. T-statistics calculated based on White heteroscedastic consistent 

standard errors and adjusted for clustering by firm and by state are reported in brackets below each coefficient. ***, 

**, * represent a 1 percent, 5 percent, and 10 percent level of significance, respectively (two-tailed tests). 
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TABLE 5 

State economic incentives and corporate political connections:  

sub-sample analyses 

Panel A: Regression results within the sub-sample of politically connected observations 

(Connected=1)  

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

 Variables [1]  [2] 

    

ConnectedCnt 0.014***  0.194*** 

 [5.112]  [5.131] 

StateImportance 0.137***  1.906*** 

 [4.545]  [4.322] 
 

   

Observations 37,044  37,044 

Adjusted R2 0.204  0.211 

Company-Year FE Y  Y 

State-Industry-Year FE Y  Y 
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TABLE 5 (cont.) 

State economic incentives and corporate political connections:  

sub-sample analyses 

Panel B: Regression results within the sub-sample of economic incentive awardee 

observations (Incent=1) 

  Dependent variable = IncentAmt 

Variables [1] [2] [3] [4] 

     

Connected 0.546***  0.386***  
 

[7.971]  [6.165]  

ConnectedCnt  0.193***  0.147*** 
 

 [6.642]  [5.502] 

StateImportance 2.664*** 2.558*** 2.143*** 2.047*** 

 [6.433] [6.453] [4.922] [4.997] 

Size 0.302*** 0.295*** 0.227*** 0.220*** 

 [8.277] [8.443] [5.509] [5.586] 

Leverage 0.047 0.042 0.230 0.223 

 [0.168] [0.146] [0.949] [0.891] 

CashETR -0.353** -0.358** -0.165 -0.166 

 [-2.349] [-2.389] [-1.289] [-1.293] 

CommitJobs   0.556*** 0.554*** 

   [5.944] [5.991] 

CommitCapital   0.422*** 0.422*** 

   [6.906] [6.857] 

CommitJobsMissing   2.359*** 2.332*** 

   [4.238] [4.220] 

CommitCapitalMissing   5.144*** 5.148*** 
   [4.974] [4.946] 
 

    

Observations 7,738 7,738 7,738 7,738 

Adjusted R2 0.432 0.433 0.572 0.574 

Company-Year FE N N N N 

State-Industry-Year FE Y Y Y Y 

 
Notes: This table presents analysis on the relation between state economic incentives and corporate political 

connections within sub-samples of only politically connected observations (Panel A) or only economic incentive 

awardee observations (Panel B). All variables are defined in Appendix C. T-statistics calculated based on White 

heteroscedastic consistent standard errors and adjusted for clustering by firm and by state are reported in brackets 

below each coefficient. ***, **, * represent a 1 percent, 5 percent, and 10 percent level of significance, respectively 

(two-tailed tests). 
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TABLE 6 

State economic incentives and corporate political connections:  

time-series variation within a state 

 

 

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

Variables [1] [2]  [3] [4] 

      

Connected 0.007*   0.080  
 

[1.727]   [1.550]  

ConnectedCnt  0.006**   0.065** 
 

 [2.193]   [2.015] 

StateImportance 0.016 0.016  0.223 0.216 
 

[1.352] [1.297]  [1.331] [1.285] 

Size 0.001 0.001  0.011 0.010 
 

[0.552] [0.493]  [0.673] [0.617] 

Leverage 0.006 0.006  0.079 0.079 
 

[1.483] [1.475]  [1.506] [1.498] 

CashETR 0.001 0.001  0.012 0.012 
 

[0.363] [0.372]  [0.711] [0.721] 
      

Observations 457,390 457,390  457,390 457,390 

Adjusted R2 0.295 0.295  0.294 0.294 

Company-State FE Y Y  Y Y 

State-Industry-Year FE Y Y  Y Y 

 
Notes: This table presents analysis on the relation between state economic incentives and corporate political 

connections within a given state over time. All variables are defined in Appendix C. T-statistics calculated based on 

White heteroscedastic consistent standard errors and adjusted for clustering by firm and by state are reported in 

brackets below each coefficient. ***, **, * represent a 1 percent, 5 percent, and 10 percent level of significance, 

respectively (two-tailed tests). 
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TABLE 7 

