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Corruption by the politically connected is often blamed for economic ills,

particularly in less developed economies. Using a loan-level data set of

more than 90,000 �rms that represents the universe of corporate lending

in Pakistan between 1996 and 2002, we investigate rents to politically

connected �rms in banking. Classifying a �rm as “political” if its director

participates in an election, we examine the extent, nature, and economic

costs of political rent provision. We �nd that political �rms borrow 45

percent more and have 50 percent higher default rates. Such preferential

treatment occurs exclusively in government banks—private banks

provide no political favors. Using �rm �xed effects and exploiting

variation for the same �rm across lenders or over time allows for cleaner

identi�cation of the political preference result. We also �nd that political

rents increase with the strength of the �rm's politician and whether he or

his party is in power, and fall with the degree of electoral participation in

his constituency. We provide direct evidence against alternative

explanations such as socially motivated lending by government banks to

politicians. The economy-wide costs of the rents identi�ed are estimated

to be 0.3 to 1.9 percent of GDP every year.

https://doi.org/10.1162/003355305775097524
javascript:;
javascript:;
https://academic.oup.com/qje/search-results?f_TocHeadingTitleList=Articles


Sign in Get help with access

Personal account

Sign in with email/username &
password

Get email alerts

Save searches

Purchase content

Activate your purchase/trial code

Add your ORCID iD

Sign in  Register

Institutional access

Sign in through your
institution

Sign in through your institution

Sign in with a library card

Sign in with username/password

Recommend to your librarian

Institutional account
management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic

Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Do Lenders Favor Politically Connected Firms? Rent Provision in an Emerging Financial
Market* - 24 Hours access

EUR €39.00 GBP £33.00 USD $43.00

Rental

You do not currently have access to this article.

https://www.deepdyve.com/lp/ou-press/do-lenders-favor-politically-connected-firms-rent-provision-in-an-d78P5ObSVe?key=OUP
javascript:;
https://academic.oup.com/my-account/register?siteId=5504&returnUrl=http%3a%2f%2facademic.oup.com%2fqje%2farticle-abstract%2f120%2f4%2f1371%2f1926665%3flogin%3dfalse
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=qje
javascript:
https://academic.oup.com/qje/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5504&returnUrl=https://academic.oup.com%2fqje%2farticle-abstract%2f120%2f4%2f1371%2f1926665%3fredirectedFrom%3dfulltext
javascript:;


This article is also available for rental through DeepDyve.