State economic incentives and corporate political connections:  

considering connection type 

Panel A: Candidate political affiliation 

  Dependent variable  Dependent variable 

 = Incent = IncentAmt 

 Variables [1] [2] 
   

ConnectedDemOnly 0.022*** 0.271*** 
 [3.963] [4.194] 

ConnectedRepubOnly 0.022*** 0.273*** 
 [4.656] [4.649] 

ConnectedDem&Repub 0.050*** 0.666*** 
 [7.131] [6.943] 

StateImportance 0.162*** 2.093*** 
 [4.895] [4.933] 
   

F-statistic   

ConnectedDemOnly = ConnectedRepubOnly 0.001 0.001 

ConnectedDemOnly = ConnectedDem&Repub  16.93*** 21.68*** 

ConnectedRepubOnly = ConnectedDem&Repub 25.89*** 28.91*** 
   

Observations 457,390 457,390 

Adjusted R2 0.103 0.103 

Company-Year FE Y Y 

State-Industry-Year FE Y Y 
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TABLE 7 (cont.) 

State economic incentives and corporate political connections:  

considering connection type 

Panel B: Candidate branch of government 

  Dependent variable  Dependent variable 

 = Incent = IncentAmt 

 Variables [1] [2] 
 

  
ConnectedGubOnly 0.025*** 0.297*** 

 [3.464] [3.528] 

ConnectedLegOnly 0.026*** 0.346*** 
 [7.076] [7.045] 

ConnectedGub&Leg 0.053*** 0.705*** 
 [6.494] [6.343] 

StateImportance 0.162*** 2.093*** 
 [4.947] [4.984] 
   

F-statistic   

ConnectedGubOnly = ConnectedLegOnly 0.063 0.456 

ConnectedGubOnly = ConnectedGub&Leg 12.35*** 16.01*** 

ConnectedLegOnly = ConnectedGub&Leg 18.72*** 19.23*** 
   

Observations 457,390 457,390 

Adjusted R2 0.104 0.103 

Company-Yr FE Y Y 

State-Industry-Yr FE Y Y 
 

Notes: This table presents cross-sectional analyses on the relation between state economic incentives and corporate 

political connections. Panel A (B) reports regression results based on candidate political party affiliation (branch of 

government). All variables are defined in Appendix C. T-statistics calculated based on White heteroscedastic 

consistent standard errors and adjusted for clustering by firm and by state are reported in brackets below each 

coefficient. ***, **, * represent a 1 percent, 5 percent, and 10 percent level of significance, respectively (two-tailed 

tests). 
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TABLE 8 

State economic incentives and corporate political connections: robustness 

 

Panel A: Annual measures of political connections 

 

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

 Variables [1] [2]  [3] [4] 

      

Connectedt 0.021***   0.274***  

 [4.691]   [4.711]  

Connectedt-1 0.021***   0.282***  

 [4.263]   [4.222]  

Connectedt-2 0.026***   0.341***  

 [6.414]   [6.456]  

Connectedt-3 0.024***   0.326***  

 [6.466]   [6.840]  

ConnectedCntt  0.009***   0.119*** 

  [4.139]   [3.950] 

ConnectedCntt-1  0.011***   0.152*** 

  [3.439]   [3.668] 

ConnectedCntt-2  0.013***   0.167*** 

  [5.152]   [5.138] 

ConnectedCntt-3  0.012***   0.159*** 

  [4.178]   [4.479] 

StateImportance 0.163*** 0.162***  2.110*** 2.086*** 

 [4.903] [4.865]  [4.939] [4.904] 
      

Observations 457,390 457,390  457,390 457,390 

Adjusted R2 0.103 0.103  0.102 0.102 

Company-Year FE Y Y  Y Y 

State-Industry-Year FE Y Y  Y Y 
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TABLE 8 (cont.) 

State economic incentives and corporate political connections: robustness 

 

Panel B: Controlling for federal-level political connections 
 

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

 Variables [1] [2]  [3] [4] 

      

Connected 0.036***   0.473***  

 [6.836]   [6.691]  

ConnectedFed 0.012***   0.154***  

 [5.195]   [5.026]  

ConnectedCnt  0.013***   0.176*** 

  [6.220]   [6.163] 

ConnectedCntFed  0.016***   0.219*** 

  [5.538]   [5.506] 

StateImportance 0.164*** 0.153***  2.122*** 1.972*** 

 [4.950] [4.846]  [4.988] [4.890] 
      

Observations 457,390 457,390  457,390 457,390 

Adjusted R2 0.103 0.105  0.102 0.104 

Company-Year FE Y Y  Y Y 

State-Industry-Year FE Y Y  Y Y 
 

Notes: This table presents robustness tests of the relation between state economic incentives and corporate political 

connections. Panel A considers annual measures of political connections in prior and future years, and Panel B controls 

for federal-level political connections. All variables are defined in Appendix C. T-statistics calculated based on White 

heteroscedastic consistent standard errors and adjusted for clustering by firm and by state are reported in brackets 

below each coefficient. ***, **, * represent a 1 percent, 5 percent, and 10 percent level of significance, respectively 

(two-tailed tests). 
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TABLE 9 

State economic incentives and corporate political connections:  

the role of political party vulnerability 

    

 
Dependent variable 

= Incent 
 

Dependent variable 

= IncentAmt 

Variables [1]  [2] 

    

ConnectedMajority 0.033***  0.443*** 

 [6.329]  [6.290] 

ConnectedMinority 0.032***  0.429*** 

 [4.932]  [4.961] 

ConnectedMajority*MajorityVulnerable 0.020**  0.251** 

 [2.148]  [2.074] 

ConnectedMinority*MajorityVulnerable 0.005  0.039 

 [0.581]  [0.340] 

StateImportance 0.166***  2.150*** 

 [4.961]  [4.996] 

    

F-statistic    

β1 + β3 = β2 + β4 6.975**  7.936*** 

    

Observations 457,390  457,390 

Adjusted R2 0.103  0.102 

Company-Year FE Y  Y 

State-Industry-Year FE Y  Y 

 
Notes: This table presents cross-sectional tests of the relation between state economic incentives and corporate 

political connections as a function of state politicians’ incentives. All variables are defined in Appendix C. β1 + β3 = 

β2 + β4 corresponds to ConnectedMajority + ConnectedMajority*MajorityVulnerable = ConnectedMinority + 
ConnectedMinority*MajorityVulnerable. T-statistics calculated based on White heteroscedastic consistent standard 

errors and adjusted for clustering by firm and by state are reported in brackets below each coefficient. ***, **, * 

represent a 1 percent, 5 percent, and 10 percent level of significance, respectively (two-tailed tests). 
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TABLE 10 

State economic incentives and corporate political connections:  

the role of political corruption  

 

 
Dependent variable  

= Incent 

 Dependent variable  

= IncentAmt 

 Variables [1] [2]  [3] [4] 

      

Connected 0.034***   0.445***  

 [6.556]   [6.580]  

Connected*Corrupt 0.036*   0.497  

 [1.757]   [1.510]  

ConnectedCnt  0.014***   0.193*** 

  [6.615]   [6.625] 

ConnectedCnt*Corrupt  0.017**   0.228* 

  [1.998]   [1.687] 

StateImportance 0.166*** 0.160***  2.154*** 2.064*** 

 [4.964] [4.846]  [4.996] [4.883] 
      

Observations 457,390 457,390  457,390 457,390 

Adjusted R2 0.103 0.104  0.102 0.103 

Company-Year FE Y Y  Y Y 

State-Industry-Year FE Y Y  Y Y 

 
Notes: This table presents cross-sectional tests of the relation between state economic incentives and corporate 

political connections as a function of state political corruption. All variables are defined in Appendix C. T-statistics 

calculated based on White heteroscedastic consistent standard errors and adjusted for clustering by firm and by state 

are reported in brackets below each coefficient. ***, **, * represent a 1 percent, 5 percent, and 10 percent level of 

significance, respectively (two-tailed tests). 
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TABLE 11 

State economic incentives and future economic growth:  

county-level evidence 

 

Panel A: Descriptive statistics 

 

Variables N Mean Std. Dev. Median 

JobsGrowtht+1 760,994 -0.107 0.383 -0.017 

JobsGrowtht+2 708,408 -0.130 0.451 -0.036 

JobsGrowtht+3 655,749 -0.146 0.499 -0.055 

IncentAmtCountyInd_Conn 760,994 0.022 0.541 0.000 

IncentAmtCountyInd_Unconn 760,994 0.043 0.741 0.000 

JobsGrowthNonTradet+1 30,915 0.008 0.153 0.003 

JobsGrowthNonTradet+2 28,853 0.011 0.183 0.005 

JobsGrowthNonTradet+3 26,792 0.013 0.207 0.005 

ΔHPIt+1 28,047 4.442 18.584 3.400 

ΔHPIt+2 26,149 8.109 35.930 5.900 

ΔHPIt+3 24,243 10.875 51.482 7.940 

IncentAmtCounty_Conn 30,915 0.698 3.022 0.000 

IncentAmtCounty_Unconn 30,915 1.113 3.714 0.000 

 

 

Panel B: Intra-industry growth  

 
 Dependent variable = JobsGrowthkit+n 

 [1] [2] [3] 

 Variables t to t+1 t to t+2 t to t+3 
    

IncentAmtCountyInd_Conn 0.004*** 0.004*** 0.005*** 
 [5.036] [3.947] [3.487] 

IncentAmtCountyInd_Unconn 0.007*** 0.008*** 0.009*** 
 [10.400] [10.769] [10.018] 
    

Observations 760,994 708,408 655,749 

Adjusted R2 0.064 0.077 0.090 

F-statistic (β1 = β2) 20.950*** 7.282*** 6.194** 

p-value (β1 = β2) 0.000 0.009 0.015 

State-Year FE Y Y Y 

Industry-Year FE Y Y Y 
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TABLE 11 (cont.) 

State economic incentives and future economic growth:  

county-level evidence 

 

Panel C: Economic growth spillover to the nontradable sector 

 
 Dependent variable = JobsGrowthNonTradekt+n 

 [1] [2] [3] 

 Variables t to t+1 t to t+2 t to t+3 
    

IncentAmtCounty_Conn -0.0003* -0.000 0.000 
 [-1.646] [-0.150] [0.329] 

IncentAmtCounty_Unconn 0.0005*** 0.0007*** 0.001*** 
 [2.875] [2.648] [2.991] 
    

Observations 30,915 28,853 26,792 

Adjusted R2 0.0310 0.0454 0.0580 

F-statistic (β1 = β2) 7.038*** 3.014* 2.725* 

p-value (β1 = β2) 0.008 0.083 0.099 

State-Year FE Y Y Y 

 

Panel D: Change in the future house price index 

 Dependent variable = ΔHPIkt+n 

 [1] [2] [3] 

 Variables t to t+1 t to t+2 t to t+3 
    

IncentAmtCounty_Conn 0.075*** 0.092* 0.017 
 [2.705] [1.646] [0.211] 

IncentAmtCounty_Unconn 0.114*** 0.227*** 0.266*** 
 [4.649] [4.691] [3.871] 
    

Observations 28,047 26,149 24,243 

Adjusted R2 0.680 0.717 0.730 

F-statistic (β1 = β2) 1.068 3.208* 5.394** 

p-value (β1 = β2) 0.302 0.073 0.020 

State-Year FE Y Y Y 

 

Notes: This table presents analyses on the relation between county-level future economic growth and state-awarded 

economic incentives amounts. Panel A reports descriptive statistics, Panel B (C) reports regression results where the 

dependent variable is county-level intra-industry future jobs growth (inter-industry future jobs growth in the 

nontradable sector), and Panel D reports regression results where the dependent variable is the future change in county-

level house price index. Industry is defined as 3-digit NAICS in Panels B and D, and 2-digit NAICS for the dependent 

variable in Panel C following Adelino et al. (2017). All variables are defined in Appendix C. T-statistics calculated 

based on White heteroscedastic consistent standard errors and adjusted for clustering by county and industry in Panel 

B (by county in Panels C and D) are reported in brackets below each coefficient. ***, **, * represent a 1 percent, 5 

percent, and 10 percent level of significance, respectively (two-tailed tests).  
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ONLINE APPENDIX 

 

TABLE A1: 

State economic incentives and corporate political connections using ConnectedAmt 

 

Panel A: Likelihood of being awarded a state economic incentive 

 Dependent variable = Incent  

 Variables [1] [2] [3] 

    

ConnectedAmt 0.005*** 0.011*** 0.001** 

 [7.016] [6.320] [2.226] 

StateImportance 0.161*** 0.139*** 0.016 

 [4.922] [4.574] [1.321] 

Size   0.001 

   [0.511] 

Leverage   0.006 

   [1.476] 

CashETR   0.001 

   [0.359] 

    

Observations 457,390 37,044 457,390 

Adjusted R2 0.104 0.205 0.295 

Company-Year FE Y Y N 

Company-State FE N N Y 

State-Industry-Year FE Y Y Y 
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ONLINE APPENDIX (cont.) 

 

TABLE A1: 

State economic incentives and corporate political connections using ConnectedAmt 

 

Panel B: Amount of state economic incentive awarded 

 Dependent variable = IncentAmt 

 Variables [1] [2] [3] [4] 

     

ConnectedAmt 0.064*** 0.149*** 0.016** 0.045*** 

 [6.845] [6.300] [2.043] [6.814] 

StateImportance 2.075*** 1.945*** 0.219 2.090*** 

 [4.960] [4.374] [1.305] [4.888] 

Size   0.010 0.222*** 

   [0.633] [5.463] 

Leverage   0.079 0.221 

   [1.500] [0.900] 

CashETR   0.012 -0.162 

   [0.709] [-1.264] 

CommitJobs    0.554*** 

    [5.959] 

CommitCapital    0.421*** 

    [6.901] 

CommitJobsMissing    2.344*** 

    [4.223] 

CommitCapitalMissing    5.139*** 
    [4.968] 

     

Observations 457,390 37,044 457,390 7,738 

Adjusted R2 0.103 0.211 0.294 0.573 

Company-Year FE Y Y N N 

Company-State FE N N Y N 

State-Industry-Year FE Y Y Y Y 
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ONLINE APPENDIX (cont.) 

 

TABLE A1: 

State economic incentives and corporate political connections using ConnectedAmt 

 

Panel C: Cross-sectional variation as a function of state corporate contribution limitations 

 
Dependent variable 

= Incent 

Dependent variable 

= IncentAmt 

 Variables [1] [2] [3] [4] 

     

ConnectedAmt 0.005*** 0.005*** 0.059*** 0.068*** 

 [5.723] [5.827] [5.499] [5.694] 

ConnectedAmt*DirectProhibited 0.001  0.018  

 [0.614]  [0.815]  

ConnectedAmt*DirectUnlimited  -0.000  -0.007 

  [-0.132]  [-0.273] 

ConnectedAmt*IndirectUnlimited  -0.001  -0.011 

  [-0.376]  [-0.470] 

StateImportance 0.160*** 0.161*** 2.069*** 2.077*** 

 [4.939] [4.918] [4.978] [4.956] 

     

Observations 457,390 457,390 457,390 457,390 

Adjusted R2 0.104 0.104 0.103 0.103 

Company-Year FE Y Y Y Y 

State-Industry-Year FE Y Y Y Y 

 
Notes: This table presents analysis on the relation between state economic incentives and corporate political 

connections after replacing ConnectedCnt with ConnectedAmt. In Panel C, the main effects associated with the three 

indicator variables DirectProhibited, DirectUnlimited, and IndirectUnlimited are absorbed by the state-industry-year 

fixed effects. DirectProhibited = Indicator set equal to one if state k is one of the 21 states listed in Appendix A, Panel 

A that prohibits direct corporate contributions to state political candidates; set to zero otherwise (source: NCSL). 

DirectUnlimited = Indicator set equal to one if state k is one of the 6 states listed in Appendix A, Panel A with no 

dollar limitation on direct corporate contributions to state political candidates; set to zero otherwise (source: NCSL). 

IndirectUnlimited = Indicator set equal to one if state k is one of the 14 states listed in Appendix A, Panel A with no 

dollar limitation on indirect corporate contributions to state political candidates; set to zero otherwise (source: NCSL). 

All other variables are defined in Appendix C. T-statistics calculated based on White heteroscedastic consistent 

standard errors and adjusted for clustering by firm and by state are reported in brackets below each coefficient. ***, 

**, * represent a 1 percent, 5 percent, and 10 percent level of significance, respectively (two-tailed tests). 

 


